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AN NPA PERSPECTIVE 

Reshaping U.S. Foreign Aid 
and Development Assistance 

by Malcolm R. Lovell, fr. 
NPA President & CEO 

The United States today is in 
an unparalleled position of 
global power and influence. 
However, it lacks a compel
ling international agenda that 
is embraced by the vast ma
jority of Americans, as ex
isted during the Cold War. If 
the U.S. is to exercise its 
power and moral authority in 
a responsible and coherent 

fashj.on, U.S. goals and strategies must have the firm 
support of the American people. 

Currently, a large number of foreign policy and de
velopment goals are in contention with each other, 
with no clear national resolve supporting any of 
them. In this is.5ue of Looking Ahead,]. Brian Atwood, 
Administrator of the U.S. Agency for International De
velopment, presents the administration's case for 
"sustainable development," defined as including eco
nomic, political, environmental, and p opulation 
goals. Other authors present their critiques of the op
tions facing the United States. 

Irrespective of the goals selected, some priorities 
must be established if available resources are to be 
utilized to influence events in more than a marginal 
way. Foreign aid and development is too important a 
tool in the U.S. foreign policy arsenal to waste in inef
fectual displays of larges.5. We must be confident that 
the resources we expend will yield results that clearly 
advance national purposes. 

Democratic societies define their goals and deter
mine strategies only after extensive public debate, 
compromises among competing points of view, and 
an exhaustive legislative process. The United States 
has been so involved in domestic concerns and politi
cal wrangling that the question of appropriate aid and 
development goals and strategies has received short 
shrift. 

This issue of Looking Ahead is dedicated to stimulat
ing the debate on the opportunities and challenges 
facing the United States as it defines its policies on 
foreign aid and development. It is our hope to gener
ate greater public awareness and understanding of 
the choices available and, where possible, to identify 
alternatives that have the potential to garner substan
tial public support. 



Reshaping U.S. Foreign Aid and Development Assistance 
in the Post-Cold War Era: 

An Introduction 

by Richard S. Belous and Sheila M. Cavanagh 

The Cold War, with its goal of 
stemming the advance of com

munism, provided a widely under
stood and agreed upon primary 
justification for U.S. foreign aid and 
development assistance programs. 
The demise of the Soviet Union, 
however, has forced U.S. public 
and private sector decisionmakers 
to reexamine both the goals and 
the strategies of U.S. foreign aid 
and development assistance. 

The National Planning Association 
(NPA), in cooperation with the U.S. 
Agency for International Develop
ment (USAID), is hosting a series of 
public-private sector policy dia
logues that encourage this process. 
Characteristic of NP A's 60-year tra
dition, the Aid and Development 
Project is committed to a nonparti
san, factual review of foreign assis
tance policy and a productive 
exchange of ideas among public 
and private sector leaders. The au
thors in this issue of Looking 
Ahead-representatives of govern
ment, private voluntary organiza
tions, business, and labor~have 
spoken at events related to the Aid 
and Development Project. Their ar
ticles represent a wide variety of 
vantage points in the foreign aid 
and development debate. 

The Clinton administration pre
sented a rewrite of the 1961 For
eign Assistance Act to Congress in 
February 1994. Entitled the Peace, 
Prosperity & Democracy Act (PPDA) 
of 1994, the proposed legislation 

provides a framework for funding 
international affairs programs in the 
post-Cold War world. The PPDA 
reflects the restructured goals of the 
U.S. foreign assistance program 
minus the pole star of containment. 
It also reflects the restructured strat
egies for foreign assistance pro
grams of USAID and other aid-re
lated institutions. 

Currently, American aid is allo
cated primarily by geographic re
gion. If any part of the Clinton 
administration's new plan is to re
place containment and geography 
as the primary guides of U.S. for
eign aid policy, it is the umbrella 
objective of "sustainable develop
ment." Sustainable development is 
defined in Title I of the PPDA as 
"broad-based economic growth 
which protects the environment, 
enhances human capabilities, up
holds democratic values, and im
proves the quality of life for current 
generations while preserving that 
opportunity for future generations." 
In the box accompanying this "In
troduction," the broad concept of 
sustainable development is broken 
down into its four interrelated com
ponents. 

The first article in this issue is au
thored by J. Brian Atwood, Admin
istrator, USAID. Atwood and USAID 
are playing key roles in the Clinton 
administration's pursuit of a new 
legal framework for U.S. foreign as
sistance programs and foreign pol-
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icy. In his article, he outlines some 
reasons for the new framework and 
explores the direct domestic inter
ests served by a strong foreign as
sistance program. 

In the second article, John W. 
Sewell, President, Overseas Devel
opment Council, maintains that a 
number of pressing U.S. interests 
can be served by constructive en
gagement in the development proc
ess overseas. He argues that, given 
increasing interdependence in the 
global economy, the United States 
needs the help of developing na
tions to accomplish many of its do
mestic and international goals. 

Curt Tarnoff, Specialist in Foreign 
Affairs, Congressional Research Serv
ice, outlines the serious budgetary 
constraints facing any foreign aid 
reform proposal. Although reform 
is necessary, Tarnoff asserts, budget 
cuts are eroding the purpose of the 
reform effort- the ability of foreign 
aid to be an effective tool of U.S. 
foreign policy. 

Given these constraints, F. Wil
liam Hawley, Director, International 
Government Relations, Citicorp/ 
Citibank, proposes in the fourth ar
ticle that private sector funds be 
leveraged to the maximum extent 
possible into the development proc
ess. Public funds alone, he argues, 
often fall short of accomplishing 
stated development goals. 

Ronald Blackwell, Assistant to the 
President for Economic Affairs, 
Amalgam.ated Clothing arid Textile 

. ' . 
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Workers' Union, explores the ad
ministration's reform proposal from 
a labor perspective. Blackwell em
phasizes the interdependence of 
economic growth and the spread of 
democratic, free market institutions 
to support that growth. He points 
out the importance of worker rights 
in the process of sustainable devel
opment. 

In the final article, Clifford G. 
Gaddy, Research Associate, Foreign 
Policy Studies, Brookings Institu
tion, examines Russia as one of the 
many new claimants for U.S. for
eign assistance. The difficulties of 
the Russian political and economic 
transition cannot be completely 
bridged by U.S. or other foreign as
sistance funds, he says, especially 
with the limited funds now avail
able. Gaddy suggests some areas 
where U.S. aid can be strategically 
applied. 

Many foreign aid reform efforts 
have failed to dethrone the 1961 
Foreign Assistance Act, but the 
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, busi
ness, and labor have a stake in eco
nomic growth and political stability 
in the developing world. Any new 
legal framework for foreign assis
tance designed in the mid 1990s 
probably will affect foreign aid 
goals and strategies well into the 
next century. 

••• 
This issue of Looking Ahead was 

made possible through support pro
vided by the Office of Private and Vol
untary Cooperation, Bureau for Hu
manitarian Response, U.S. Agency for 
International Development, under Co
operative Agreement No. FA0-0230-A-
00-3065-00. 

(L) Sheila M. Cavanagh is NPA 
Research Associate and A id and 
Development Project Coordinator. 
(R) Richard S. Belous is NPA Vice 
President and Chief Economist. 

The Peace, Prosperity & Democracy Act (PPDA) of 1994: 
Key Points 

The Peace, Prosperity & Democracy Act (PPDA) of 
1994, which was sent to Congress in February 1994 
by the Clinton administration, would provid& a com
prehensive overview of all major programs receiving 
funding within the International Affairs budget func
tion and would serve as the basic authorization char
ter for most of these programs. 

Sustainable Development 

Title I of the PPDA would authorize a single appro
priation for sustainable development assistance. The 
title defines sustainable development as "broad
based economic growth which protects the environ
ment, enhances human capabilities, · upholds 
democratic values, and improves the quality of life 
for current generations while preserving that oppor
tunity for future generations." Sustainable develop-

ment assistance would be targeted to four inter
related objectives: 

• encouraging broad-based economic growth; 

• protecting the global environment; 

• supporting democratic participation; and 

• stabilizing world population growth. 

Encouraging Broad-Based Economic Growth 

Under the PPDA, USAID would promote sustainable 
development by enhancing the capacity for growth in 
developing countries and by working to remove ob
stacles to individual opportunity. It would concentrate 
its efforts In three areas: 



• strengthening markets-addressing policy and 
regulatory impediments, strengthening institu
tions, and improving Infrastructure; 

• expanding access and opportunity-promoting 
microenterprise and small business, focusing 
on appropriate technology, enhancing food se
curity, and increasing the access of women to 
employment, land, capital, and technology; 
and 

• investing in people-improving primary health, 
education, and institutions that facilitate partici
pation, especially by women and other disad
vantaged groups. 

Protecting the Global Environment 

Under the PPDA, USAID would pursue two strategic 
goals in this area: 

• reducing long-term threats to the global envi
ronment, particularly loss of biodiversity and 
climate change; and 

• promoting sustainable local, national, and re
gional economic growth by addressing 
unsound environmental, economic, and devel
opment practices. 

The act would direct USAID to continue work on 
regulatory, statutory, enforcement, policy, and insti
tutional issues, social and economic patterns, inade
quate education, the need for technical research, 
and other roadblocks to environmentally sustainable 
growth. The agency would also continue to seek 
sound ways to use forests, wetlands, coastal zones, 
vital ecosystems, and water sources, and it would 
continue to encourage efficient and sound energy 
use and production and adequate waste manage
ment. 

Supporting Democratic Participation 

In supporting democracy building and good gover
nance, the PPDA defines USAID's main role as help
ing people make the transition to democracy from 
authoritarian rule and facilitating the empowerment 
of individuals and communities in nondemocratic 
states. 

The types of programs identified In the act include 
those that promote: 
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• respect for human rlghts and the rule of law; 

• an expanding role for nongovernmental and 
citizens' organizations; 

• the means to enhance citizen access to public 
information; 

• the ability of all citizens to freely choose their 
leaders; 

• the growth of a free and independent media; 

• efforts that advance legal, social, and eco
nomic equality for women, minorities, and 
other workers; 

• principles of tolerance among and within reli
gious and ethnic groups. 

Stabilizing World Population Growth and 
Protecting Human Health 

Rapid population growth is outstripping the re
sources and infrastructure of many countries, and it 
is a major contributor to political destabilization and 
environmental degradation. The PPDA would direct 
resources toward population stabilization programs 
as well as activities that improve individual health, 
with special attention to child survival and the pre
vention of HIV/AIDS. 

• The act assigns USAID four strategic goals In this 
area: 

• to stabilize the world's population at less than 
10 billion by the year 2050, with very low 
growth thereafter; 

• to reduce child mortality rates by one-third 
over the next decade; 

• to reduce maternal mortality rates by one-half 
during this period; and 

• to reduce the rate of new HIV infections by 15 
percent. 

USAID's programs in this area would continue to 
include development of voluntary family planning 
systems and services, reproductive health services, 
child survival and maternal care, HIV/AIDS preven
tion activities, and basic education for girls and 
women. 



]. Brian Atwood Is Administrator, 
U.S. Agency for International De
velopment. 

A New Framework 
for U.S. Foreign Assistance 

by J. Brian Atwood 

I 
t has been suggested 
that the end of the Cold 

· War may have marked 
the end of history. In 

many ways, a good deal of 
nostalgia surrounds the Cold 
War. It produced a more co
herent U.S. foreign policy 
than exists today. Business, 
labor, government, and the 
American people understood 
the chief goal of U.S. foreign 
policy- the containment of 
communism-and they pur
sued this aim with vigor until 
victory was achieved. 

CREATING A NEW FRAMEWORK 
FOR FOREIGN POLICY 

The end of the Cold War, of 
course, did not mark the end 
of history. But it did reveal a 
confusing world that contin
ues to offer a wide variety of 
threats to and opportunities 
for the United States. Devel
opment work is an important 
part of U.S. foreign policy in 
this new world; to be en
gaged constructively in long
term development is to be en
gaged in crisis prevention. A 
strong foreign assistance pro
gram also serves many do-
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mestic interests. Although the 
United States is struggling to 
solve a number of internal 
problems, Americans are more 
aware, even if intuitively, that 
the nations of the world are 
interdependent, that the Uni
ted States is competing in a 
global economy, and that 
American jobs, environmental 
security, and foreign policy in
terests benefit from construc
tive engagement in world af
fairs. 
The Clinton administration and 

the U.S. Agency for Interna
tional Development (USAID) 
are taking that case to Con
gress in their pursuit of a new 
legal framework for U.S. for
eign assistance programs and 
U.S. foreign policy. Making 
such a request on Capitol Hill 
is difficult and requires a cer
tain amount of credibility, par
ticularly given the problems 
that have plagued the agency. 
These problems did not result 
from the end of the Cold War, 
but from a leadership vacuum, 
mismanaged programs, low 
morale, and the wide variety 
of missions that Congress had 
imposed on USAID over the 



years. The situation threatened to worsen in the 
1990s. By 1993, USAID had 33 missions and 75 direc
tives defined by Congress, and the agency's real role 
in the foreign policy community was unclear. When 
I was appointed Administrator of USAID in May 
1993, the agency needed to explicitly define its mis
sion to the American public. 

In recent years, given mounting problems at home, 
domestic agencies like the Environmental Protection 
Agency and the Department of Labor have not been 
successful in asking Congress to appropriate money 
for overseas projects. USAID has been the only 
agency in Washington that can take on these pro
jects. However, its budgets have been declining, 
along with all federal budgets. USAID is making the 
best of this situation as it attempts to create program
matic integrity. 

USAID's TASKS TODAY 

Sustainable Development 

As part of the Clinton administration's proposed 
Foreign Assistance Act rewrite, programmatic integ
rity at USAID has been defined under one specific 
term-"sustainable development." Under this um
brella objective, USAID is emphasizing environmen
tal programs, population and health programs, 
broad-based economic growth programs, and de
mocracy programs. Through a series of strategy pa
pers, the agency has sought to demonstrate the inter
dependence of these goals. Amelioration of popu
lation and environmental problems can indirectly 
strengthen civil society and democracy. Conversely, 
improvements in governance and encouragement of 
popular participation in society can strengthen indig
enous popular support for environmental and health 
matters. 

Direct Domestic Impacts 

USAID's other important task is to explain the do
mestic benefits to be derived from a strong U.S. for
eign aid program. The following examples outline 
some of these benefits for the United States. 

Protecting the Environment. The United States is 
spending almost $130 billion a year in public and 
private funds on environmental protection against 
pollution emissions that occur within U.S. borders. 
However, the United States spends only $600 million 
on environmental protection overseas in dealing 
with problems such as global warming. According to 
some projections, by the year 2010 more emissions 
will be entering the U.S. environment from outside 
U.S. borders than will be generated domestically be
cause of the success of U.S. domestic environmental 
protection programs. U.S. foreign policy must con-
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centrate more on international environmental issues 
to protect the domestic investments of U.S. taxpayers 
and U.S. businesses. 

Improving Health. Global health problems also di
rectly impact the United States. For example, AIDS 
increasingly affects U.S. citizens on a daily basis. And 
with sufficient investment, the polio virus could be 
eradicated everywhere on earth in the next five to 
seven years, as it already has been in the Western 
Hemisphere. Because polio can be transmitted to the 
United States from other regions that still have the 
disease, U.S. children must be vaccinated at a cost of 
$300 million a year. If some of that amount were in
vested in regions where polio continues to claim vic
tims, the U.S. domestic expenditure would eventu
ally be eliminated. 

F,xpanding F,xports. The U.S. economy has begun 
to grow again, and the export sector is the biggest, 
fastest growing sector. Most economic growth inter
nationally is occurring not in the developed coun
tries, but in the developing world. In the past five 
years, U.S. exports to the developing nations have 
increased by about $20 billion. 
It is not surprising that U.S. encouragement of eco

nomic growth in the developing world has had some 
success. However, this growth is but an indication of 
real market potential in the developing countries. By 
the year 2000, four-fifths of the world's population 

((Unless US. foreign policy 
emphasizes programs that 

create stability, peace, 
prosperity, . and democracy, 

America will spend more 
resources on ethnic conflict 
and the other problems that 

result from population 
growth." 
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will be living in the developing world, which cur
rently includes most of the Southern Hemisphere. 
This will be a huge market for U.S. goods. If the 
United States is to be competitive, it must support 
programs that encourage economic growth in these 
countries. Previous administrations have turned to 
the export of American jobs in their efforts to com
pete. This is not necessary. Rather, the United States 
must seek to a·eate economic growth in these coun
tries in a way that expands their capacity to purchase 
American exports. 

Controlling Population Growth. Global instability 
will only increase if population growth is allowed to 
continue at its present rate. If it does, the enemy of 
free market democracies will no longer be commu
nism, but chaos. Unless U.S. foreign policy empha
sizes programs that create stability, peace, pros
perity, and democracy, America will spend more 
resources on ethnic conflict and the other problems 
that result from population growth, such as the lack 
of opportunity, poverty, and malnutrition. 

Ninety million people-slightly more than the pop
ulation of Mexico today-are added to the. earth's 
population each year. The size of Mexico's popula
tion and the lack of opportunity there are U.S. for
eign policy concerns. The recent rebellion in the 
southern Mexican state of Chiapas was a direct result 
of few opportunities, lack of democracy, and pov
erty. The interrelated problems of population growth 
and development are growing in the hemisphere, 
and indeed on America's doorstep. 

PREVENTING CRISES IN TIIE INTERNATIONAL 
COMMUNI1Y 

Some rep01ts indicate that, for the first time in the 
past two decades, the world food supply may be lev-

eling off. The agriculture community hotly debates 
this issue. But if the food supply levels off while the 
population curve continues to rise, the difference be
tween the two can be used to extrapolate the degree 
to which instability is likely to increase worldwide. 

Fifty million people now move around the earth as 
migrants. By fleeing environmental degradation, over
population, starvation, and lack of jobs, they are vot
ing with their feet for a better life. when the 
problems that these refugees are trying to 'escape 
reach a crisis, the cost to the international commu
nity is much greater than the cost of preventing the 
crisis. 

This is especially evident on the continent of Africa. 
The United States spends approximately $800 million 
a year on development in Africa, and this effort en
courages other countries to invest in African devel
opment. But the United States spends twice as much 
on disaster relief, peacekeeping, and refugee assis
tance in Africa as it does on development, thereby 
dealing with the symptoms of the problem rather 
than treating the disease. 

The situation in Africa today is extremely serious. 
But the continent's tremendous problems are cou
pled with tremendous hope and opportunity. African 
nations recognize the impo1tance of turning to de
mocracy and liberalizing their economies, and they 
see that great opportunities will flow from · im
plementing those policies. At the same time, strife
torn countries such as Angola, Liberia, Somalia, and 
Sudan are creating refugee flows, destabilizing coun
tries like Uganda that have already made some prog
ress in addressing the crises of the past. The huge 
country of Zaire, in the middle of the African conti
nent, is ready to break apart, which will create prob
lems for its neighbors. These issues must be treated 
on a long-range basis by investments from industrial
ized nations and the aid donor countries. 

"Even though japan is now the leading aid donor 
in the world, the United States has the unique 

capability to deliver assistance to the developing 
countries because of the great dynamism and pluralism 

of American society." 



LEADERSHIP AND CREATIVE ENGAGEMENT 
IN FOREIGN POLICY 

The United States is the one remammg super
power. Even though Japan is now the leading aid 
donor in the world, the United States has the unique 
capability to deliver assistance to the developing 
countries because of the great dynamism and plural
ism of American society. 

U.S. labor unions can communicate the benefits of 
free trade union movements to workers in other so
cieties. U.S. businesses have created so much in this 
society that people in Russia, for example, listen at
tentively when business leaders talk about how to 
restructure state-owned enterprises. These networks 
of people have become more important than gov
ernment diplomatic relations. Communication, trans
portation, and other influences that governments 
have not been fully aware of are changing the face 
of global economic and social development. The 
United States must utilize these networks in its aid 
programs rather than turning its back on them. It 
must find ways to engage people creatively in the 
development process. Across the board, people-to
people diplomacy and people-to-people develop
ment work are the wave of the future. 

USAID's current highly bureaucratic structure frus
trates private sector leaders who work with the 
agency. But we are changing. USAID is changing 
procurement procedures to create governmentwide 
regulations for contracting services. We are also try
ing to provide information systems, procurement 
systems, budget systems, and personnel systems that 
will enable the agency to become results oriented, 
managed on the basis of strategic objectives. USAID 
is looking at the unique development needs of each 
country and working with other aid donors on coun
try-specific strategic plans. This will allow donors to 
address problems in an integrated fashion, so that 
development efforts are mutually reinforcing. · 

In November 1993, USAID announced the closure 
of 21 overseas missions. Many were in countries that 
could be "graduated" from U.S. aid programs, and 
others were in countries with which the United 
States simply does not want to work. Zaire is the 
most dramatic example. The United States has in
vested several billion dollars in Zaire since that coun
try gained its independence from Belgium in 1960, 
but per capita income has nevertheless steadily de
clined. The reputation of USAID and of foreign assis
tance in general clearly suffered from reports that 
Zaire's leader, Mobutu Sese Seko, was transferring 
aid money to Swiss bank accounts. In the post-Cold 
War period, the United States cannot continue to 
work with governments that may misuse U.S. 
money, that are corrupt, or that are unwilling to en
gage their own people in the development process. 
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USAID is putting a premium on effectiveness and re
sults, and the agency will not ask its staff to work in 
countries where the chance of achieving results is 
low. Countries where USAID remains engaged are 
those in which the agency is reasonably confident of 
success. 

USAID is making progress, but it has a long way to 
go, and the agency must get a mandate from Con
gress to continue its work. The 1961 Foreign Assis
tance Act now contains many amendments from the 
Cold War that are outdated and counterproductive. 
The agency and the foreign policy community need 
a streamlined approach to conduct the business of 
development, and they have already demonstrated 
that if given flexibility they can produce results. 

U.S. AID AND REFORM IN RUSSIA 

The Aldrich Ames spy scandal that broke in Febru
ary 1994 raised questions about the U.S. aid pro
grams in Russia. Yet instead of spotlighting 
short-term politics and spies, as the media have 
done, public and private sector leaders should re
main focused on what the U.S. foreign policy com
munity is seeking to accomplish with reformers in 
Russia, as well as on what the refo1mers have al
ready accomplished with U.S. assistance. 

The December 1993 referendum in Russia changed 
many political structures that were obstacles to re
form. For example, the old Supreme Soviet, the par
liament of the land, had been elected by highly 
questionable means. This type of political structure 
obstructed democracy, and this approach to power 
resonated throughout Russian society. For example, 
at the municipal level, the Moscow City Council had 
535 members. These bureaucrats had far more 
power than the mayor of Moscow. Yet in December 
1993, this structure was broken apart by Boris 
Yeltsin's initiative, a significant breakthrough. 

Free elections may also result in the rise to power 
of nationalists like Vladimir Zhirinovsky. Although 
this is not a positive development, extremists repre
sent a segment in Russian society that is probably 
better off inside the parliament than on the outside 
throwing rocks. The parliament and the new political 
structures will have to respond to the grassroots. For 
the first time, labor unions are developing, and a vast 
network of nongovernmental organizations is ex
panding, including all types of affinity groups that 
will form the intermediary organizations of a Russian 
civil society. 

The United States has helped to distribute vouchers 
to 100 million Russians, who have used them to pur
chase property previously owned by the state. Thou
sands of small and medium-sized businesses are 
now owned by people who are holding on to these 
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''It is time not only for a new legislative 
. beginning, but for the executive 
and legislative branches to agree 

on a new set of organizing principles 
for U.S. foreign policy." 

"stocks," which have become the only real liquid 
currency in Russia. The fundamental relationship be
tween Russians who own vouchers and their govern
ment and society has changed because they now 
have a stake in the economy. 

Long before these structural political changes had 
occurred, a vibrant, free media had developed in 
Russia. While they still experience problems when 
criticizing government, the Russian media are now 
freer than those in many other societies. 

Many of the changes taking place in Russia are the 
result of technical assistance from the United States 
and other countries. The United States has given rel
atively little money to Russia, but it is donating con
siderable American expertise and technical assis
tance . However, U.S. technical assistance programs 
for Russia need to be better coordinated and im
plemented. Many people would like to volunteer 
their time and expertise, and the Clinton administra
tion needs to encourage these efforts and find struc
tures to facilitate them. The reform process in Russia 
is moving forward, although it will continue to expe
rience the ups and downs of a transitional society 
that is moving from a command economy to a demo
cratic market economy. 

The business environment in Russia in early 1994 
does not inspire tremendous confidence on the part 
of American iri.vestors. Commercial and municipal 
codes are nonexistent. The rule of law is question
able. USAID's role in Russia is to try to create an en
vironment in which American businesses would be 
confident in investing and becoming involved in the 
development process in other ways. The United 
States will continue to support the reform process in 
Russia with U.S. technical assistance, and it will 
begin to see the benefits. There is no other society 
where more benefits can be derived from successful 
economic and political reform. 

MAINTAINING U.S. INTERESTS 
IN WORID AFFAIRS 

This is a dynamic world, and the United States must 
react quickly to change. U.S. law governing foreign 
assistance currently is so cumbersome that the for
eign policy community cannot react as a superpower 
should-rapidly and responsively-to volatile situa
tions. The new framework legislation would not es
tablish specific priorities for foreign policy. That 
agenda would be set by individual administrations. 
The proposed rewrite of the 1961 Foreign Assistance 
Act is charter legislation; it is a framework wherein 
any administration can fit its foreign policy priorities. 

The end of the Cold War enables us to focus, in a 
way not heretofore possible, on results achieved in 
partnerships with nations that truly care about the 
development of their societies and the participation 
of their people. It is long past time to rewrite the 
charter that authodzes U.S. foreign assistance pro
grams. It is time not only for a new legislative begin
ning, but for the executive and legislative branches 
to agree on a new set of organizing principles for 
U.S. foreign policy. We look forward to working 
with Congress and the American people to help 
fashion a new charter for overseas cooperation pro
grams that will truly reflect the interests of the nation 
in a changing world. 

We have made a good and considerable start on 
such a charter and on revitalizing USAID. The 
agency must and can be an effective means of pro
moting the political and econoniic interests of the 
United States. It also must and can be an extension 
of the best impulses of the American people, histori
cally committed to helping neighbors and assisting 
those less fortunate. The work we plan to conduct in 
the years ahead will be a fulfillment of those roles. 



john W. Sewell ts President, 
Overseas Development Council. 

U.S. Foreign Aid Priorities 
in the Post-Cold War World 

by John W. Sewell 

T 
wo questions are 
of primary impor
tance in · reconsid
ering America's for

eign aid policies. First, what 
are the new U.S. interests in 
development? Several years 
ago the answer would have 
been to look in the "develop
ing world," but that term now 
encompasses what used to be 
called the "Second World," 
eastern Europe and the Soviet 
Union, and therefore includes 
most countries outside the 
Organization for Economic 
Cooperation and Development 
(OECD). Second, what is the 
relationship of foreign aid to 
those U.S. interests for the 
rest of this decade and into 
the next century? 

With respect to the first ques
tion, it is important to realize 
that Americans-and particu
larly the Clinton administra
tion-have an unprecedented 
opportunity to play a crucial 
role in shaping the post-Cold 
War world. Some historical 
perspective on these issues is 
useful. After five decades of 
stressing military prepared
ness and spending well over 
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$12 trillion on defense, the 
United States can now turn to 
other priorities. 
Of course, preoccupation with 

communism and fighting the 
Cold War was paralleled by 
neglect of pressing domestic 
problems that Americans are 
now debating. Many believe, 
justifiably, that these domestic 
issues must be given priority. 
They see in the end of the 
Cold War an unequaled op
portunity to restore the U.S. 
economy and to deal with a 
range of important social prob
lems, including jobs, health 
care, education, and drug 
addiction. 

COOPERATION AND VALUES 

The United States indeed has 
a major opportunity to reduce 
its military commitments over
seas and redirect spending to 
domestic priorities that, left 
unaddressed, will worsen great
ly over the next decade. But 
America cannot afford to 
focus on domestic priorities in 
a way that ignores the world 
beyond its shores. The reason 
is simple: many of the eco-
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nomic and social problems facing the United States 
can be dealt with only through cooperation with 
other countries, including those in the developing 
world. 

Further, Americans remain committed to the funda
mental values that define who they are and what 
kind of world they want to live in. Americans believe 
in market-oriented economic systems, functioning 
democracies, and peaceful political change within 
and among countries. In addition, most Americans 
still support, both rhetorically and with their per
sonal contributions, humanitarian efforts to address 
poverty and to help victims of political upheaval and 
natural disaster around the world. 

But some now believe that the countries of what 
used to be called the Third World are of no political 
interest to the United States other than as objects of 
charity. While the dramatic events in eastern Europe 
and particularly the former Soviet Union have cap
tured U.S. attention over the past several years, mas
sive changes have also occurred in the relationship 
between the United States and the developing coun
tries. These changes are perhaps less dramatic than 
what has been happening in the former Soviet 
Union, but they are at the very least equally impor
tant. Indeed, the developing countries are perhaps 
more important than the former Soviet Union to 
America's future well-being and prosperity. Develop
ing countries are valuable trading partners; they are 
continuing suppliers of low cost consumer goods 
and raw materials; and they are crucial partners in 

- dealing with the domestic and international chal
lenges facing business, labor, government, and the 
American public in general. 

COMMON CHALLENGES 

The challenges include unemployment and job cre
ation, trade deficits, environmental degradation, 
drugs, illegal immigration, and health threats such as 
AIDS, tuberculosis, and cholera. These issues have a 
great deal in common: all are of pressing concern to 
most Americans; all affect Americans' future health, 
well-being, and security; all are global in nature; all 
involve the developing countries; and most can be 
effectively addressed only with the cooperation of 
developing countries. 

Take two of the challenges-jobs (and U.S. com
petitiveness) and the environment. The developing 
countries are now major export markets for the 
United States. This fact was underscored by the de
bate over the North American Free Trade Agreement 
(NAFTA) and by the November 1993 Asia-Pacific 
Economic Cooperation meeting in Seattle. By the be
ginning of the 1980s, developing countries were 
buying 41 percent of U.S. exports, more than Japan 
and western Europe combined. That trend turned 
negative during the 1980s as a result of the debt cri
sis. In that period, the United States lost between 1.5 
million and 2 million jobs because of diminished 
purchasing power in the developing world. Exports 
are now picking up, but the market share in the 
United States has still not reached its level prior to 
the debt crisis. Most estimates, including those of the 
Overseas Development Council (ODC), indicate that 
exports to the developing countries in Asia and Latin 
America will continue to be a high growth area for 
the U.S. economy, with a direct beneficial impact on 
U.S. communities, firms, and workers. 

''America cannot afford to focus on domestic priorities 
in a way that ignores the world beyond .its shores . . : 

Many of the economic and social problems facing 
the United States can be dealt with only through 

cooperation with other countries, including 
those in the developing world.'' 



For instance, ODC recently estimated that by the 
year 2000, U.S. exports to the rapidly growing "dy
namic" economies could increase at a rate of over 10 
percent annually, rising above $203 billion (in 1992 
dollars) by the end of the decade. This would result 
in an employment increase of 1.7 million U.S. jobs. 

Public opinion polls show that environmental 
threats are at the top of Americans' concerns. Envi
ronmental problems are local, regional-most nota
bly in the cross-border area between the United 
States and Mexico-and global-such as ozone de
pletion, global warming, and deforestation. As with 
the other challenges, most regional and global envi
ronmental problems can be effectively addressed 
only with the cooperation of developing countries. 

For instance, if industrialization in China and India 
were to raise their carbon dioxide ( COz) emissions 
to the world average, overall global C02 emissions 
would increase by more than 30 percent. Patterns of 
industrialization in the Third World thus will have a 
direct impact on the U.S. economy. Furthermore, 
poverty itself is a root cause of environmental degra
dation. Most poor people act rationally, but with a 
very short-term time horizon. They cut down trees 
for firewood and they farm on hills or land where 
agriculture is not sustainable because they are poor 
and have no other choice. By ODC estimates, 6 out 
of every 10 of the world's poorest people are being 
pushed inexorably on to land within cities, on hill
sides, or in semiarid regions where sustainable liveli
hood is simply not possible. 

!rl urrent U.S. interests in the developing coun
~ tries are much different than they were in 
the previous 30 or 40 years, when most of the devel
oping world was seen largely in the context of 
America's struggle with the Soviet Union. The end of 
the Cold War has given the United States an unprec
edented opportunity to forge a new foreign policy 
built around its pressing domestic interests and its 
fundamental values. The United States is fortunate 
that both democracy and free market economics are 
now widely accepted around the world. Global eco
nomic growth could expand U.S. exports and in
crease American jobs. Poverty and disease could be 
dramatically decreased. It is worth noting that in the 
past 10 years, infant mortality has been reduced by 
one-half in the developing world. The earth's envi
ronment and natural resources could be better pro
tected. Hunger could be eliminated, and victims of 
natural and human disasters could have a chance to 
return to a normal and perhaps better life. 

In the 1990s, it is clear that the United States cannot 
do everything. U.S. resources are limited, and there 
is much that is beyond U.S. control-for instance, 
events in the former Yugoslavia, in Somalia, and in 
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other trouble spots. But America can still actively 
promote its own interests and those of the global 
community, and at a fraction of what was spent to 
fight the Cold War. Any discussion of the future of 
the U.S. foreign aid program must be framed against 
this background. 

BUDGET PRESSURES 

The U.S. foreign aid program largely developed in 
response to the Cold War. The emphasis on military 
security was particularly intense during the 1980s, 
when the Reagan administration expanded the for
eign aid budget from $9.9 billion in 1980 to $22.7 bil
lion in 1985. That huge increase focused on 
programs of military security and other short-term 
foreign policy interests. Since foreign aid's high wa
termark in the 1980s, the inexorable pressure of bud
get reduction and, as the Cold War ended, an 
increasing questioning of the purposes of U.S. for
eign aid programs have dramatically decreased aid 
budgets. The real question to be answered now is: 
are Americans witnessing the beginning of the end 
of the foreign aid program or the beginning of a pe
riod of renewed commitment to global development? 

The high hopes that accompanied the arrival of the 
Clinton administration have so far not been realized. 
Development and aid policy are at risk. New foreign 
aid legislation, promised by Secretary of State War
ren Christopher in the first 90 days of Clinton's presi
dency, was not formally submitted to Congress until 
late January 1994. The highest ranking official in the 
State Department with any development interest and 
experience, Deputy Secretary Clifton R. Wharton, Jr., 
was unceremoniously fired, and others have left in 
frustration. Foreign aid faces continuing budget pres
sures and new claimants. 

NOT KEEPING PACE 

U.S. policies toward the developing world have not 
kept pace with the changes in those countries and in 
U.S. interests. They also do not reflect the fact that 
the aid "business" has changed. When America 
began its foreign aid program, it dominated global 
development cooperation. The United States then 
provided four out of every five dollars of foreign as
sistance; it currently provides less than one out of 
every five dollars, and that amount is shrinking. 
There are now many more donors, and Japan is the 
major provider of Official Development Assistance. 
This is not necessarily bad because the U.S. has 
spent considerable effort to encourage other coun
tries to be involved in development cooperation, 
and that emphasis should continue in the successful 
developing countries. Development policy is now 
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dominated by the World Bank and the other multilat
eral development institutions, not by the United 
States and its Agency for International Development 
(USAID). Foreign aid funds face a set of new claim
ants in countries in the former Second World and 
new claims for problems such as protecting the envi
ronment, maintaining democracy, and dealing with 
migration. If the United States is to promote its legiti
mate interests overseas in this new environment, it 
cannot continue to do business as it has in the past. 

The Clinton administration's record reflects good 
intentions but little action. In speeches, National Se
curity Advisor Anthony Lake and USAID Administra
tor J. Brian Atwood have said the right things about 
aid priorities. But a focus on development and pov
erty is singularly lacking, and resources are increas
ingly scarce. USAID is being reorganized, an 
absolutely necessary step. The agency has suffered 
from years of neglect. While good people continue 
to work for USAID, morale is low, and the agency's 
standing is also low within the U.S. government and 
Congress. The strategy papers developed within the 
agency need a great deal of work. However, reor
ganizing USAID alone is not sufficient for the aid and 
development challenges that lie ahead. 

NEW LEGISLATION 

New foreign aid legislation has been sent to Con
gress that provides a comprehensive framework for 
dealing with U.S. global interests, from export pro
motion to military security. But its future is in ques
tion. There is no governmentwide focal point for 
U.S. international economic and development inter
ests in the National Security Council or in any other 
interagency grouping, and that gap is most crucial in 
terms of U.S. policies at the World Bank and the 
other multilateral development institutions. Lack of 
focus is also counterproductive to the challenges that 
link global issues, such as the environment, popula
tion, health, terrorism, drugs, and development itself. 

Further, foreign aid budgets risk being decimated 
by lethal cuts mandated by the need to reduce the 
budget deficit. There seems to be no way to deal 
with the current budget crunch without major cuts in 
funds for development (outside the Middle East and 
the former Soviet Union). These cuts seem inevitable 
because the United States refuses to choose between 
two unpleasant options. Either it must "tithe" existing 
large aid recipients such as the former Soviet Union 
and the Middle East, or it must put more money into 
the budget. 

Finally, development issues are not a high priority 
of the White House. When Senator Patrick ]. Leahy 
(D-VI), Chair of the Subcommittee on Foreign Oper
ations, marked up the international affairs budget 
last year, he pointed out that the President assured 

Congress that it could cut anything it wanted in the 
bill as long as it did not touch aid to the countries of 
the former Soviet Union. Aid to the Middle East also 
would not be cut, for political reasons related to the 
historic agreement recently signed at the White 
House. Everything else, however, was open to cuts. 
The budget crisis is very serious, and the admin
istration's signals have left aid to the developing 
world extremely vulnerable. 

IWT1 here does America go from here? For the L!'!J nongovernmental community-labor, busi
ness, academia, private voluntary organizations, and 
other nongovernmental organizations-it is time to 
insist on decision and action. There is no reason for 
the slow pace of change that the foreign aid commu
nity has witnessed since the beginning of 1993. The 
usual excuse that Congress will not deal with the is
sues is patently false. The four major subcommittee 
chairs and the Speaker of the House asked for legis
lation last year and wanted it much earlier. Aid legis
lation should be given priority now that NAFI'A has 
passed, and Congress and the administration should 
consult seriously with business, labor, and nonprofit 
groups that have expertise and experience in dealing 
with development issues. 

These groups should also support and encourage 
those in office who have the knowledge and the 
mandate to act on development and aid issues--for 
example,]. Brian Atwood; Douglas Bennet, Assistant 
Secretary of State for International Organization Af
fairs; Timothy Wirth, Counselor at the State Depart
ment; the export promotion apparatus; the White 
House; and the National Security Council. 

HARD CHOICES 

The budget crisis must be taken seriously. Budget 
cuts limit foreign aid choices to two directions. The 
United States must sequester whatever money is 
available for a broad range of international purposes 
and make some tough choices about how to spend 
it, dividing it to promote both economic and devel
opment interests. Or the United States must grapple 
with an even more difficult political issue, that is, the 
U.S. will have to throw on the table the entire $300 
billion it spends to promote U.S. interests overseas. It 
will have to ask w hether current levels of military 
expenditures are more important to real U.S. inter
ests than additional money for promoting its com
mercial activities overseas, for dealing with environ
mental problems, or for facilitating a relatively 
peaceful transition in the former Soviet Union. These 
are some of the difficult choices the United States 
must debate in the next few months. 



Cu-rt Tarnoff is a Specialist in 
Foreign Affairs, Congressional 
Research Seroice. 

Aid and Development: 
Reform and Realities 

by Curt Tarnoff 

M 
ost policymakers 
and other inter
ested observers 
agree that a real 

need exists for foreign aid re
form. With the end of the 
Cold War, foreign aid seemed 
to have lost the rationale that 
gave it political support. At 
the beginning of 1993, the 
U.S. Agency for International 
Development (USAID) was 
demoralized and, for all prac
tical purposes, leaderless. But 
]. Brian Atwood, with a repu
tation as a solid manager who 
has strong ties to the State De
partment, is now at the helm 
of USAID, and the Clinton ad
ministration has finally pre
sented a draft foreign aid 
reform bill. It is questionable, 
however, whether the chang
es the administration is hop
ing to make are sufficient to 
restore faith in the program. 

Representative Lee Hamilton 
(D-IN), Chair of the House 
Foreign Affairs Committee, re
cently noted that "everyone in 
Congress wants reform of for
eign aid. The problem is that 
everyone wants to reform it in 
a different way." That actually 
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describes how Congress reacts 
to most issues. This article first 
puts the issue of foreign aid 
reform in a broad perspective; 
it then raises some questions; 
and last it provides some in
sight on how this issue is per
ceived by Congress. 
Three facts are important to 

understanding the reform of 
the .U.S. aid program. 

• Since its inception, foreign 
aid has always been an im
portant tool of U.S. foreign 
policy. 

• The overall budget for for
eign assistance has declined 
in recent years, and this is 
eroding America's ability to 
meet all of its foreign policy 
objectives. 

• In recent years, the de
mand for aid, in number of 
claimants and possibl.e uses, 
has grown substantially. 

FOREIGN AID REFORM 
IN PERSPECTIVE 

Foreign aid has always been 
an important tool of U.S. for
eign policy. The U.S. foreign 
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FIGURE 1 
U.S. FOREIGN AID BY REGION, 1946-94 
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aid budget, from the time of the Marshall Plan to the 
present, has fairly accurately reflected changes in 
foreign policy priorities. The geographic distribution 
of foreign aid (see Figure 1) has also changed to suit 
the concerns of U.S. foreign policy. For example, 
only five years ago, the former Soviet Union and 
eastern Europe were not even on the chart for U.S. 
foreign assistance, let alone among the top 10 recipi
ents. In 1994, Russia alone is the third largest recipi
ent of U.S. aid, after Israel and Egypt. 

The content of aid also has often changed to fit for
eign policy priorities. The most dramatic shift during 
the past decade has been the decline of military as
sistance as a proportion of the total foreign aid bud
get (see Figure 2). Under President Ronald Reagan, 
military assistance rose from 22 percent of the bud
get in 1980 to 42 percent by 1984. It is now down to 
23 percent. This downward trend has squeezed out 
most other recipients, so that Israel and Egypt to
gether make up 98 percent of the U.S. military assis
tance budget. 

Of course, the decline in military assistance as a 
percentage of total foreign assistance reflects the end 
of the Cold War. But it also illustrates the second fact 
necessary to understanding foreign aid reform-that 
is, the overall budget for foreign assistance has de
clined in recent years, and budget reductions are 
eroding the U.S. ability to meet all of its foreign pol
icy objectives. 

Contrary to popular belief, foreign aid is not a huge 
percentage of total federal spending. In fact, in the 
past five years, foreign aid has hovered at about 1 
percent of federal spending. (Figure 3 shows the 
budget outlays for 1993.) Foreign aid grew rapidly 
during the 1980s and peaked in 1985 at about $19 

billion. However, on average, the aid budget from 
the 1980s to the present has been about $13.4 billion 
annually. In 1989, for example, it was $13.9 billion; 
in 1994, it is slightly less, $13.7 billion. In just five 
years, the decline in real terms has been 16 percent. 
Figure 4, p. 18, shows that foreign assistance outlays 
as a percentage of U.S. gross domestic product have 
remained at similar levels in recent years, but far less 
than historical amounts. 

While this decline occurred, the third fact necessary 
to understanding foreign aid developed. The de
mand for aid, in number of claimants and possible 
uses, has grown substantially. Cold War needs have 
given way to a proliferation of high priority con
cerns---environment, narcotics, terrorism, peace
keeping, refugees, and trade interests, to name just a 
few. At the same time, the number of countries that 
require assistance has proliferated with the fall of 
communism and the breakup of the Soviet Union. 
More than 25 new aid recipients have emerged in 
the past five years. The gap between need and avail
able resources has caused many to question whether 
any meaningful foreign policy objectives can be sup
ported with available funds. 

In late 1993, Secretary of State Warren Christopher 
and others argued that the fiscal year 1995 budget 
mark issued by the Office of Management and Bud
get, reportedly about the same as the FY 1994 mark, 
was $3 billion short of what was actually required to 
meet foreign policy goals. In the end, the State De
partment received perhaps one-third of this amount. 
Even congressional appropriators seem to realize 
that further cuts in aid will mean considerable dam
age to U.S. foreign policy interests. It is within this 
restricted funding context that the debate on foreign 
aid reform is taking place. 

FIGURE2 
U.S. FOREIGN AID BY PROGRAM, 1946-94 
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FIGURE 3 
U.S. BUDGET OUTLAYS, FY 1993 
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TWO LEVELS OF DEBATE 

Two levels of debate on foreign aid reform are 
under way. First, there is a debate about policy; sec
ond, there is a debate about effective implementa
tion of aid programs. At the policy level, the 
question comes down to, What are America's foreign 
policy priorities? Can they be enunciated clearly 
enough so that the American people will support the 
amount of foreign aid required to accomplish them? 

The Russian aid program is an example of what 
happens when foreign aid is linked directly to spe
cific foreign policy objectives that are widely under
stood and supported. In early 1994, Senator Patrick]. 
Leahy (D-VD, Chair of the Senate Subcommittee on 
Foreign Operations, was talking about the $2.5 bil
lion assistance package passed for the former Soviet 
Union in September 1993. He said that in all his time 
in the Senate, he had never seen a foreign aid pack
age go through Congress so rapidly. He attributed 
this to the high level of bipartisan support for the 
measure. Many people on Capitol Hill believe that 
the Russia program has joined assistance to the Mid
dle East (Israel and Egypt) as the reason that foreign 
aid appropriations are now passing by good mar
gins. Together, these two programs account for $6 
billion of the 1994 funds, or 44 percent of the total. 
President Clinton has indicated that assistance to the 
Middle East and the former Soviet bloc will remain 
untouchable in future aid programs. That does not 
leave much money in the foreign aid budget for 
other programs or objectives. 

As mentioned earlier, many other U.S. objectives 
have been met in the past with foreign assistance 

funding. The Foreign Assistance Act of 1961 has 
been rewritten so many times that by now it has at 
least 33 legislated objectives. Each major proposal 
for reforming aid over the years has presented its 
own short list of objectives. For example, the Clinton 
administration, in its current effort to restructure aid 
programs, has boiled down the old development as
sistance account into a new "sustainable develop
ment" account with four core objectives: broad-based 
economic growth; protection and improvement of the 
global environment; democratic participation; and sta
bilization of world population growth. 

In light of this rewrite, what isn't the Clinton admin
istration going to do? What activities is it going to 
give up? All the old aid projects, from health care to 
basic education to microenterprise, fit into the new 
core objectives of the Foreign Assistance Act rewrite. 
What is really changing? 

The administration has at least begun to make cut
backs in the number of countries that receive U.S. 
foreign assistance. Administrator Atwood recently 
announced plans to close 21 foreign USAID mis
sions, which will save an estimated $26 million in 
operating expenses. But many projects in those 
countries are likely to continue through regional of-
fices. Again, what is really changing? · 

The administration is simplifying the connection 
between aid activities and foreign policy objectives, 
a necessary step to obtaining public support. But it 
also is seeking a high degree of flexibility in imple
menting aid policy. One unnamed USAID staff mem
ber called the new reform bill the "international 
flexibility act of 1994." While the executive branch 
and Congress may reach a temporary agreement on 
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FIGURE4 
FOREIGN AID AS A % OF U.S. GROSS DOMESTIC PRODUCT, 
FY 1946-94 

3.25 
3.00 
2.75 
2.50 
2.25 

2.00 
1.75 
1.50 
1.25 

1.00 
0.75 
0.50 
0.25 

0 
1946 50 
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present aid objectives, in the long run members of 
Congress may find it difficult to restrain themselves 
from wanting their priorities specified in legislation. 

In addition, the administration may eventually stray 
from agreements made on where foreign aid funds 
will be spent. One current concern, for example, is 
the Development Fund for Africa, which Congress 
instituted several years ago because the administra
tion at that time was not putting enough money into 
Africa. The Clinton administration's foreign aid re
form bill rolls back the Development Fund for Africa 
into all the other development objectives and raises 
concern in Congress about whether Africa will be 
protected and receive sufficient funding. Thus, even 
though Congress and the executive branch may 
agree on these reforms in the short run, eventually 
specific objectives may be reworked into the foreign 
aid legislation. 

AID EFFECTIVENESS 

The second debate, and perhaps the more impor
tant one in the long run, concerns how to effectively 
implement assistance projects. In other words, the 
foreign aid community must decide how to make the 
money work to accomplish the objectives it finally 
agrees upon. Foreign aid is unpopular, and USAID is 
demoralized, in large part because a perception ex
ists that foreign assistance is not accomplishing any
thing and is therefore a waste of money. 

The reform legislation proposed by the administra
tion will aid program effectiveness in some key 
areas. First, if funds that Congress has earmarked for 
certain countries and programs are cut back, the ad-

ministration presumably will have more flexibility to 
decide where foreign assistance funds can best be 
spent. In the past, recipient countries grew to expect 
that their allocations were earmarked by Congress. 
Consequently, they did not feel compelled to make 
the economic, social, or political policy reforms that 
would help them to effectively carry out aid projects. 
Program earmarks also forced USAID to provide as
sistance in specific areas, such as the health sector, 
because that was where the funds were made avail
able. Earmarked sectors were not always the ones 
that most needed the assistance. Second, the pro
posed reform legislation seeks to reduce the number 
of notifications, reporting requirements, and other 
paperwork needed by Congress each year. This 
would allow USAID staff to concentrate on appropri
ate monitoring and evaluation of projects, thereby 
improving their effectiveness. 

In addition to legislation, there is much that could 
be done to improve the effectiveness of foreign as
sistance. Projects could be more closely monitored 
and evaluated, allowing for immediate improvement 
in those that were deemed ineffective. Success could 
be measured more accurately, and financial manage
ment could be improved. Finally, the United States 
must be more willing to shut down bad projects 
when they are identified. For some time, members of 
Congress have been pushing USAID to take action 
along these lines. The Clinton administration should 
be watched to see what measures it will take to im
prove implementation. If the measures work, the 
American peop le may discover that their foreign aid 
dollars can bring concrete returns. 
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Leveraging Private Sector Resources 
in the Development Process 

by F. William Hawley 

M 
any aspects of 
the development 
process, includ
ing the welfare of 

workers, are enhanced by pri
vate sector efforts. Freer trade 
and investment and increased 
capital flows that create eco
nomic growth are not a zero 
sum game. Conditions are im
proved on both sides of bor
ders. As President John F. 
Kennedy used to say, the ris
ing tide lifts all boats. Public 
and private sector organiza
tions working in international 
development should strive to 
solve some of the problems 
for all of the people involved, 
rather than trying to divide 
a legislatively appropriated
and shrinking-sum of mon
ey. Included in that effort 
should be initiatives that free 
up more private capital to 
play an important role in the 
development process. 

These brief remarks deal 
with several broad themes on 
public and private sector 
funding that warrant consider
ation as U.S. aid and develop
ment policy is restructured. 
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A COMPREHENSIVE VIEW 
IS NECESSARY 

The current tendency is to 
think of foreign aid very nar
rowly, as a financial sum 
channeled through govern
ment appropriations, aid agen
cies, and multilateral banks. In 
reality, the United States par
ticipates in the development 
process in many ways, such as 
through technical assistance 

' trade, and investment. A more 
holistic approach is needed to 
measure how much the 
United States actually contrib
utes to the process. 
The process of economic 

liberalization that is taking 
place in many developing coun
tries, including the emerging 
markets of Southeast Asia has 

' benefited from a wide variety 
of capital flows, both official 
and unofficial, from the devel
oped nations. Technical assis
tance, training, and education, 
for example, are necessary 
contributions to the develop
ment process. It is important 
to take this type of broad view 
of the methods, sources, and 
nature of development capi-
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tal and the forms of economic assistance or foreign 
aid. 

LEVERAGING PRIVATE SECTOR RESOURCES 

It is clear that the foreign aid community is dealing 
with a severe shortage of funds. Congress is likely to 
appropriate only a relatively small amount to achieve 
the development goals that both public and private 
sector leaders are working to attain. Because of these 
limited resources and the lack of support among vot
ers, it would be beneficial to concentrate less on 
how to spend appropriated funds and more on how 
to leverage available pools of private capital to be
come an effective part of the development process. 
It is possible to go beyond officially appropriated re
sources and tap the private capital market to make 
up some of the shortfall in public funding. 

Risk perceptions have kept many pools of capital 
out of developing nations-that is, out of.the inter
national risk-taking world. According to the Institute 
for International Finance (IIF), a Washington re
search institute made up of international banks, U.S. 
mutual funds, pension funds, and insurance compa
nies control vast sums of capital that have never 
been made available in the international realm. Pub
lic and private sector organizations should devise 
ways to move some of this capital into the mix of 
funds that is needed to bring about economic growth 
in the developing world. 

Obviously, international development priorities are 
competing with U.S. domestic financial priorities, 
and the private sector is as concerned as anyone in 
government about the budget problems and the 
macroeconomic effects of federal fiscal policy. The 
private sector also understands that very careful 

choices must be made in the post-Cold War world. 
Discussions about foreign aid, therefore, should in
clude not only the appropriation of official funds, 
but also the difficult issue of how to leverage private 
sector funds in the ongoing development process. 

PRIVATE SECTOR FUNDS: SUPPLEMENT 
OR SUBSTITUTE? 

Which countries should the United States focus on 
as it prioritizes aid and development assistance? The 
IIF recently conducted a study of multinational fi
nancial institutions and their role in financing devel
opment in the Third World. Many of the major 
recipients of loans from these institutions are coun
tries that have developed access to private capital 
markets. In some cases, official funds may have 
been used when private sector financing was avail
able. Remedying the situation could free some multi
lateral resources to be used in countries that do not 
have access to private sector financing. 

Further, private sector organizations have main
tained that public agencies are sometimes substitut
ing official programs for what might be done by 
private sector financial institutions, banks, or other 
investment enterprises. Scarce public sector funds 
should not be devoted to programs and enterprises 
that the private sector can support and, in some 
cases, in a more effective way. This should be a con
sideration in restructuring U.S. foreign aid policy. 

Overlap exists in the roles of public financial insti
tutions, both bilateral and multilateral, and of private 
resources. The growing privatization of state enter
prises in the former Soviet Union and throughout 
many of the economies of the developing world has 
drawn considerable attention to this issue. When en-

"Discussions about foreign aid should include 
not only the appropriation of official funds, 

but also the difficult issue 
of how to leverage private sector funds 
in the ongoing development process. " 



terprises were controlled by the state, all aid had to 
flow through the official institutions to reach a pri
marily state-run economy. Privatization is increas
ingly opening up opportunities to direct aid funds to 
the local and private sector levels, which can often 
use the funds more effectively than the central gov
ernment. The private sector in these countries is ac
tively looking for funds. 

MOVING PRIVATE CAPITAL 

If private funds can supplement the restricted 
amount of public funds, then public sector agencies 
need to better understand the determinants that 
move private capital. Lenders and investors have had 
a wave of bad experience in the developing world 
over the past decade. Given this recent hist01y, what 
are the incentives and disincentives in today's private 
financial markets that will leverage private capital? 

Project Finance-Oriented Strategy 

Private financial institutions are increasingly de
manding a shift from the previous program lending 
emphasis to a project finance-oriented strategy. This 
type of investment involves leveraging large volumes 
of private capital under risky conditions. The IIF has 
hosted meetings of the international export credit 
agencies of the United States, major U.S. trading patt
ners, and private banks that have focused on how 
programs can be shifted to appropriately address 
project finance. 

From Lending to Equity Capital 

Another shift has been away from the 1970s-type of 
Euromarket syndicated lending to the developing 
countries. With their appetite for loans to developing 
countries highly constrained in the 1990s, banks 
have been concentrating instead on flows of equity 
capital. The determinants of moving equity capital 
into these countries are very different from those that 
promote lending. 

A more coordinated and comprehensive education 
process between public sector agencies and private 
sector institutions · would further U.S. development 
efforts. Public sector agencies ·should remain up to 
date on what is happening in the marketplace, what 
is and is not p ossible to expect, and under what con
ditions capital can be leveraged into developing 
countries. The IIF is an effective forum for keeping 
public sector organizations updated on private sector 
perceptions. The institute involves not only major 
American banks, but also those of U.S. trading part
ners such as Japan and Germany. 
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''If private funds can 
I 

supplement the restricted 
amount of public funds, 

th~n public sector 
agencies need 

to better understand 
the determinants that 
move private capital. '' 

LINKING AID AND INVESTMENT 

The North American Free Trade Agreement 
(NAFTA) negotiations were pa1ticularly instructive 
concerning the linkage between aid policy and trade 
and investment. For the first time, environmental 
clauses, labor standards, and other aid-related issues 
were brought into an international trade agreement. 
NAFTA is also the first international trade agreement 
that addresses a number of investment questions, 
such as the right of establishment and protection 
against expropriation and nationalization. 

NAFTA was a breakthrough in this sense because 
trade negotiations traditionally have dodged some 
key investment-oriented provisions. The General 
Agreement on Tariffs and Trade was not as signifi
cant in this area, but investment provisions are 
dearly part of the future work program for the World 
Trade Organization, to be established in 1995, which 
grew out of the Uruguay Round. 

The Clinton administration's draft Foreign Assis
tance Act rewrite is appealing in the abstract. But 
without throwing too much cold water on the likeli
hood of adoption, those on Capitol Hill are consider
ably less sanguine than the aid community. The draft 
has even been described as "dead on arrival." Wash
ington reality often focuses more on jurisdictional 
questions than on the substance of a program. In 
short, turf wars and pet projects of congressional 
committees. may thwart this aid reform effort. 
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Markets and Development: 
The Difficult Social Issues to Be Faced 

by Ronald Blackwell 

I 
mportant parallels can 
be drawn from the early 
history of the Amalga
mated Clothing and Tex

tile Workers' Union (ACfWU) 
and the difficult labor issues 
posed by current economic 
development policies. 
The ACTWU wls born in Chi

cago in 1910 wh:en tens of thou
sands of women apparel work
ers walked off their jobs and 
went on strike to protest miser
able working conditions and 
demand recognition of their 
union. Their struggle was very 
djfflcult, but it was eventually 
successful. Soon after, cloth
ing workers formed unions in 
other major markets, includ
ing New York 
But as these workers became 

able to negotiate improved 
wages and working conditions 
through their unions, many of 
their employers reacted by 
moving in search of cheaper, 
more compliant labor. New 
York employers ran away to 

This article is adapted from remarks made at 
an NPA-USAID region.al symposium on "U.S. 
Foreign Aid and Development Assistance: 
Goals and Strategies for the Post-Cold War 
World," January 27, 1994. 
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what were then referred to as 
"foreign zones" in Passaic, 
Trenton, and Newark-all in 
New Jersey! 
The union responded in 

three principal ways. First, the 
ACTWU went to the foreign 
zones and helped the workers 
organize their own unions. 
Second, the uni~n worked 
with the companies, or fought 
them when necessary, to get 
them to compete in ways that 
did not exploit workers and 
that were compatible with 
workers' ability to exercise 
their rights to organize and to 
bargain collectively. Third, the 
union fought to "change the 
rules," the laws that allowed 
companies to avoid regula
tions by moving across state 
lines. This struggle to change 
the rules culminated in the 
1930s in the Fair Labor Stan
dards Act, which established 
minimum conditions of work 
and made it illegal for compa
nies to cross state borders to 
exploit children. 
The struggle did not stop in 

New Jersey, obviously. It has 
been a constant movement of 
the industry and the union. 

j 
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"Two challenges are inherent in labor)s interest 
in development: to find an effective mechanism 

for enforcing worker rights 
and to harmonize labor standards 

upward so that workers everywhere benefit. )) 

That is why the apparel and textile industry moved 
first to the southern United States and eventually 
overseas. 

ACTWU's tasks today in dealing with increasingly 
international companies are still essentially the same 
as they were when companies first moved to the for
eign zones in New Jersey: 

• to organize workers wherever they are; 
• to work with companies, and fight them when 
necessary, to help them compete without exploit
ing workers; and 
• to change the rules-the laws and public poli
cies regulating international competition among 
firms. 

CHANGING THE RULES 

Changing the rules is the context in which 
AC1WU's experience becomes relevant to the U.S. 
Agency for International Development (USAID) and 
to the larger questions of U.S. trade and investment 
policy. The mobility of capital between countries in 
an international economy is analogous to the earlier 
interstate mobility of capital in a domestic economy. 
Unless the market is properly regulated, companies 
are tempted to exploit workers, and individual work
ers find it impossible to exercise their most 'funda
mental human rights and to establish unions to 
defend their interests and allow them to build a bet
ter future. 

The Clinton administration's draft Foreign Assis
tance Act rewrite incorporates mandates for building 
democracy and fostering broad-based economic 
growth. Unless the United States can find some way 
to directly address human rights and worker rights, it 
cannot effectively serve these mandates. 

Worker rights and labor standards are two distinct 
but related issues. Worker rights include the right of 
workers to speak openly, to associate freely, to orga-

nize unions, and to act collectively in defense of 
their interests. These fundamental civil rights exist 
regardless of the level of development of a country 
and cannot be abridged simply because a country is 
poor. 

Labor standards include the levels of the minimum 
wage and maximum hour laws, health and safety, 
and child labor provisions. Whether the minimum 
wage is high or low and whether people work 
longer or shorter hours depend on the level of devel
opment of a country. Therefore, labor standards can
not and should not be the same in all countries. 
However, some mechanism should be established to 
ensure that labor standards rise as productivity and 
development permit. 

INTERNATIONAL LABOR STANDARDS 

Thus, two challenges are inherent in labor's interest 
in development: to find an effective mechanism for 
enforcing worker rights and to harmonize labor stan
dards upward so that workers everywhere benefit. 
For this to happen, U.S. international trade and in
vestment laws must include labor provisions because 
there is no supranational entity or state to pass an in
ternational fair labor standards act. Companies' abil
ity to cross international borders in search of labor 
should.be conditioned on the production of goods in 
a manner that respects fundamental worker rights 
and that encourages the upward harmonization of 
labor standards. U.S. trade laws incorporate a num
ber of social clauses, the inclusion of which has been 
a long-standing objective of the labor movement. 
Similar concepts on an international scale are an ab
solute condition for broad-based, just, and sustain-

. able development. 
But the United States should not simply set labor 

standards and then dictate them to the rest of the 
world. The standards of the International Labor Or-
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"Human rights are surely 
as important as 

intellectual property rights, 
and their enforcement 
is no more difficult." 

ganization (ILO) of the United Nations are the most 
developed in the world, and they were negotiated 
on a multilateral, tripartite basis. They do not have to 
be ratified by the U.S. Congress to be used as guide
lines for any agreement that the United States signs 
on trade, investment, or aid. If ILO standards are not 
used, however, labor standards should be estab
lished on a negotiated basis with the countries in
volved in an international agreement, and the 
standards should be enforceable, with at least the 
same practical provisions found in Chapter 17 of the 
North American Free Trade Agreement concerning 
intellectual property rights. Human rights are surely 
as important as intellectual property rights, and their 
enforcement is no more difficult. 

DETERIORATION OF LIVING STANDARDS 

The effect on workers of global economic integra
tion and development, as it is now occurring, is 
problematic both in the developing world and in the 
United States. Real wages in the United States have 
been falling since 1973, and they are currently at lev
els unseen in this country since the early 1960s. 
Young American workers- those who are age 29 or 
younger-are the first generation in our history 
whose life-expected earnings are lower than those of 
their parents. Obviously, this burden is distributed 
differently across races, ethnic groups, and geo
graphic areas. In some ways, the United States is cre
ating for itself the same types of social problems that 
are surfacing in the nations of the former Soviet bloc 
or that have recently come to light in southern 
Mexico. 

Unions want their companies to be competitive. 
But there are different ways to compete. Companies 
can compete by sweating people or by producing 

quality products efficiently. For example, the Xerox 
Corporation, one of our largest employers, did not 
recapture market share from its Japanese competi
tors by finding cheap workers to make copying ma
chines. Xerox revolutionized the way it produced 
items, and it now makes the best copiers in the 
world. 

Another of our employers, Levi Strauss and Com
pany, recognized that establishing sourcing guide
lines was good business. It will not source in 
countries that do not meet certain democratic stan
dards, and it will not engage business partners that 
do not respect basic labor standards. Levi Strauss did 
this voluntarily and sincerely beca_use it did not want 
its name associated with exploitative practices over
seas. Companies that demand basic labor standards 
from their affiliates and international business part
ners follow a high road of competition. The issues 
are not whether U.S. companies should compete, 
but how they should compete and what the results 
are in terms of living standards. 

~ he United States cannot be the kind of counL!J try it wants to be, and the world cannot be 
the kind of world we all would like it to be, unless 
the now serious and acute deterioration of living 
standards is reversed . This is part of USAID's mis
sion, but it is also part of USAID's politics because 
American workers will not long tolerate a program 
that helps workers in other countries to their own 
detriment. This type of program brought ACTWU 
into acute contradiction with USAID, when it was 
discovered that during the last administration, the 
agency had used U.S. taxpayer money to fund a se
ries of business promotion programs that channeled 
U.S. jobs offshore, exploiting oppressed and im
poverished workers-in this case in Honduras and 
El Salvador. 

After these policies were exposed on CBS's "60 
Minutes," the laws governing USAID appropriations 
were quickly changed to prevent this type of fund
ing. Recent guidelines adopted by USAID ensure that 
the agency will not use any monies that have the ef
fect of channeling jobs offshore or of encouraging 
the exploitation of workers. Such protections are 
also included in the Foreign Assistance Act rewrite 
now before Congress. 

ACTWU's support for the Clinton administration's 
proposed foreign aid legislation will dep end very 
much on the spirit in which USAID and other U.S. 
agencies implement proposed reforms. Without sup
porting fundamental worker protections, USAID can
not serve its mission in the world, and it certainly 
cannot justify asking for more U.S. taxpayer dollars, 
particularly when those dollars are coming out of the 
pockets of American workers. 



A IABOR VIEW ON FOREIGN ASSISTANCE 

A labor viewpoint on foreign aid and development 
assistance can be summarized in the following way. 
First, those who represent U.S. and Canadian work
ers recognize that as long as impoverished and op
pressed people exist in the world, domestic jobs and 
working conditions are at risk. Labor's strategic task 
is not to stop the integration of the world econ
omy- trade with other countries or the free flow of 
foreign investment-but rather to ensure that work
ers benefit from the growth and prosperity that result 
from these and other effects of economic integration. 
Unless workers in less developed countries prosper, 
in the long run U.S. workers cannot either. 

Second, USAID must expand and redefine its mis
sion, and the United States must make a commitment 
to international foreign assistance that goes beyond 
its current, inadequate levels. The United States has a 
bigger role to play in the world than its present com
mitment to foreign assistance implies. 

Third, aid programs must be focused in a way that 
advances the cause of democracy and produces 
broad-based economic growth, allowing the masses 
of people in the developing world to participate in 
the development process. 

Fourth, one of the biggest luxuries that the ~nd of 
the Cold War affords the United States is the ability 
to break free of ideologies of all kinds, such as com
munism and neoliberalism. Absolute policy prescrip
tions--such as that freer markets are always better 
markets or that economic reform must come before 
political reform-are counterproductive. Develop
ment demands more realistic and flexible policy re
sponses. Each case should be examined with the 
most practical intent, and solutions should be found 
that are appropriate for different development mis
sions in different parts of the world. 

Finally, public and private sector leaders must be 
more mindful of the social implications of develop
ment. The events in Chiapas, Mexico, since the be
ginning of the year provide a sobering lesson on the 
limits of a laissez-faire approach to the difficult prob
lems of economic development. 

The development model advanced by the current 
government in Mexico, like models in many other 
countries, is basically a rigid neoliberal model, for 
which Mexico was congratulated and celebrated in 
New York City and Washington, D.C. But this model 
of development leaves most people out, and not just 
in southern Mexico. However, the people left behind 
will not be forgotten. The development goals of cor
porate, labor, and public policy leaders cannot be 
served unless the process benefits everyone in devel
oping nations. 
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IBE SOCIAL SIDE OF MARKETS 

Markets are fundamental institutions of a free and 
prosperous world. Global hopes for prosperity and 
for freedom depend on markets. But markets do not 
float in the air; they are institutions embedded in 
other institutions. They do not ~egulate themselves to 
produce the best possible outcomes,' but have to be 
properly supported by appropriate institutions. The 
premise that less regulation is always better needs to 
be questioned. There is bad regulation and there is 
good regulation. Sometimes good regulation means 
more regulation, sometimes it means less. Appropri
ate institutional support for markets must be built so 
that they work not just for business-and unions 
have a big interest in markets working for busi
ness-but for broad sectors of society. Only then will 
markets work to produce the foundation for a free, 
just, and peaceful society. If markets continue to 
work the way they currently do, they will continue 
to produce the social conditions for a reaction 
against free society- in the developing and the de
veloped worlds. 

"Labor's strategic task 
is not to stop 

the integration of 
the world economy .. 

but rather to ensure 
that workers benefit 

from the growth and 
prosperity that result 
from these and other 

effects of economic 
integration.'' 
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Russian Realities and the Implications 
for U.S. Economic Assistance 

by Clifford G. Gaddy 

T 
his article first ex
amines the situa
tion in Russia today 
and then suggests 

ways in which U.S. aid and 
development assistance can 
play a positive role in Russia's 
transition process. 

MYTHS AND REAUTY 

Much of the talk about the 
current economic, political, 
and social transformation in 
Russia has had remarkably lit
tle factual basis. In some 
cases, the understandable sense 
of urgency about all that has 
happened in Russia, espe
cially since .1991, has led to 
these inaccuracies. However, 
the lack of attention to reality 
has also stemmed from a cer
tain arrogance that we know 
all we need to know about the 
Russian situation. 

That attitude is changing. 
Many individuals who have 
worked with the International 
Monetary Fund (IMF) and 
other multilateral financial in
stitutions have learned quickly 
that they must understand 
Russia better before barging in 
with recommendations. For ex-
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ample, an employee of the In
ternational Finance Corpora
tion, part of the World Bank, 
had extensive experience in 
Latin America, but none in the 
former Soviet Union. Prior to a 
two-week mission to Russia, 
he believed that there was 
nothing about the Russian 
economy that had not been 
dealt with somewhere else in 
the world. He returned shell
shocked: "I've never seen any
thing like that place in my 
life," he said. 

Unfortunately, however, such 
humility is still in short supply, 
and myths continue to flourish, 
especially since the December 
1993 elections and the subse
quent changes in the Russian 
government. All kinds of state
ments seem to have entered 
the category of uncontestable 
truths and are repeated with
out being challenged. 
For example, one leading 

U.S. newspaper recently re
ported that "Millions of Rus
sians voted in protest against 
Yeltsin's economic reforms, 
which led to 900% inflation 
last year and skyrocketing un
employment." In January 1993, 



the Russian unemployment rate was 0.7 percent. At the 
end of 1993, 700,000 Russians were unemployed out of 
a labor force of 70 million. The unemployment rate at 
the end of 1993, therefore, was 1 percent--0.3 percent 
higher than in January and certainly not "skyrocketing." 
In fact, for several months in mid 1993, Russian unem
ployment actually declined. Other misconceptions 
about Russian unemployment will be discussed later, 
but this is one example of the perpettiation of myth 
over reality regarding Russia. 

REFERENDUMS ON REFORM 

The best way to begin a discussion of Russia today 
is to review the results of recent elections. The 
Brookings Institution is conducting a study of the ef
fects of the Russian reform process on an impo1tant 
sector of Russian society, the defense-industrial com
plex. The study has involved extensive field re
search-visits to Russian defense plants and to the 
cities and regions where they are located. It has also 
involved measuring the extent to which statistics 
about economic, demographic, and social trends in 
various Russian regions reveal the local importance 
of the defense industry. 

As part of that statistical work, the study examined 
the voting record of different regions in the June 
1991 presidential elections, the April 1993 referen
dum, and the December 1993 parliamenta1y elec
tions. These can perhaps be viewed as a series of 
referendums on reform. When the referendums are 
compared, three remarkable and surprising facts 
emerge-one clear constant across the elections and 
two significant changes. 

The constant in all three elections is that the num
ber of Russians voting against reform remained the 
same. In the June 1991 presidential election, votes 
for the four anti-reform candidates totaled almost 28 
million. Similarly, in the April 1993 referendum, the 
total number of people who answered "no" to the 
question "Do you have confidence in Boris Yeltsin 
as President of Russia?" was close to 27 million. Fi
nally, in the December 1993 parliamentary elections, 
the total number of votes for Vladimir Zhirinovsky's 
right-wing party, the Communist Party, the Agrarian 
Party, and the other, smaller anti-reform parties 
again totaled almost 28 million. 

In other words, the size of the anti-reform vote has 
remained stable . Whether the same 28 million Rus
sians have consistently voted against reform cannot 
be determined with direct evidence, of course, as 
long as Russians vote by secret ballot. But the cross
sectional regional data analysis referred to earlier in
dicates that, at least between April and December, 
the trend of the kinds of people voting against re
form has remained stable. 
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The typical Russian anti-reform voter has three 
basic characteristics. He or she is more likely to live 
in a rural area, to be part of the older generation, 
and to come from a region of Russia that is relatively 
less industrialized, indeed, that is relatively less de
pendent on the defense industry. This point is sur
prising, but the statistics confirm that the greater the 
number of defense employees in an oblast (state or 
region), the higher the vote for reform. 

Regional statistics, however, do not give a complete 
picture of the typical Russian anti-reform voter. One 
key fact about the results of the three elections is that 
the stable segment of the Russian p opulation that 
voted against reform in April and December 1993 
was already in place in June 1991. These Russians 
were voting against the "pain" caused by former 
Prime Minister Yegor Gaidar's policies before Gaidar 
was even in the government; they voted against re
form before there was reform. They were not react
ing negatively to the consequences of reform 
because they never wanted reform in the first place. 
They have not considered themselves part of the re
form process for the past three years, and they want 
no part of it now. This point cannot be over
emphasized. These voters are not judging reform by 
its progress or lack thereof or by the way it has af
fected them or anyone else. They reject reform en
tirely. 

SIIlFT IN ANTI-REFORM VOTES 

The first of the two significant changes in the elec
tions was the tremendous increase in the vote for 
Zhirinovsky. Russian voters had the· option of casting 
their ballots for Zhirinovsky in the June 1991 presi
dential election, and he received 6 million votes. In 
the December 1993 election, he received well over 
13 million votes. 

Zhirinovsky did not take those extra 7 million votes 
from the Russians who voted earlier for reform or 
even from those who did not vote. He took them 
from his rivals within the stable anti-reform bloc of 
voters. In fact, it is interesting to note that in 1991, 
the communist candidate received 13 million votes. 
Election results in December 1993 were thus a mirror 
image of the June 1991 results, with-Zhirinovsky get
ting 13 million votes, and the communists 6 million. 

In retrospect, the shift to Zhirinovsky within the 
anti-reform bloc was not surprising, considering that 
the overall anti-reform vote remained constant. In 
fact, it was the June 1991 vote for Zhirinovsky that 
was surprising. In 1991, Russians had no idea who 
Zhirinovsky was until he participated in a nationally 
televised debate two days . before the election. By 
December 1993, Zhirinovsky had had two and one
half more years of exposure. In 1991, his communist 
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"Tbe second change 
that can be obseroed 

in the last three 
Russian elections 

is that voter turnout 
declined sharply.'' 

rival, Russia's prime minister, was extremely well
known. In December 1993, the communist candi
dates were relatively obscure. Given the combina
tion of high name recognition and lack of strong 
opposition, Zhirinovsky attracted more of the anti
reform vote. 

DECLINE IN VOTER TURNOUT 

The Russian reform process has frequently been 
portrayed as dividing people into winners and los
ers. Another way of viewing the dynamic of Russian 
reform is as a division into players and nonplayers. If 
the anti-reform voters are "losers," it is because they 
have lost by default-they did not play the game. 

The second change that can be observed in the last 
three Russian elections is that voter turnout declined 
sharply. This development is perhaps even more im
portant than the Zhirinovsky shift. In June 1991, 75 
percent of all Russian registered voters went to the 
polls. In April 1993, the turnout declined to 64 per
cent. Eight months later, less than 54 percent of all 
Russian registered voters went to the polls. 

The decline in electoral participation is a trend that 
began before 1991. Although not voting was always 
an option for Russians, in reality the cost of not vot
ing was quite high- high enough to produce 99.99 
percent voter turnouts. After Russians were given the 
option of not voting without being awarded a one
way ticket to Siberia, voter turnout rates dropped. 
Eighty-nine percent of Russians voted in the 1989 
elections for the USSR Supreme Soviet; 77 percent 
voted in the 1990 elections for the Russian Supreme 
Soviet; and in the last three elections, voter turnout, 

as mentioned, dropped from 75 percent to less than 
54 percent, a substantial decline of 10 million voters. 

There are two basic reasons for the decline in voter 
turnout. First, Russians are no longer forced to vote 
(although that practice continues in some local dis
tricts). Second, Russians exhibit a general disaffec
tion with the entire political process. 

The end of "mandatory" voting has clearly reduced 
pro-reform votes. When forced to vote, all pro
democracy/pro-reform Russians vote for reform. 
When not forced to vote, many pro-reformers
more than the anti-reformers---stay at home. This is 
evident from discussions, especially with young pea~ 
ple who view voting as a burden. It is one more fac
tor that they associate with the hated Soviet regime. 

Russians' general disaffection with the political proc
ess also tends to result in a lower pro-reform vote. 
Many voters are disaffected with politics, not with re
form. But this disaffection, which keeps them away 
from the polls, serves as a detriment to reform. 

The result" is what must be termed a "dilemma of 
democracy." The evidence is persuasive that if an 
all-inclusive poll of voting-age Russians were con
ducted, reforin would win. But a vote held on those 
terms would be a forced vote. So as long as Russians 
observe the freedom not to vote, they face the possi
bility of seeing reform, and perhaps even democ
racy, democratically voted out of existence. 

This raises several questions. Assuming that Russia 
continues to respect democratic elections, can the 
pro-reform voters be brought back to the polls? 
Some observers think they can because of what 
might be termed a "worse-is-better" argument. They 
argue that if there were a serious threat to the eco
nomic and political freedoms of Russians who cur
rently support reform through their everyday behav
ior (especially by engaging in new private business 
activity), these individuals would rush back to the 
polls to defend their freedoms. 

That is possible, but it is easy to envision an alter
native scenario in which an imposition of constraints 
upon fairly libe1tarian-minded people, young people 
in particular, simply produced rage. Such rage could 
as likely be directed into nonconstructive channels
perhaps even into fascism-as into democratic chan
nels. 

Another question raised by declining Russian voter 
turnout is whether the anti-reform vote can be ex
panded beyond the 28 million who voted in Decem
ber 1993. Might other Russians-those who have 
never voted before or, worse, those who at some 
point may have voted for reform-join the original 
anti-reform core at the polls and expand it in a quali
tatively new way? 

The idea of players and nonplayers is again useful. 
In the future, some of the Russians who are now in
different or even some who earlier supported reform 



will become nonplayers and join the anti-reform 
bloc. The issue that will catalyze this is job rights, the 
right to secure employment. 

RUSSIAN JOBS 

As noted above, Russian unemployment is not sky
rocketing. Millions of Russians clock in at Russian 
plants every day without actually working, but that 
type of hidden unemployment is not new. Millions 
of Russians have also left the labor force in the past 
few years, but they are not necessarily unemployed. 
In the former Soviet Union, having a job was, with 
only some exceptions, a legal obligation for all citi
zens. As a result, labor force participation rates for 
men and women were the highest in the world. It is 
not surprising that participation rates have dropped 
closer to normal levels now that Russians can choose 
to remain outside the labor force. 

In early 1993, unemployment was almost nonexis
tent in Russia. Hence, millions of Russians could 
hardly have been protesting against it by voting for 
anti-reform candidates. But this is almost certain to 
change. 

REDISTRIBUTION OF PROPERTY RIGHTS 

One term that succinctly and realistically describes 
what is currently happening in Russia is "redistribu
tion of property rights." Russian economic reform in 
general, and enterprise privatization in pa1ticular, is 
a redistribution of property rights. 

Russian reform is not the distribution of ownership 
of former state property previously "owned by ev
eryone and thus owned by no one." In fact, much of 
that state property was owned by someone. Al
though the Soviet system did not involve legal prop
erty ownership, Russians did have economic prop-
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erty rights. Any property was owned that had value 
which a residual claimant gained or lost depending 
on how it was used. 
It makes a difference whether Russia is redistribut

ing rather than distributing property ownership (that 
is, redefining ownership rather than merely passing 
out a share in something previously unowned). In
deed, this process gives new meaning to the notion 
of winners and losers. When two people compete 
for something that neither of them owned before, 
one will win and one will lose. But the wiQ/lose con
cept changes when it is a matter of redistribution, or 
taking what previously belonged to one and giving it 
to the oth,er. 

Under the olq Soviet system, Russian workers actu
ally held property rights to the part of the Russian 
enterprise in which they worked. They "owned" the 
right to a job and the social benefits that accompa
nied it. 

Enterprise privatization, then, does not simply give 
Russian workers and managers ownership of some
thing they did not own before. Nor does it merely 
give them formal ownership rights over something 
they once owned. Rather, privatization asks Russian 
workers to trade their job rights for a more explicit 
share of ownership of an enterprise in the form of 
equity. That is the deal- vouchers and a loosely de
fined promise of an explicit social safety net in return 
for what the old Soviet enterprise represented for 
them, job rights and an implicit social safety net. Mil
lions of Russian workers perceive this to be an invol
untary and unfair trade. · 

There is a danger.in this dissatisfaction. In the new 
division of Russians into winners and losers, the los
ers in the redistribution of Russian property rights 
are forced to make the trade. Losers could poten
tially change the stable anti-reform core and enlarge 
it by many millions of voters. 

((Some form of support needs to be instituted 
for state enterprises thatprovidejobs and a safety net 

for the masses of Russians who can. be cqnsidered 
' the losers in the redistribution scenario. JJ 

.. 
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BLOCKING IBE GROWTH OF THE 
ANTI-REFORM BLOC 

The growth of the anti-reform bloc is not inevit
able. Two steps can be taken to avert this possibility. 
First, Russian leadership can change the redistribu
tion of property rights from an involuntary to a vol
untary trade by the Russian people. Second, at least 
in the interim, some form of support needs to be in
stituted for state enterprises that provide jobs and a 
safety net for the masses of Russians who can be 
considered the losers in the redistribution scenario. 

Expanding Individual Choice 

With respect to changing the involuntary trade of 
job rights to a voluntary trade for as many Russians 
as possible, millions of Russians have, in effect, al
ready voluntarily traded away their job rights. They 
have left state enterprises and entered the new pri
vate economy, mainly as self-employed private con
tractors and occasionally as employees in private 
Russian or foreign firms. 

This is a positive sign because it provides the 
model for fmther reform- maintaining and expand
ing these possibilities. Successful reform will create 
new job opportunities. To say that successful refo1m 
will create jobs has the misleading connotation of 
public works. Rather, reform must provide opportu
nities for Russians to continue to move out of state 
enterprises as entrepreneurs who create their own 
jobs and who down the road create jobs for others. 

"Reform must provide 
opportunities for Russians 
to continue to move out 

of state enterprises 
as entrepreneurs who create 

their own jobs and . 
jobs for others. )) 

Conversely, one of the most detrimental measures 
that could be taken now in Russia would be to close 
off job opportunities in the private sector. There is a 
real danger that this may happen. Gaidar single
handedly opened up the economy in January 1992 
with a decree that allowed any Russian who so de
sired to legally engage in ptivate business. In 1993, 
when Viktor Chernomyrdin assumed office as prime 
minister, he threatened to restrict the new job oppor
tunities, speaking of the need to clamp down on 
the flourishing street trade in Russian cities. 
Chernomyrdin maintained that the era of simply 
"buying and selling," of "speculation," was over. 
Russia, he said, needed more productive activity. 

Increased movement of individuals currently in
volved in retail trade into new private manufacturing 
industries would indeed be a positive development. 
However, the way to achieve that desirable shift is 
not to strangle the small, one-person retail busi
nesses. In fact, such restriction on new individual 
economic freedoms might foment rage among young 
Russians. 

Interim Support for State Jobs 

Thus, expanding individual opportunities for those 
who want to voluntarily leave the state sector is the 
first step in preventing the growth of the anti-reform 
bloc. At the same time, Russian leaders must recog
nize that some Russians will choose not to leave and 
that they must maintain state enterprise jobs for the 
majority of these people. 

This does not mean, however, that the status quo 
should be maintained for state enterprises. While the 
necessity of keeping many state jobs must be em
phasized, reformers must also reduce the cost of 
doing so. The Russian budget cannot afford current 
levels of subsidies, and no realistic amount of for
eign aid will help measurably in that respect. There
fore, the support of state jobs for the sake of 
employment must be as small a drain on the budget 
as possible. 

The first step toward shrinking the cost of maintain
ing state jobs has been mentioned-to encourage 
the voluntary flow of Russian workers out of state 
enterprises. Every Russian who voluntarily enters the 
private economy reduces the number who must be 
supported by the state budget. 

The second step is to make state enterprises less 
unprofitable. It is remarkable that there is so little 
discussion of this option. The standard Western pol
icy recommendation for the inefficient Russian enter
prise sector is to shut it down. This advice, which 
often comes from observers who have never been in 
a Russian industrial city or a Russian manufacturing 
plant, is worse than inadequate for a number of rea
sons. How can these observers attempt to measure 
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the profitability or efficiency of plants given the dis
tortion of relative prices in Russia today? The advice 
to shut down state enterprises stems from a mistaken 
approach (which predates Mikhail Gorbachev's re
forms) concerning the nature of the Soviet economy. 
Most observers are obsessed with a naJTow concept 
of efficiency. Russian factories' main problem is not 
that they produce items with too much waste or at 
too great a cost, but that they produce the wrong 
items. The first, and gigantic, step that nearly all en
terprises need to take, therefore, is to seek new 
products to manufacture and/or new markets in 
which to sell their products. 

This point is related to the Western obsession with 
establishing a Russian social safety net. Russia al
ready has a social safety net. It is the one that is 
maintained by enterprises--day care centers, clinics, 
vacation resorts, subsidized or free food, and so on. 
Admittedly, this system is in much worse condition 
now than before because of the decrease in funds 
available to maintain it. But for the most part it still 
works. Why, then, should Western obse1vers suggest 
that Russia destroy that functioning safety net and 
then offer to help build a new one? 

POSITIVE AID AND DEVELOPMENT 

The following is a summary of policy recommenda
tions for the Russian government and for foreign 
governments, institutions, and organizations to assist 
in the transition process. 

First, the Russian government must reduce subsi
dies to enterp1ises. In general, recommendations to 
cut budgetary spending are motivated by the desire 
to reduce inflation. Another reason to cut subsidies is 
that adjustments by enterprises will be undertaken 
more readily. It is difficult for enterprises to adjust, 
and few do it willingly. The desire to make adjust
ments in products and markets is inversely related to 
the ease of obtaining subsidies by doing nothing. 

But being forced to adjust is not enough for those 
who cannot or do not know how to adjust. The sec
ond policy recommendation, therefore, is to provide 
technical assistance to help enterprises find new 
products and new markets. Because the Russian gov
ernment has no expertise in this area, the West can 
clearly help. 

The third policy recommendation is to create job 
opportunities. There are several ways to do this. One 
is direct support for small business development. An
other is support for targeted existing civilian enter
prises. Some civilian nondefense enterprises could 
expand employment if encouraged. In the old, 
hypermilitarized Soviet Union, nondefense enter
prises were at the bottom of the priority list. They 
could not hire new workers without approval from 
the local Communist Party bureaucrats, who first 
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"Tbe enterprise sector 
and the communities 
it supports are the keys 

to Russia 's reform 
and Russia's stability.)) 

made sure that no defense plant in town needed the 
workers. For Westerners concerned about the prob
lem of downsizing the Russian defense complex, at
tention should be given to nondefense enterprises. 
Foreign joint ventures are another vehicle for creat
ing new jobs, as they provide both capital and busi
ness expertise. 

Finally, there is the need to create an explicit social 
safety net. But it is important to realize that Russia is 
already hard at work in this area and that the m ajor
ity of the work is being done at the local government 
level. These local governments need technical assis
tance. The West has established programs to begin 
providing some assistance, but supply lags far be
hind demand. Municipal authorities in several of 
Russia's largest provincial cities have said they would 
welcome offers of technical assistance but have not 
yet had any. 

Thus, rather than providing money, the United 
States and other Western nations should provide 
technical assistance to develop municipal- and pro
vincial-level employment and social welfare institu
tions. The U.S. and other countries should not prom
ise to provide the cash for unemployment com
pensation for Russian workers, as some have pro
posed. The result would be a huge quagmire
millions of Russian workers complaining to Uncle 
Sam when their welfare checks are not delivered on 
time. 

These are relatively modest policy recommenda
tions, and all are related to the needs of grassroots 
enterprises and local governments. This is where the 
action is in reform, perhaps even more so now than 
before. This is where Western· help is most needed. 
The enterprise sector and the communities it sup
ports are the keys to Russia's reform and Russia's sta
bility. The United States should target its assistance 
efforts accordingly. 
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Food and Agricultural Markets: The Quiet Rev
olution, ed. Lyle P. Schertz and ,Lynn M. Daft. 
Food and agricultural markets have . changed dra
matically over the past several decades, resulting in 
a profound yet quiet revolution. Vertical integration 
and internationalization have made many U.S. food 
policies and programs inadequate. Perhaps most 
challenging is the explosion of knowledge about 
the genetic make-up of plants and animals and how 
this knowledge can be used for the betterment of 
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and agricultural markets. A joint publication of the 
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ment on Tariffs and Trade was a positive step, there 
are still many unfinished tasks in the area of interna
tional trade. The first goal is to focus attention on 
the key unresolved issues. The second goal is to 
present the "new international trade theory" (NI1T) 
in a way that allows informed readers to take part in 
the growing debate on the development of trade 
policy. Until now, most of the NITI literature has 
been too technical to be readily understood by 
laypeople . The authors conclude that from a better 
understanding of NITI can come a renewed sense 
of urgency concerning the drafting of rules for inter
national trade that in turn will decrease the likeli
hood of future trade distortions and trade warfare. A 
British-North American Committee Report (May 
1994) . 
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Workforce, ed. fames A. Auerbach and Joyce 
Welsh, with an introduction by U.S. Secretary of 
Labor Robert Reich. Older workers have been hit 
hardest by the downsizing and across-the-board 
cuts that many companies have undertaken in re
sponse to increasing international competition. 
Older workers frequently bring experience and ex
pertise to their jobs, yet misconceptions persist that 
they are unyielding to change and that retraining 
them is too costly. This report considers the im
plications for older workers and the nation of ·the 
far-reaching economic restructuring that is occurring 
throughout the United States. The report is based on 
a 1993 symposium sponsored jointly by NP A and 
the National Council on the Aging, Inc. (July 1994). 
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(Vol. 4, No. 4), June 1994. 
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Ahea d (Vol. XVI, No. 2), July 1994. 
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