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PREFACE

As the Congreos seeks to restrain the growth of federal
expenditures, foreign assistance hug become the subject of careful
scrutiny, for it is an important discretionary component of the
federal budget. At the ocezme time, Congressional decisions on the
amount and type of assistance have great significouce to the less
developed countries, since the United States remeins the largest
provider of such assistance.

This paper, prepared at the request of the Senate BDudget
Committee, focuses on the cvolution of the U.S. foreign acsistance
program and 1its costs, together with options for modifying 1t
in the future. The paper reviews the size, scope, and distribu-
tion of funds among recipients of both bilateral and multilateral
aid. Because certain developing countries have come to rely on
commercial markets as an important source of funds, the paper
examines their past borrowings and their opportunities for con-
tinued access to private markets in the near term. And since
trade is a major source of foreign exchenge for developirg coun-
tries, U.S. trade policies aimed at increasing LDC exports are
analyzed. In keeping with CBO's mandate to provide objective
and nonpartisan analysis, the paper offers no recommendations.

This paper was prepared by E. Hazel Denton and Emery Simon,
with the assistance of Donald P. Henry, of the National Security
and International Affairs Division of the Congressional Budget
Office, under the general supervision of David S.C. Chu and
Kobert F. Hale. The authors wish to acknowledge the valued
suggestions of Joan Schneider, and the very helpful contributions
of Jane D'Arista, Richard Daviscn, Dora Jean Newman, Nancy Swope,
and Jason Waxler. Professors James Austin (Harvard Business
School) and Richard Baldwin (University of Wisconsin) commented
on portions of an earlier draft. (The assistance of external
reviewers implies no responsibility for the firal product, which
rests solely with the Congressional Budget Office.) The manu-
script was edited by Francis Pierce; it was typad for publicaticn
by Jean Haggis.

Alice M. Rivlin

Director
September 1980
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SRIARY

The United States has political, commercial, and humanitarian
interests in assisting the economic development of the less-
developed countries (LDCs). Through foreign aid programs and
preferential trade pnlicies, it can iacrease the total resources
available to these countries and help them overcome import bar-
riers that often hinder their economic growth. For the developing
countries, U.S. aild 1s of critical importance--not only becausge
the United States gives the lergest amounts of aid in dollar
terms, but also because other countries are influenced by the size
of U.S. aid contributions ia deciding upon their own aid levels.
During the 1970s, total U.S. aid of all kinds, measured in real
terms, increased modestly.

The Congress has been examining aid programs closely in
recent months in its attempt to resirain the growth of the
federal budget. To provide background information that will be
helpful in decisionmaking, this paper reviews U.S. foreign assis-
tance programs, both bilateral and multilateral, and summarizes
the recent debate over their funding. Because the economic
viability of the LDCs depends not only on foreign governmental
assistance but also on loans they receive from private banks
and on their own export revenues, the paper discusses LDC bor-
rowings from commercial banks and examines ways in which U.S.
trade policles might be changed to increase the LDCs' export
earnings.

The LDCs vary enormously in their economic characteristics.
Hence, foreign assistance, commcrcial borrowings, export earnings,
and trade arrangements do not play the same roles for all of
them. A policy affecting one source of funds will benefit some
LDCs more than others:

o The low-income LDCs receive proportionately more funding
from national and international aid agencies and at
the most favorable rates; they borrow little from the
private sector; and they benefit little from preferential
trade policies of the developed countries.

© The middle-income LDCs receive funding from aid agencies
but on more stringent terms; they borrow more from the
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private sector; and they benefit more from prefarential
trade policies of the developed countries.

o The upper-income LDCs receive some funding from the aid
agencies; they are the heaviest borrowers in the private

sector; and they are significantly affected by trade
policies of the industrial countrieg. .

THE U.S. FOREIGN AID PROGRAM

U.S. aid moves through both bilateral and multilateral
channels. Bilateral aid is exieunded directly to the recipient
country. Multilateral aid is provided by international agencies
of which the United States 1s a member.

Bilateral aid, generally involving low-interest loans and/or
grants that LDCs use for approved projects, takes three forms.
Development assistance funds are aimed toward meeting the basic
needs of the poor through projects in agriculture, health, and
education. Allocations through the Economic Support I‘'und (ESF)
are less specific and are extended principally to countries in
which the United States has particular political or economic
interests. TFood aid (P.L. 480) largely involves the subsidization
of U.S. food exports to countries with poverty-level incomes. The
Congress provided $1.6 billion in budget authority for development
assistance in fiscal year 1979, $2.2 billion for ESF, and $0.8
billion for food aid.

The United States also contributes to the multilateral
development banks (MDBs). These include the World Bank group,
the Inter-American Development Bank, the Asian Development Bank,
and the African Development Fund. The MDBs extend loans to low-
income developing countries at what are called concessional rates
(averaging 1 percent per annum with a 10-year grace period) and
to middle-income LDCs at somewhat higher, but still favorable,
rates (averaging 8 percent). The Congress provided $1.6 billion
in budget authority for paid-in capital to the MDBs in fiscal
year 1979.

Bilateral Aid Supports Immediate U.S. Political Objectives

In 1973, concerned with the uneven diattibution of develop~
ment benefits, the Congress passed the New Directions legiglation.
This required that U.S. development assistance be targeted at
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‘the. poorer people of the world, and that it support countries
attempting to satisfy "basic human needs.” As a8 result, by
1979 the United States was directing 81 percent. of its devalon-
ment assistance funds to nations meeting the poverty criterion
established by the World Bank.

Not all U.S. aid is bound by the New Directions legislation,
however. Projects funded through the Economic Support Fund are
not tied to the poverty criterion, and thig flexibility has
encouraged expansion of the ESF. Also, the ESF appropriation
request is largely earmarked for specific countries, unlike
development asgistance, which is presented initially by functional
account. Because the United States has a political or econonmic
interest in the welfare of the selected recipients, ESF appropri-
ations are less likely to be cut in the Congressional review
process. Ag a result, ESF allocations tripled in real terms in
the 1970s and now account for half of all U.S. bilateral aid.
Funds for development assistance remained stable, vhile food
aid fell.

Partly because of the importance of the ESF and itg prede-
cessors 1in the aid budget, U.S. foreign asgsistance has long been
concentrated on a relatively small number of countries, usually of
great political interest to the United States. In the early
1970s, Vietnam received a high proportion of U.S. foreign assis-
tance, today, Egypt and Israel account for 40 percent of U.S.
bilateral aid.

Current Budgetary Treatment Misstates the Impact of Aid Programs

The annual development assistance budget gives a misleadingly
high estimate of the net flow of resources to the LDCs because it
does not allow for repayments on past loans. Consequently, the
net flow of resources to less-developad countries is overstated in
the budget request by the amount of interest and principal repay-
meuts on loans made in previous years. Tor exumple, in 1978
offsetting receipts for repayment of principal on ESF and develop-
ment assistance loans amounted to $302 million and for payment of
interest to $217 million. The estimated budget outlays for
development assistance and ESF were $2.8 billion. The net flow to
the LDCs was thus $2.3 billion.

A different misstatement occurs in the food aid budget

request, which does not include an estimate of farm support
expenditures avoided by tha existence of this program. CBO
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antimutes thaz the wet budget cozt of thu Foai o wld progten dn
anm gverage yoar may bYe only half of tha totel wosts ahowa in
the federal dudget.

Present Adwiunliutration Plans Call for Sienificani Inczesses Lu
wnirilpeoral Add

The Aduwlnistration plans o nghk for a highor lovel ol gouiriy
butiona to the nultilateral develorment banks in chio cerly 1980s.
Aetion by the Corprecs on thege aquadio vill imvolve decisilons
not only on thz overall level of U.3. ascictence, but aloo on
ghe proportion to be offered through wultilateral rather than
bilateral channelo. S

In contributing funds to the MLRa, the United States relin-
quishes direct control over their disburcement. kot suryrisingly,
the way the funds are distributed by the lDBs differe frea that of
U.S. bilateral assistance. A large proporticn of U.S. bilateral
aid goes to the Middle East and South Asia, whercas multilateral
assistance 1o more uniformly distributed cmong the LICs. MDB~
financed projects tend to be lexger, end are 1ikely to iavolve
industrial and infrastructural assictance of a kind not guaerally
supported by U.S. bilateral aid progranc.

On the other hend, the fact that the MPIs distrihute thelr
funds more evenly among regions leaves the United Stctes free to
focus its bilateral aid more directly in line with its foreign
policy and trade objectives. Moreover, through the MDBs the
United States can give assistance to the populations of countries
that, for politicsl reasons, it nay not vich to aid diractly.
Finally, the MDBs provide a vehicle for encouraging acdditional
assistance by other developed nationo.

In recent years, the United States has geught to reduce its
ghare of M°B contributions. In the case of ke World Bank group,
the U.S. share has declined from its original level of approxi-
mately one-third to abdut one-quarter.

LDC BORROWINGS IN THE PRIVATE MARKETS

The LDCs also tap the private capital markets for losas to
help support -their development and growth. Many of them borrowed
heavily from private creditors, especially U.S. benks, when they
experienced balance-of-payments difficultice after the 1973 oil
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price incresse. As a result, by 1978 private ecurces accountaod
for one-half of the ocutetanding debt of the non-oll-c: A
LICs, o8 gzoelnst one~third in 1972,

The bulk of private lending L0 heavily concentraged on
a omall nvaber of relatively high~inzome LDCs.  Thug, ot the end
of 1978, Brazil, lexico, and South Korea accaunted for one~half of
all public debt cwied to private lenders.

The bankipz coonunity has become concerned over the ability
of the LDCo to carry their current o« _.bt, and over the concomitant
rigks for the lending banks. Some obgervers have cuggested that
the rate of growth in lending to the LDCs fg walikely to be as
high in the next five years as it has been in the past five. In
response, the World Bank and the regional development boanks have
recently encouraged "cofinancing” as a way of joining with the
private banks in providing funds to the developing countries. So
far, the private banks have not expressed great enthusiasm for
cofinancing, although such arrangements are increaslng. The U.S.
Agency for International Development (AID) 18 currently reviewing
possible cofinancing arrangements for assistance to the LDCs,
including U.S. government-guaranteed loans by the private sector
for use in AID projects and a nonguaranteed program of cofinancing
between AID and the private sector.

U.S. TRADE PREFERENCES FOR LDCs

The United States has two programs that allow LDC goods to
enter at reduced duty: the Generalized System of Preferences, and
the Offshore Assembly Provisions of the U.S. Tariff Code.

The Generalized System of Preferences (GSP) provides duty-
free entry for a large varlety of manufactured goods and a more
limited number of agricultural goods from developing covutries.
Although the program has led to a sizable increase in LDC exports
(estimated at about $500 million in 1977), the major portion comes
from only five of the most advanced LDCs. A number of proposals
have been made to change GSP in a way that would help the export
position of the poorer LDCs. But trade concessions cannot do
much for the least-developed LDCs because these nations lack the
ability to produce a variety of competitively priced products.

The Offshore Assembly Provisions (0AP) of ¢he U.S. Tariff -

Code also allow LDC exportu to enter the United States at a
reduced duty. Goods that contain U.S.-made components can enter
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the United Stdtes subject to dwty on the -velue of the findghed
product, less the value of the U.f.-izude coaponeuts 1t cuntalns.
LDCs have been taking increased advantage of these previslcns in
recent years, although the provisions sre not limited to preducts
assenbled in LDCs. Agaln, it has been the wove advonced LLLs that
have used the provicions most guccessfully.

A third way of pronoting LBC exports would be to relax
quantitative reotrictions (quotas) on imports. The United States
maintaing quotas on a varlety of manufacturcd goods, but only
two restrictions--those on nonrubber footwear ond textilos--are
important to LDCs. Tor each of the countries cubject to these
quotas, at least some products are constrained by the restric-
tions--for certain countries, the number of products affected is
quite large--and benefits would accrue to the affected LDCs from a
liberalization of quotas. '

DECIDING ON THE FOREIGN ASSISTANCE BUDGET

In choosing the future level of foreign aid, the Congress
will be weighing assistance to the LDCs against other spending
priorities.  If it approves the Administration's plans for fiscal
years 1980 and 1981, it will expand the amount of real resources
involved in the programs.

Whatever overall funding level the Congress selects, it will
also need to decide on the mix of programs through which the
aid will be delivered. The Congress could choose one of three
possible strategies:

o Emphasizing U.S. political and economic interests, which
would imply increasing the share of aid disbursed through
the Economic Support Fund.

o Emphasizing equitable growth among the poorer countries,
which would mean allotting a higher share of funds to
bilateral development aseistance and food =id programs,
or to the multilateral development banks.

o Emphasizing assistance to those countries best able to
help themselves, which could be accomplished through
additional trade concessions (although U.S. workers might
be injured by the resulting import competition).
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CHAPTER I. INTRODUCTION

Over the past two decades, foreign nid and the role it should

play have been contentious iegsues. debate has focused on
questlons such as:

o What should fbreign ald attcempt to do?

¢ How large should the aid budget bé?

o What form should country-to~country (bilateral) aid take?

0 How much of its ald should the United States give directly
to the reciplent countries, and how nuch should it chaunel

through the multilateral development banks?

Because of the importance of the United States ag an inter-

national aid donor, the foreign aid decisions of the Congress play
an important part in determining th: resources available to the
less~developed countries (LDCs), and thus affect thelr rate of
econcmic growth. 1/ The U.S. interest irn growth of the LDCs stems
from several motives: a humanitarian concern for *he welfare of
less fortunate peoples and nations, a desire to encourage these
countries as growing U.S. trading partners; 2/ and the pursuit of
international political objectives.

By,

The World Bank defines less-developed countries as nonin-
dustrialized countries. They range from Bangladesh (annual
per capita income of $90) to Venezuela ($2,660). They are
often divided into two groups: those for which oil exzports
are an important source ¢f foreign exchange (oil-exporting
LDCs) and the others (non-vil-exporting LDCs). The two groups
are listed in Appendix I-A.

Trade with the LDCs 1is increasing rapidly, especially in
manufactures. In constant 1972 dollars, U.S. exports of
manufactures to LDCs increased from $9.7 billion in 1970
to $22.4 billion in 1977, while U.S. imports of manufac-
tures from LDCs increased from $3.5 billion in 1970 to §11.2



There are, of course, 1o definitive answers to the uos-
tions posed above. Nonetheleszs, a review of the current statis of
U.S. ald progrems, together with an analysis of other sources of
funds for tuie recipient countries, may help future debate on the
slze and composition of foreign aid.

OVERVIEY

The United States has three distinct bilateral aid programs
that channel resources directly to LDCs: development assistance,
administered by the Agency for Internaticral Developaent; food
ald, in the form of agricultural commodities; and the Econouic
Support Fund, inteaded to serve U.S. political and economic
interests. The United States also contributes heavily to the
multilateral development banks. Chapters II and I:{ describe the
origins of these programs, their current costs to the United
States, and the very different ways in vhich they serve U.S.
objectives.

Some LODCs are alro able to borrow from nongovernmental
sources. In 1978, cae~half of the total funds channeled to
non-oil-exporting LDCs came from the private sector (Table 1).
The major share of the private funds went to the richer countries,
leaving the poorer countries dependent upon official sources. The
role of private financial markets is the focus of Chapter IV.

The LDCs are critically affected by the trade policies
of the developed countries, since their export earnings provide
funds for importing industrial goods. Some analysts have proposed
that trade concessions, giving LDCs greater access to markets in
the developed countries, might be substituted for rore direct
forms of assistance. Chapter V reviews the trade preferences that
~have so far been extended by the United States to the LDCs
and examines theilr effect on LDC export revenues.

The immediate decisions on the foreign aid budget facing
the Congress are reviewed in Chapter VI, together with a dis-
cussion of alternatives for the coming decade.

billion in 1977. National Foreign Assessment Center, The Role
of the LDCs in the U.S. Balance of Payments (September 1978),
Table 27.




TABLE 1. NET FLOW OF LOANS AND GRANTS TO NON-OIL-EXPORTING LDCs, 1978 (Billions of dollars)

Total Loans from

Loans International

and Private Government Financial International
Income Group a/ Grants Loans b/ Loans Institutions c/ Graats Moretary Fund
Higher 0.9 0.4 1.2 _j 0.2 -0.9
Upper Middle 11.9 9.6 0.8 0.8 1.7 ~1.0
Intermediate 13.6 8.8 2.2 1.4 1.7 -0.5
Lower Middle 6.7 1.6 1.2 1.2 2.6 0.3
Low 7.7 0.3 2.4 2.5 2.8 -0.3

Total 40.8 20.6 7.8 5.9 8.8 -2.4

SQURCES: World Bank, World Debt Tables, Vol. I (December 1979), Tables 6-C, 6-D, 6-E, pp. 122-127; Inter-
national Monetary Fund, International Financial Statistics (February 1977), pp. 12-13 and (February
1978), pp- 9-10; Organization for Economic Cooperation and Development, Developzernt Cooperstion:
1979 Review (November 1979), p. 229. )

NOTES: Table does not include data on private debt that is not publicly guaranteed, local currency loanj,
direct investment, short-term capital movements, or debt of countries that are not mexzbers of the
World Bank.

Datails may not add to totals because of rounding.
a/ Countries are listed by income group in Appendix I-A. The groupings are those of ths World Bank, based
on 1976 per capita income levels in 1976 dollars: higher income, over §2,500; upper siddle income,

$1,136-$2,500; intermediate middle income, $551-$1,135; lower middle inccme, $281-5550; ard low iccoms,
$280 or less.

b/ Private loans include cuppliers' ciedits, loans from private banks and other financiszl ienstituticne,
publicly issucd and privately placed bonds, and other obligations to private lenderes.

SJ Loans from international financial institutions include loans from the World Bank Group, regiomal devei-
opacnt banks, and other multilateral and intergovernmental agencies.

4/ Less than $100 million.



The remainder of this chapter providea basic information on
aid programs s8 an introduction’ to the 1saueﬂ congidered in the

paper.

HOW BOES FOREIGN AID JELP THE LDLn?

Foreign aid benefits the LBCs 1iun two wvays. First, it
increases the total racources availaeble to them. This facilitates
an increzce in their rate of investazut, which is a prerequiclte
to the grouth of production, employnent, and income. The invest-
ment stinulated through aid may be 1in various areas, cuch as
education, agriculture, or industrial and social infrastructure.

Second, foreign aid increases the foreign exchange recourcesg
of LDCs. Many of the inputs needed for ecomomic grouth nust be
purchased abroad, and hence .aid may cignificantly affect the
rate of growuth.

Successful ald programs produce “graduates,” in the sense
that economic growth becomes self-sustaining. 'Brazil and South
Korea are two of the most notable graduates among countries that
have recelved large amounts of U.S. aid.

U.S. FOREIGN AID PROGRAMS

The United States provides financial assistance to developing
countries through four major programs. Three consist of country-
to-country (bilateral) aid; the fourth channels funds through
multilateral development banks. 2/

Bilateral Aild

The development assistance program is administered by the
Agency for International Development (AID). It provides loans and

3/ The Congress appropriates funds for these programs under the
Foreign Economic and Financial Assistance section (subfunccion
151) of the International Affairs Budget. Subfiaction 151
does not include assistance directly for military purposes.
Included in the foreign economic ard financial assistance
budget, but omitted from detailed discussion in thia report,
are the Peace Corps and refugee assistance.
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. grants at concessional terms for fumctionmal develoement prolegts
and for programs in the areas of health, education, snd exviculw
ture. Its funds have been targeted on South Avia and Latin
America. Leeding recipilents in the lgudc rieve India ) Palistan,
along with Brezil. In the 19703, najor uripicnbu vave o grovp of
Asian countries: Pakistan, India, Bangladesh; Indonesia, and the
Philippines. (For a country-uy-country brecldown, see Appendix
II-A.)

The Eccaomic Support Fund (ESF) is aloo adninistercd Ly AID.
It provides lozns and grants at favorable terms for develorzental
purposes-~vhere feasible--for countries in which the Unitcd States
has special security interests. In practice, most of those funds
have been used for balance-of-payments support. Frem the nld-
1960s until the e .rly 1970s, ESF was focused on Zast Asia--—
primarily South Vietnam, which regularly received tuc-thirds of
ESF commitments. The bulk of ESF now goes to the Middle Eastern
countries of Egypt, Israel, Jordan, and Syria; they received 91
percent of the funds in 1979, as against only 1 percent in 1971.
(See Appendix II-B for details.)

The food aid program (P.L. 480) is administered by the U.S.
Department of Agriculture (USDA) and by AID. It finances U.S.
food exports through loans and grants on favorable terms. In the
19608 and 1970s, India was a leading recipient of food aid,
together with Pakistan in the early 1%60s and Bangladesh in the
early 1970s. South Vietnam took a large share of P.L. 480 funds
in the period 1968-1974. 1In 1979, the three leading recipients of
food aid were India, Bangladesh, and Indonesia, accounting for 37
percent of total funding. (See Appendix II-C.)

Multilateral Aid

International fivancial institutions, iuncluding the various
multilateral developrient banks (MDBs) and other international
organizations, offer developmental assistance, primarily loans and
grants, on terms that depend on the economy of the recipient.
This assistance concentrates on providing economic infrastructure
(such as roads, irrigation systems, and port facilities). By
contrast, U.S. bilateral development assistance eaphasizes the
soclal infrastructure (technical and financial assistance concen—~
trated in agriculture and rural development). The United States
usually contributes approximately one-third of the fuuds that MDBs
receive. 1India, Brazil, and Mexico were emong leading recipients
of multilateral aid in the 196Cs and 1970s, joined in the 1970s by
Indonesia. (See Apperdix III-B.)
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DIMENSIONS OF THE U.S. POREIGH AID BUDGET

U.S. outlays for foreign aid totaled $4.4 billicn in fig-
cal yesr 1979 (Table 2). The bulk of U.S. aid wvas oilcred
bilaterally, the Econonic Support Fund belpng the laxgest gsin-
gle progran.

Long~tern tvends in U.S. foreign aid can be geen in Table 3,
which shows budget authorizatices for forelgn assistence dur-
ing the 1970g, expressed in conmstant dollars. Authorizations for
bilateral prograoms, cxcluding food aild, rose by 45 percent. But
among the major bilateral programs, authorlizations for the Eco-
nomic Support Fund more than tripled, while thece for development
assistance fell slightly, and outlays for food aid declined

TABLE 2. U.S. BUDGET AUTHORITY AND OUTLAYS FOR FOREIGN ASSIS-
TANCE, FISCAL YEAR 1979 (Millions of dollars)

Budget
Authority Outlays
Bilateral Assistance
Development assistance 1,534 1,147
Economic Support Fund 2,321 1,755
Food aid 806 316
Other 375 976
Receipts
Principal =332 =332
Interest =343 ~343
Subtotal 4,361 3,519
Multilateral Assistance
Maltilateral development banks 2,515 683
International organizations 260 200
Subtotal 2.775 883

Total 7,136 4,402




h ~ 08 -~ 0 I18-99

TABLE 3. U.S. MULTILATERAL AND BILATERAL ASSISTANCE, SELECTED FISCAL YEARS 1670-1979 (Millione of coastent
1972 dollars)

1970 1972 1974 1976 1978 1979
Bilateral Assistance (Budget Authority)
Develcpment assistance 1,026 1,036 752 765 8§58 947
Economic Support Fund a/ 437 559 559 1,332 1,488 1,433
Other b/ 165 107 190 131 142 221
Receipts ’
Principal -54 ~45 -23 -153 -203 ~194
Interest =21 -16 -29 -116 =146 ~167
Net Total 1,553 1,641 1,449 1,959 2,139 2,250
Multilateral Assistance (Budget Authority) -
Multilateral development banks 769 1,422 ¢/ 2,028 ¢/ 533 1,292 1,552
Callable capital (231) (954) (1,072) (74) (551) (545)
Paid-in capital . (538) (468) (956) (459) (740) (1,007)
International organizations d/ 147 152 132 155 161 160
Total Multilateral Aid 916 1,574 2,160 688 1,453 1,712
P.L. 480 Food Aid (Outlays) .
Program costs 1,397 1,320 873 754 799 848
Receipts ~437 =307 =294 -215 =258 ~246
Total P.L. 480 Outlays 960 1,013 57 529 541 602

NOTE: A U.S. GNP deflator was used throughout this paper to comvert curreat dollsrs to constant dellors, whera
1972 = 1.

a/ Includes Mideast Special Requirements ¥und, Indochina Postwar Reconstructicn Fund, and peaccheeping cparaticone,

B/ Includes International Narcotics Control, Inter-American Foundstion, refuges zseistence, and the Peace Corps.

¢/ 1In 1972, incledea $1.08 billion to maintain gold value of U.S. dollar contributions; in 1974, includes $1.31
billion to waiantain U.S. dollar value of contributions.

d/ Voluntary contributions to the internatiomnsl organizations. Asgessed contributions are part of budget nmud~
~  function 153.



significantly. 4/ Taking these divergent trends into account,
CBO estimates that average annual U.S. disbursements of aid
rocse by 7 percent in the second half of the 1970g over the
level prevailing in the first half, when measured in constant
dollars. ’

HOW U.S. AID DONATIONS COMPARE WITH THOSE OF OTHER COUNTRIES

The United States 1is by far the largest domor of develop-
meat assistance in terms of absolute amount. But when assistance
i1s measured against the size of the national economy, the United
States ranks below a number of other countries as a donor. The
United Nations has adopted a target for official development
agsistance (ODA) of 0.7 percent of a member's GNP. 5/ The United
States falls well below this target, along with many other coun-
tries. In 1978, the United States contributed 0.23 percent of GNP
in official development assistance, ranking thirteenth among 17
developed-country donors (Table 4).

The United States, France, and the United Kingdom provided
more than 80 percent of official development assistance in the
early 1960s, but in 1978 they gave only half. Other countries,
including the Scandinavian countries and Canada, have ircreased
taeir share of total assistance (Table 4).

The East European countries, the Soviet Union, and China
pledged more than $5 billion in economic aid for the developing
countries in 1978, with the Soviet Union committing $3.7 billion.
Soviet aid is used primarily to fund large industrial projects,
frequently on a loan basis, and 18 often geared to production of
items needed for Soviet use. The bulk of repayments is in
goods-~if possible, those produced by the funded project. The

4/ Outlays for food aid reflect an actual year's new commitments
better than do authorizations, because they are not distorted
by carry-forward balances of the Commodity Credit Corporation
(the financing agent for food aid) and receipts.

5/ A definition of ODA is given in Appendix I-B. The United
States has not agreed to this target. All aid, not just the
grant element, is counted as ODA. A very small part of U.S.
development aid 1s not counted as ODA, such as disaster relief
for developed countries and funds for peacekeeping missions.



TABLE 4. NET OFPICIAL BILATERAL AND -MULTILATED AL -DEVEISDMms
ASSISTANCE, DISBURSEMENTS - (Millfons of dallsarn. mnd
perceitt of GNP)

1966-1968 Averege 1978
Percent Pexcent

Country Amecunt of GNP Amount of GNP

Australia 148 0.57 491 0.45

Austria 15 0.13 156 0.27

Belgium 84 0.43 536 0.55

Canada 187 0.30 1,060 0.52

‘Denmark 25 0.21 383 0.74

Finland 4 a/ 0.05 a/ 55 0.17

France 808 6.69 2,705 0.57

Germany 495 0.39 1,990 0.31

Italy 126 0.18 175 0.07

Japan 342 0.28 2,215 0.23

Netherlands 110 0.48 1,027 0.79

New Zealand 10 0.22 55 0.34

Norway 18 0.22 355 0.90

Sweden 63 0.26 783 0.90

Switzerland 17 0.10 173 0.20

United Kingdom 462 0.43 1,212 0.39

United States 3,352 0.41 4,831 0.23

Total 6,266 0.40 18,204 0.32

SOURCE: Organization for Economic Cooperation and Develop~—~

ment, Development Cooperation: 1979 Revicw. (November
1979), p. 201, and Development Cooperation: 1978 Review
(November 1978), p. 19i.

a/ Estimated.

East European economic aid program also aims at establishing new

mairkets a

nd organizing a supply of raw materials. 6/

6/ National Foreign Assessment Center, Communist Aid Activi-

ties

in Non—Communist Less Developed Countries, 1978 (1979),

pp . 6'—16 3



e oll-cuporting countriea belenuinﬂ to. OPLC ‘have besn aiu
donorea:. for & dccade’ or more,: but the najotity becane actively
involved in aid oaly in the early 1970z, whcn highozioil prics:s
created large current account surpluses. In 1978, _the OPEC
countries contributed $3.7 billion, or 1.1 percent of their
‘combined GNP. 7/ OPEC aid 1o largely untied, and ‘the totals
include multilateral as well as bilateral ascistapce. Sone
multilateral aid is channeled through- OPEC" agencies, but OPEC
members also made comnmitments in 1978 to the World Qanhi the
African Developauent Fund, and the Inter-American Development Bank.
The dominant feature of OPEC bilateral commitments 1is. generel
support - assistance, concentrated on Arab countries, but project
aid has increasingly been extended to non—Arab countries in Africa

and Asia. 8/

7/ Organization for Economic Cooperation and Development,
Development Cooperation: 1978 Review (November 1978), p. 147,
and Developmeut Cooperation: 1979 Review (November 1979), p.
269. . )

8/ Organization for Economic Cocperation and Development, Devel=-
opment Cooperation: 1979 Review, Chapter X, pp. 133-142.
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CHAPTER II. U.S. BILATERAL AID PROGRAMS

Direct aid by the United States to other countriea (bilateral
aid) includes three principal programs: developaent assistance,
food aid, and the Econemic Support Fund. 1In fiscal year 1979,
bilateral aid comprised 80 percent of U.S. net outlays for foreign
asgistance.

In a period when the Congress 1s attempting to restrain
federal spending, the competition for funding will place the
individual progresms in conflict. If the Congress decides to
emphasize foreign policy objectives, it is likely to channel
most assistance through the Econozmic Support Fund. This would
continue a trend that characterized U.S. aid programs in the
latter half of the 1970s. (f, instead, the Congress wishes to
emphasize longer-run development objectives, it will devote
a larger portion of funds to bilateral development assistance
(and perhaps to multilateral development banks, the subject of
Chapter III). How large a role food aid plays will depend on
whether it is seen principally as a mechanism for U.S. commodity
management or as a vehicle for underwritipng part of the LDCs'
"calorie gap.”

At the same time that the Congress confronts decisions on
priorities among foreign aid programs, it will be facing the issue
of whether U.S. assistance should be concentrated on a relatively
small number of rcountries—--the historical pattern—--or be spread
more broadly. A decision to emphasize political objectives, and
to increase the role of the Economic Support Fund, might well
result in increased concentration.

As a guide to the debate over levels of funding for the
various bilateral programs, this chapter summarizes thelr legis-
lative history, describing the original Congreassional objectives
and how they have been modified. The chapter then veviews the
current operation of the major programs, and discusses lmportant
issues related to their funding. Comparisons among them are
complicated by the fact that current budget presentations of aid
do not fully reflect the net impact of every program: the chapter
provides estimates of these net figures where appropriate.
Finally, because some have argued that bilateral aid programs

11



stimulsio demand for U.S. exporua, the chaprer ‘reviews the vl
dence on this point. : ‘

LEGISLATIVE HISTORY

' The forelgn ald program in itz current f£2 tmat bebwn with
the establishuaent of the Agency for Internaiional Devcolopment
(AID) in 1961. The following section reviews the history of U. S.
foreign aid since that date.

Development Assistance 1/

In the 1960s, U.S. development assistance programs concen-
traved on building "infrastructure,"” sguch as dams, roads, and
power plants. Concerned with the uneven distribution of develop-
ment beuefits, the Congress passed the New Directions legislation
in 1973, requ.ring that U.S. development assistance be targeted
upot:i the poorer people of the world and upon countries attempting
to satisfy basic human needs. Current development projects
stress 1lmprovement of water supplies and sanitation facili-
ties, family planning programs, access to education and health
care, expansion of local energy resources, and agricultural
development. 2/

1/ A distinction is made between bilateral aid, which covers all
forms of assistance provided by the United States directly tec
developing countries, and bilateral development assistence,
which refers only to the loans and grants administered by the
Agency for International Development and excludes the Economic
Support Fund and food aid.

2/ The Agency for International Development also engages in the

~  coordination of funding from different sources. An example of
this is the Club du Sahel, a regional development prograum for
eight neighboring African countries suffering from prolonged
drought. The Club began as an American-French initiative, but
is now centered in the OECD and involves mwore than 20 donor
agencies and organizations committed tc an Iintegrated program
of sectoral development in agriculture, fisheries, human
resources, marketing, end transportation. Sce Organization
for Economic Cooperation and Developmsnt, Strategy and Pro-
gramme for Drought Control and Development in the Sahel (May
1979).

12



Interpreting the Nev Dircctions iegisnlatiocn ha nE eyl
difficult. The focus has shifted to the poorer LOthIA and,
~within thenm, to the poorer people, but aszessing the bone E*Lierie
of a particular project has proved controveruxu «: - The 1.8.
‘Agency for International Development . has closen a restrictive
interpretation. 3/

Economic Support Fund (ESF)

The Economic Support Fund 1is & descendant of the Marshall
Plan "defense support” funds of the 1940s. In 1961, with the
enactment of the Foreign Assistance Act (FAA), this type of aid
was formally designated as Supporting Assistance. In 1971 it was
renamed Security Supporting Assistance and ' placed under the FAA
title concerned with military, rather than economic, aid, thus
emphasizing its different goals as compared with development
asslstance.

The International Security Assistance Act of 1978 replaced
Security Supporting Assistance with the Economic Support Pund
and Peacekeeping Operations accounts. This change was made
to ideniify more accurately the purpose of these programs,
which is "to provide budget support and development asslstance
to countries of political importance to the United States.” 4/

The intention is that ESF be used for development projects
wherever possible, but only 30 percent of the funds distributed
between 1975 and 1979 were directly for such projects.

2/ Among projects not pursued because of this Interpretation are
the upgrading of a road between Uppe. Volta and Niger, and
construction of a dam in Senegal to prevent salinization of a
river basin so as to protect the water for agriculture. See
Foreign Assistance Legislation for Fiscal Years 1980 to 1981,
Hearings and Markup before the Subcommittee on Africa, House
Committee on Foreign Affairs, 96:1 (February and March 1979),
Part 6, pp. 11-12.

4/ Foreign Assistance and Related Programs Appropriations Bill,
1979, S. Rept. 1194, 95:2 (1978), p. 79.
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Food Aia

The original goals of the Food for Peace progrea 5/ were
trade expansion, disposel’ of surplus U.S. agriculturdl goods,
agricultural price stability, foreign econcuic development, and
support of U.S. foreign policy.

Initially, farm goods were donated, bartered, or sold for
foreign currencies. As U.S. holdings of forelgn currencies grow,
sales for dollars on con.essicnzl terms began.

A reevaluation of food aid in 1966 placed enphasis on
humanitarian concerns, shifting the program's focus from the
disposal of U.S5. surplus goods to the alleviation of hunger
through agricultural development. Development concerns have
also been emphasized in recent legislation. HNevertheless,
establishing and maintaining commercial markets for U.S. pro-
ducts remain an underlying objective of the food aid program.
The inherent conflict among these multiple goals is compounded by
the inclusion of political considerations in the selection of
recipients.

Food aid provides agricultural commodities for donation
or resale under three titles:

Title I: Concessicnal Loans for Food Purchases (5755
million exported in 1979); 6/

Title II: Donations and Disaster Relief (5398 million
exported in 1979); 7/

Title III: Food for Development ($85 million of Title I
in investments in 1979).

5/ stablished under the Agricultural Trade Development and
assistance Act of 1954 (Public Law 480).

6/ Commodity costs: differential freight costs were $73 million.

7/ Commodity costs; transportation costs were $149 million.

14



Title I lcans are made to LDCs at concesslonal rates to
finance purchaces of U.S. agricultural commedities. 8/

Under Title II, focd is donated by the United States fér
nutritionaily vulnerable groups (such as young children and
mothera).

Title III, Pood for Davelopzent, begen as part of the Inter-
nationzl Do velorucnt and Food Aseistance Act of 1977. This title
provides that at least 15 percent of repayments under Title I be
invested by the LDCs 1in U.S.-approved self-help projectu directed
to the rursl poor. 9/

CURRENT PROGRAM OPERATIONS AND ISSUES

Development Assisgtance

The projects covered by development assistance are primarily
in the agriculture, rural development, and nutrition sectors; a
second area of significance is population planning. During the
second half of the 1970s, these two areas received an average of
55 and 15 percent of funding respectively. Health and education
each received around 10 percent.

Although highly concentrated in the past, development
assistance 1s now widely distributed. 1In fiscal year 1979,

§/ The loans are to be repaid over a period of up to 40 years,
with a grace period of up to 10 yeare, at interest rates of 2
to 3 percent, 1in dollars or convertible currency. No new
local currency sales agreements have been concluded since
December 31, 1971.

9/ Food for Peace, 1954-1978, Major Changes in Legislation,
preparr.d by the Congressional Research Service for the Sub-
commi¢tee on Foreign Agricultural Policy, Senate Committee on
Agriculture, Nutrition, and Forestry, 96:1 (April 1979),
p. 16. Eligibility for forgiveness was specified to be for
countries meeting the World Bank poverty criterion, and the
forgiveness was extended to appropriate developmental use of
the food commodities themselves, not just the appropriate
developmental use of the funds generated by the local sale of
the commodities. :
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68 countries received funding. During the cecond  half of the
19708, the three wajor reclpient countries (Indonesis, Bangledzch,
and the Philippines) accounted for only 22 percent of all funds
directed to cpecific countries and regicuc. 10/

Soue countries that were major recipients in the 1950z sre
8till major recipients, including India and Bangladech (formerly
East Pakistan). Brazil, Coloubia, and South liorea are arong the
program's “graduates.” Heamwiille, Kenya and Sri Lanks are "new-
comers.” 11/

In 1979, 81 percent of country loans and grants went to
nations meecting the poverty criterion of the World Bank. lg/
There are, however, several programs that benefit mniddle-income
developing countries. For example, the Housing Cuarantece (HG)
Program, under which the Agency for International Development
guarantees repayment to private U.S. lenders who finance AID-
approved housing for low-income families, 18 used mainly by
middle-income developing countries. lﬁ/ Another AID effort that

10/ There has, however, been an increase in expenditures on au
- interregional (rather than country) basis, which 1in 1979
accounted for over one~third of all AID funding (see Appendix
II-A). These interregional expenditures in fiscal year 1979
included AID operating expenses, centrally funded programs,
disaster relief, ocean freight, and American schools and
hospitals abroad.

3&/ The annual distribution of AID funds among major recipients
from 1962 to 1979 is shown in Appendix II-A. :

12/ The poverty criterion of the International Development

- Association, the soft loan window of the World Bank, is
currently an annual per capita income of $625. See Agency
for International Development, Congresisional Presentation,
Fiscal Year 1981, Main Volume, p. 124.

13/ By charging a fee for the guarantee, the progran 1s made
generally self-sustaining. The statutory ceiling for housing
guarantees outstanding to September 1981 is $1.5 billion.
Among countries receiving HG funds are Korea, Thailand,
Taiwan, Argentina, Mexico, Venezuela, and Israel. See Ibid.,
pp. 82-85.



bedafife middle~income countries is the Painbursable Tevelopsmeat
Progrem (RDP). Technicel services and plonning asslstaace are
provided, partly omn a reimburgcable bacis, drevinz toscether U.S.
companies to provide goods and eervices for projects idcatified by
host goverrzcnto. 14/

Part of developnent assistance is offered through lozns
rather than grants. An important policy question is vhat it
would cost an LDC to borrow the funds it receiyes in official
loans at coamercial rates. Calculations show that the charges
in 1978 anmounted to about 10 percent of the cest of borrow-
ing commercially, so that 90 percent of the funds vere the
equivalent or a gift. 15/ These calculations are beased on
a conventional market rate of 10 percent, which is too low
for the current economic situation. Thus, the grant element
in 1980 is even higher.

Economic Support Fund

ESF allocations are made to "“promote economic or political
stability” in countries of concern io the United States. 16/
Commitments averaged $1.2 billion anunually during the 1970s,
reaching a record high of $2.2' billion in 1978, as shown in
Table 5. (Details of annuel flows by recipient are given in
Appendix II-B.)

In the early 1970s, 75 to .35 percent of ESF allocations
went to South Vietnam, but now similar percentages go to the

14/ AID is requesting $4 million for RDP activities in fis-
cal year 1981; the program is active in more than 40 coun-
tries, including Saudi Arabia, Bahrain, Kuwait, Colom-
bia, Venezuela, Brazil, and Thailand. See Ibid., pp.
86-88.

15/ Organization for Economic Cooperation and Development,
Development Cooperation: 1979 Review (November 1979),
P- 228-

16/ Agency for International Development, Congressional Presen-
tation, Fiscal Year 1981, Main Volume, p. 65.
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TABLE 5. ECONGMIC SUPPORT FUND CGMMITMENTS, FISCAL YE4nS 1970-
' © 1979 (Billions of dollars) - .

‘Bi1lions of Billicos of

Fiscal Year Current Dollars 1972 Bollers
1970 0.50 0.56
1971 0.57 0.61
1972 0.62 0.63
1973 .63 0.62
1974 0.64 0.58
1975 1.23 1.00
1976 1.13 0.87

TQ 0.89 0.66
1977 1.77 1.27

- 1978 2.22 1.49
1979 1.98 1.22
Total 12.18 9.51

SOURCE: Agency for International Development, U.S. Overseas Loans
and Grants, 1945-1976, p. 63 and U.S. Overseas Loans and
Grants, 1945-1979, p. 6.

Middle East (principally Egypt .ana israes), reflecting the changed
focus of U.S. interests. 17/,

17/ Relatively small amounts of ESF aid go to Europe, Latin
America, and Africa. In 1978, there was an increase in ESF
funding for Africa, reflecting a growth in coaxnitments to
Botswana ($15 million), Lesotho ($5 million), Swaziland ($13
million), Zaire ($10 million}, Zambia ($30 million), and the
regional account ($38 million). See Agency for International
Development, Congressional Presentation, Fiscal Year 1980,
Main Volume, p. 11S. o
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Although ESF allocationg dare made »acmording to polivical
criteria, the program 1s, nevertheless, eccnomic and develop-
mental in nature. It excludes the outright provicion of military
aid. 18/

At Congresgcional. request, the Hev Directions criteria
&re used for ESF vhenever pogsible. Since immediate econonic
aid, rather than long-term equitable developrent, io the pripary
concern, the format of the funding differs coneiderably from
development assistance and may include projects of an industrial
nature. 19/ More than 40 percent of ESF commitments betveen
1975 and 1979 were for commodity import funding, 20/ a quarter for
cash grants sud loans, and 30 percent for project aid (Table 6).

13/ Since money is fungible, the effectiveness of these restric-

~7  tions is questionable. As noted earlier, this report focuses
on development aid and does not touch upon military assis-
tance. Funds for defense materiel and nilitary training are
covered by other security assistance programs. These include
(1) Military Assistance Programs; (2) International Military
Education and Training; and (3) the Foreign Military Sales
Financing Program. Congressional Research Service, Foreign
Aid: Overview of the International Affairs Budget, Issue
Brief 78055 (February 15, 1980), p. 3. . '

19/ More specifically, it is unlikely that recent loans to
Egypt for gas turbine generators, a cement plant, textile
plant rehabilitation, or cargo handling equipment for a port
facility would have been made with regular development
assistance.

29/ Under the Commodity Import Program (CIP), funds are deposited
within the United States to be drawn down on behalf of the
countries in receipt of CIP funding. The purchases are
identified as relevant to the countries' developrment needs
and reviewed by the United States. Excluded are military
goods, goods for which the United States is a net importer,
and cortain other product categories. The ESF operatesg
with both loans and grants; the cash loans are pade at
concessional rates, ranging between 15 and 40 years at 2
to 5 percent interest. Food is also shipped as part of the
CIP. Of the 2.6 million metric toms shipped in 1978, half
went to Israel and half to Egypt. Between 1963 and 1974,
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TABLE 6. ECONOMIC SUPPORT FUWD COMMITMENTS BY COUNTRY AWD TVRL,
JISCAL YEARS 1975-197% {(¥iilions of dollars)

LS

Commodity
Luport Yroject
: Programn {ash _ £id

Country Total Grants Loans Grauts Loans  Grants:.-Loaens
Egypt 3,331 85 1,455 —-— -— 1,005 786
Israel 3,405 1,100 . 755 1,290 260 - -
Jordan 476 el - 286 - 19 171
Syria 438 - 125 - - 37 276
Greece 65 - 65 - - - -
Portugal 435 - - 36 300 6 93
Zambia 50 —_— 50 - - - -
Jamaica 12 - 10 - - 2 -
South Vietnam 190 143 - - - 47 -
Malta 43 - - 43 — - -
Cambodia 54 - - 51 - 3 -_
Other 516 - 58 58 82 259 35

Total 9,015 1,328 2,518 1,764 642 1,378 1,361

Percent 100 15 28 20 7 15 15

SOURCE: Agency for International Development.

NOTE: Details may not add to totals because of rounding.

The relative flexibility of ESF funding encourages expansion
of the program. Also, the ESF appropriation, unlike develop-
ment assistance, is almost entirely Zor country-specific amounts,

such shipments remained well below $’4U million per year but
began to rise in 1975, and reached $319 million in 1978 (all
in 1972 dollars). U.S. Department of Agriculture, Foreign
Agricultural Trade of the United States (July 1977), p. 18,
and (January 1979), p. 62.
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which, given the selection of the reciplents, protects this
section of the ald budget from significant cuts.  ESF allocaticns
tripled in rcal terms in the 1970s, while funds for developzent
assistance remained static and food aid fell (Table 3).

Food Ald

The food aid program has been significant for U.S. pro-
ducers: an average of 60 percent of wheat exports and 40 per—
cent of rice exports (by value) during the 1960s were shipped
under P.L. 480, declining to 14 percent and 20 percent, respec—
tively, in fiscal year 1978. 21/ (Details of annual flows
by recipients are given in Appendix II-C.)

In fiscal year 1978, 4.3 million metric tons of food were
shipped under Title I (76 percent wheat, 11 percent rice) and
1.5 millicn metric tons under Title II (which, because of its
nutritional focus, has a wider range of commodities). zg/ P.L.
480 shipments represented 4 percent of U.S. agricultural exports
in 1978 (Table 7).

In 1977, the Congress mandated that 75 percent of conces=
sional sales under Title J go to low-income countrics, defined as
those meeting the World Bank poverty criterion. 23/ Figure 1
shows how Title I sales have been allocated to meet the poverty
criterion, and also documents the fact that, from 1968 through

21/ U.S. Department of Agriculture, Food for Peace, 1978 Annual
Report on Public Law 480 (June 1979), Table 5; Foreign Agri-
cultural Trade of the United States (July 1977), Table 9;
U.S. Agricultural Exports under P.L. 480 (October 1974),
Table Z.

22/ U.S. Department of Agricuiture,. Food for Peace, 1978 Annual
Report on Public Law %80, Tahle 4

22/ Initially, in fiscal year 1975 not more than 30 paYcent was
to go to countries cther than those deaignated by the United
Nations as "most seriously affected" by food shortages. This
was modified to 25 percent to countries with per capita
incomes of $300 or less, and eventually to the poverty
criterion in 1977.
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TABLE 7. U.S. SHLPHENTS OF FARM GOOD3 UWDER F.L. A5G0, FIGTLL
YEARS 1962-1978 '
P.L. 480 Shipuments
as Percentage
of Total
Agriculcural
Millions of - Billionmns Exports
Metric Tons of Dollars (by value)
1962 18.8 1.5 29
1963 17.4 1.5 29
1964 16.8 1.4 23
1965 18.4 1.6 26
1966 18.2 1.3 20
1967 14.0 1.3 19
1968 14.6 1.3 20
1969 10.0 1.0 18
1970 11.0 1.1 16
1971 9.8 1.0 13
1972 9.9 1.1 13
1973 7.4 1.0 7
1974 3.3 - 0.9 4
1975 4.9 1.1 5
1979 4.5 0.9 4
TQ 2.1 0.4 7
1977 6.5 1.1 4
1978 5.8 1.0 4
SOURCE: Susan A. Libbin, "U.S. Agricultural Commodity Aid and

Commercial Exports, 1955-1976," in U.S. Department of
Agriculture, Foreign Agricuitural Trade of the United
States (Juvly 1977), p. 18; U.S. Department of Agricul-
ture, Foreign Agricultural Trade of the United States
(January 1979), pp. 58-59; U.S. Department of Agricul-
ture, Food for Peace, 1978 Annual Report omn Public Law
480 (June 1979), Table 1. -
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Figure 1. . : . -
Percent of Food Commodities Programmed Under P.L. 480 Title |

Going to Countries Below the IDA Poverty Criter;un

Percoat
180 .

80

75:25 Split

Mandated by the Congress

0 :
1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 5977 1978
SQURCE: Reyina G. Ziegler, Congress, the 1970s Food Crisis, and U.S, Food Aid Policy, Massachusetts

: Institute of Technology, Center for International Studies {July 1979), p. 57.
NOTE: Calendar years 1966-1974; fiscal years 1975-1978. Fiscal year 1976 includes transitional quarter.
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1973, far less than 75 percent wag distributed to the poorer
countricu. 24/ ' .

Food Aid and Malnutrition. One of the goals of the food
aid program is relief from malnutrition. How big is the problem?
How much impact can U.S. food aid have?

One measure of malnutrition 1s the per capita food supplies
available in a country as compared with the caloric intake
required for an adequate diet. 25/ To close the calorie gap
expected in 1985, it is estimated that the developing countries
would need to import approximately 140 million metric toms of
grain in that year. 26/

' Countries can close the calorie gap by producing more food,
importing more food, or redistributing existing supplies. 27/
To fill the calorie gap from local production by 1985 would
require an increase in LDC agricultural production of between
5 and 6 percent per annum for the decade 1975-1985--an unlikely
rate of production growth.

24/ Tentative allocations for fiscal year 1980 indicate that 80
percent of food aid will go to countries meeting the poverty
criterion. (Letter, U.S. Department of Agriculture to Senate
Committee on Agriculture, Nutritionm, and Forestry, September
28, 1979.) The United States signed an understanding with
South Korea in 1971 that P.L. 480 a?d would be provided in
return for restrictions on exports of textiles over a five-
year period. The amount of aid remaining to be exported
under this agreement in 1980 is $27 million.

32/' International Food Policy Research Institute, Recent and
Prospective Developments in Food Consumption: Some Policy
Isgues (July 1977), p. 13.

gg/ This estimate assumes that 40 percent of incremental supplies
would "leak out" to persons consuming more than the adequate
amount. Without such leakage, the necessary imports would be
about 120 million tons. See Ibid., Table 6.

27/ Per capita food availability in Brazil is sufficient to
achieve nutritional adequacy for everyone. -Unequal dis-
tribution has, however, left about one-third of the popu-
lation malnourished.
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To £f111 the calorie gap by 1985 from imports, the maior
grain exporters would have to sustain production growth of 4
percent per year, as agalnst thelr actual long-term growth rate
of 2.5 percent per year. 28/

The total flow of bilateral and multilateral food aid
actually fell from 13 million metric tons in 1970 to 10.5 million
metric tons in 1978. 29/ Even if the United States returned-to
the 17 million metric tons of food aid it shipped in the early
1960s, and other donors contributed a similar amount, food aid
would still provide only one—quarter of the supplies needed to
f111 the estimated gap in 1985.

Evaluation of the TFood Aid Program. Food ald is a versatile
foreign aid tool. Programs can be implemented relatively rapidly,
providing immediate benefit to those in need, without major
comnitments of U.S. personnel. 30/

A key difference between financial aid and food aid lies #n
the additionality factor-—the extent to which the food adds
to total supplies rather than merely substitutes for commercial
imports. To the extent that it does so, the United States

gg/ Only 14 developing market economies and a few developed
market economies have had growth of cereal production of 4
percent or more during the period 1960 to 1975. See Inter-
national Food Policy Researck Ingtitute, Recent and Prospec~
tive Developments in Food Congumption, pp. 20-21.

29/ 1Im 1977 (the latest year for which comparable data are
available), the United States gave an estimated $1.1 billion
worth of cereals in food aid, six times as much as the next
largest food doner, Canada, which gave $185 million. The two
major multilateral food aid programs are the World Food
Program, run by the United Nations, and the Food Aid Conven-
tion. (Details are given in Appendix II-D.) See U.S.
Department of Agriculture, Foreign Agricultural Trade of the
United States (December 1978), p. 73.

29/ Title III, Food for Development, requires a greater degree of
involvement, but this is a relatively small part of total
food aid.
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is fulfilling ito goal of increaslng the availability of. food.
, ﬂd*tianality ie gunerally thought to be low, hovﬂvbr.,Sll

Title I food io generally resold, providing resourcas Lor tha
recipient country. In this respect, food aid 13 equivalent to a
concessional loan, but the question arises wvhether, ag 2 wmezans
of providing recources, it is as beneficial to the recipient au
a concezglonal loan. For tne United States, of coursze, the advan-
tages of food ald may be greater because of its impact om the U.S.
agricultural sector.

The U.S. food aid program has been criticized as providing
a disincentive to local producers. The extent of the disincentive
depends on the factor of additiomnality. If the U.S. food is truly
additional, it must be offered in the recipient'’s msrket at a
lower price than would othexrwise prevail, or it will not sell.
The disincentive effect then depends on the response of local
suppliers to the drop in price. 32/ 1If the food aid is not an
additton, but replaces commodities that otherwise would have been
imported, t’ ere need be no local disincentive effect. 33/

31/ The evidence is limited, and more research is needed, but
~  apparently food ald 1s only partially additiomal. Alex-
ander H. Sarris, Philip C. Abbott, and Lance Taylor, "Grain
Reserves, Emergency Relief, and Food Aid,"” in William R.
Cline, ed., Policy Alternatives for a Newv International
Economic Order: An Economic Analysis (Praeger, 1979).

22/ Evidence on the extent of disincentives is relatively
limited and conflicting; one recent study of the literature
concluded that “theoretical analysis gives no proof that
food aid, if properly handled, has cerious disincentive
effects on food production in recipient countries. Where a
case has been made for such short-term effects, these have
been far outweighed by the general advartages accruing to
the economy 1f the opportunities offered by food aid for
expanding overall consumption and investment are properly
utilized." World Food Program, Committee on Food Aid
Policies and Programmes, "A Survey of Studies on Food Aid"
(March 1978; processed), p. 2.

33/ A disincentive effect may be traceable to pricing policies of
a recipient government, particularly when food pricas are
kept artifically low by means of subsidies. The disincentive
effect may then be wrongly attributed to the supply of food
aid.
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Buffer Stocks and the Future of the Food Aid Proprza. Should
the U.S. contribution be viewed as a permanent flow of acsintance
to ease the calorie gap? VWhen food aid shigmeats began, U.S.
agricultural gurpluses were common. Supply eud (counerciel)
demand for U.S. agricultural products gre new, houwever, nore
closely in balence. HNonetheless, the food aid progranm atill
operates as if 1ta major objective were to dizpose of desentic
gurpluces. The recult is that food chipments tend to fall wien
LDCs moot necd them (in periods of tight supply) cnd to euwpand
in periods when they are less critical (in periods of ecxcess
supply). TFor exaople, in the uid-1970s, at a time when LDCs
were faced with poor crops and high world priceg, the voluma
of P.L. 480 shipments fell to less than half that of the preced~
ing years, although the value of shipments remained stable
(Table 7).

It has been proposed that this instability be offset by
the creation of an emergency reserve of wheat to back up planned
P.L. 480 commitments. 34/ Under current conditions, given
the recent increase in government—~held food stocks, there would
be little net cost to the United States. In the federal budget,
commodity costs in the international affairs function would be
offset by receipts in the agriculture function. Transportation
costs would add to this, however. To the extent that the reserve
would ease demand for wheat in a time of shortage, it would
depress prices and is therefore opposed by wheat farmers. On the
other hand, it would diminish the uncertainty of food aid ship-
ments to the benefit of the recipient countries. 22/

A buffer stock may be needed if the United States is to meet
its commitment under the 1980 Food Aid Convention to provide 4.47
million metric tons annually. At present prices, that pledge
absorbs three-quarters of the fiscal year 1980 budget appropria-
tion. If agricultural commodities experience price increases
without accompanying increases in appropriation levels, the United
Stetes could have difficulty fulfilling its pledge in the future.
Thus, the establishment of a buffer stock could protect the U.S.
commi tment .

34/ 1In H.R. 6635, Food Security Act of 1980.

35/ 1f the food was truly additional, as intended, the impact on
commercial sales would be minimal.
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BUDGETARY - TREATMERT

Developrent Aspistance

The development assistance budget request does not take
account of repayments on AID loans. It ic merely the sum of
all programs proposed for funding during the budget year. Con-
sequently, the net flow of resources to legc-developed countries
is overstated in the budget request by the zmcunt of interest
and principal repayments on prior-yecar loans. égj

. For example, offsetting receipts for repayment of princi~
pal 37/ and interest on development assistance loans in 1978
amounted to approximately $500 million. 38/ Therefore, net U.S.
foreign aid commitments in that year were $500 million lower than
the amount actually appropriated. Net budget outlays are there-
fore clearly a better measure of U.S. efforts to assist the
LDCs.

With respect to future fiscal years, AID estimates that
repayments of principal and interest on commitments already
made will average around $800 million a year durirg the 1980s

29/ Principal repayments on AID and predecessor agency loans
are “"netted” against the total of new budget authority and
outlays proposed for Subfunction 151 of the President's
Budget-~Foreign Economic and Financial Assistance. Interest
charges on AID and predecessor agency loans are “netted"
against the total of new budget authority and outlays pro-
posed for Subfunction 902 of the President's Budget—-Deduc-
tion for Offsetting Interest Receipts. Thus, repayments on
AID and predecessor agency loans do not enter directly into
calculations of AID's budget request. (Information provided
to CBO by AID, November 1979.)

§Zj Approximately 10 percent of these receipts were from ESF
loans, and the balance from AID loans.

38/ The Budget of the United States Government, Fiscal Year 1980,

~  p. 375. These payments appear large, but represent interest
on loans made for an average of 30 years at 2.5 percent,
which 1s in striking contrast to the cost of funds from
alternative sources.
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(excluding repaynence: in locel currencies). 39/  (Repsyments &
local currencies cmounted to $170 uilllion in fiscal yany 1978, but
this flow will diminigh b&CLUS‘ po new leoans are boing nmede with
local currency repayuent provieions.) 40/ It 18 nmoteworthy that
the existence of repayuent flows offers the United Statesc soma
flexibility in cascing the financial situation of past recipients
who may request rescheduling.

Food Aid

The net cost of the food aid program to the federal govern-
ment is iess than the program cost in the P.L. 480 budget request:

o Title I shipments are sales at concessional loan rates
producing a stream of repayments. 41/

o Some products are purchased from Commodity Credit Corpor—
ation (CCC) stocks, reducing the Department of Agricul~-
ture's net outlays--in effect, an intragovernmental
transfer.

39/ (Information provided to CBO by AID, November 1979.) From
the lender's point of view, the flow of repayments is a
separate 1ssue from current budget allocations. Some of
the repayments come from countries that are no longer aid
recipients, such as the United Kingdom, Taiwan, and Yugo~
slavia. On a regional basis, new commitments to Latin
America in fiscal year 1978 totaled $385 million, against
repayments of $271 million. See Agency feor International
Development, U.S. Overseas Loans and Grants, 1945-1979.

40/ (Information provided to CBO by AID, November 1979.) Repay-
ments in local currency are omitted from the repayment figure
of $302 million. Approximately 60 percent of local currency
repayments represent payments oa P.L. 480; the remainder,
payments on development assistance loans. By 1990, 1local
currency repayments are projected to be $119 million, and by
the year 2000, $25 million. See Agency for International
Development, U.S. Overseas Loans and Grants, 1945-1979.

41/ The budget request 1s net of receipts, unlike the budget
request for AID, for which repayments accumulate in the
Treasury as miscellaneous offsetting receipts and thus are
not available to offset new appropriations._
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o When farm prices fall low enough to make support prices
operative, P.L. 480 ninimizes farm program cutlayz by
raising prices. Against the higher prices, the taxpayer
balances lover taxes. 42/

Asgsuning that shipments under P.L. 480 do not dicplace
commercial sales abroad, it is estimated that the real net budget
cost of the program in an average year_ﬁé/ may be only half of the
total costs shown in the federal budget (see Table 8). Even
assuning that half of P.L. 480 shipments displace commercial
exports, the net budget cost 1s still reduced, with net program
costs estimated at two-thirds of the gross budget £figure in an
average year. 44/ (The basis for these calculations is set out in
Appendix II-E.) '

EFFECTS OF THE BILATERAL AID PROGRAMS ON U.S. EXPORTS

One argument a3ometimes mude in favor of bilateral aid
programs 1is that they streugthen the market for U.S. exports.
The following paragraphs examine the evidence for this.

33/ Or a smaller deficit or increased expenditures on other
programs. There are also distributional issues to consider.
A shift from income taxes to food prices is doubly regres—
sive because a progressive tax is 1ifted and a regressive one
imposed, since lower—income families tend to spend a larger
proportion of their incomes on P.L. 480-type commodities than
do higher-income families.

43/ Because of the recent embargo on grain sales to the Soviet

'_- Union, coupled with large crops in many commodities, fiscal
year 1980 will be an atypical year for all agricultural
programs, including P.L. 480. Estimates of the actual
costs of P.L. 480 for fiscal year 1980 would therefore be
misleading. This discussion is based on a hypothetical
year—-average crops, average inventories, average prices, and
typical farm programs, assuming the President's original
budget request and the intended shipment quantities as of
October 1979.

A4/ By law, Title I sales should not displace any commercial
sales; however, displacement is difficult to detect. To the
extent that per capita consumption rises as some people are
provided with more food than would otherwise bave been
available, the displacement factor is reduced.
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TABLE 8. RSTIMATED RET BUDGET COST OF TUE P.L. 480 PROGTAY TN AN
AVERAGE YEAR a/ (Millions of dollars)

Assuning l’lo Dicplaccment of Commercial Exports

Total progrem costs 1,399
Less leen repaycents b/ ~166
Less CCC reimbursements c/ =44
Leps forn ocutlays saved d/ =505
Net cost 660
Net coot as percentage of program cost 47
Assuming 50 Percent Displacement
Net cost 923
Net cost as percentage of program cost 60

NOTE: The table summarizes calculations that are set out in
Appendix II-E.

gj Assuming no significant disturbances in the time trends of
production, demand, stocks, and prices.

b/ Present discounted value of repayments based on sales made in

~  fiscal year 1980. This figure differs from loan repayments
reported in the budget, which are receipts from loans made in
previous years.

c/ Represents payments to the Commodity Credit Corporation from
the P.L. 480 program; in the absence of the P.L. 480 program,
CCC would not have received this money and would have been
holding more commodities.

gj Price supports that would otherwise have been paild to farmers

if the P.L. 480 goods had been sold commerclally, resulting in
lower prices.

Development Agsistance and ESF

A large proportion of the funds distributed to the developing
countries in loans and grants is spent in the United Stateg.
These expenditures benefit U.S. producers. (This dves not mea
of course, that the net cost of the aid is reduced. Instead of
providing only funds, the United States 1s providing goods and
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services.) This section reviews the magnitude of aid-financed
purchases in the United States, and examines which industries
benefit most.

Funds channeled through development assistonce cnd the ESF
averaged $2 billion annually in fiscal years 1971 to 1977.
Approximately three-quarters of these funds were used for the
procurement of U.S. commodities and services, vith a slight
decrease in recent years (in part attributable to the ghift toward
programs emphasizing basic human needs, which require more local
currency operation). 45/ This reflects U.S. policies that require
commodity purchases from bilateral aid funds to be made in the
United States or in a limited number of other countries.

The purchase of commodities accounted for around half of
AID procurement. The impact of these purchases on the 10 major
commodity categories for fiscal years 1977 and 1978 is shown
in Table 9. Foodstuffs and machinery accounted for the largest
amounts of money (a total of $800 million). In relative terms,
however, purchases financed by bilateral ald accounted for less
than 1 percent of all machinery exports, and less than 2 percent
of all foodstuff exports. They were most significant for oils and
fats, of which almost 10 percent of exports were comprised of AID
commodity purchases in 1978.

To assist developing countries, AID loans and grants .ﬁgj
have been partially untied. 47/ 1In fiscal year 1978, however,

45/ Agency for International Development, "The U.S. Balance of
Payments and the AID Program” (June 1979; processed). Data
on technical asgsistance contracts, shipping and other serv-
ices, and related activities that grow from AID activities,
by country of origin, were not availlable.

46/ Including ESF loans and grants to the least developed coun-
tries. ESF loans and grants to other countries and to the
Middle East continue to be restricted to U.S. procurement.
(Information provided to CBO by AID, November 1979.)

ﬁl/ Non-European countries with annual per capita incomes of
less than $1,716 (1978 dollars) and Israel may compete for

procurement; Latin American countries may use U.S. loans for
purchases from other Latin American countries. (Information

provided to CBO by AID, November 1979.)
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TABLE 9. ¥U.8. COIRIODITY SALES FIRANCED. THROUGH DBILATERAL LOANS
AND GRANTS, FISCAL YEARS 1977-1678 al

Pereantoge-
Hillione of Dollars  of U.5. Luporte
1977 1978 1477 14978
Foodstuffs 230 204 1.6 1.3
Fertilizers 20 39 1.4 2.0
Ollgeeds and Nuts 92 91 2.0 1.7
Paper and Paper Products 15 15 1.2 1.0
Chemicals 33 55 0.3 0.5
Machinery, Equipment,
and Parts b/ 141 219 0.4 0.5
Transportation Equipuent
and Parts c/ 54 119 0.4 0.9
Iron and Steel Products 6 22 0.2 0.6
Animal and Vegetable Fats
and 0ils 73 141 5.8 9.5
Basic Fabricated Textiles 23 44 0.6 1.1
Other _82 129
Total 773 1,078

SOURCES: Agency for International Development, Bureau for Program

and Management Services, Office of Commodity Management,
Composition of Commodities Financed by AID (November 7,
1979), pp. 1-2; (January 11, 1978), pp. 1-3; (February
8, 1977), pp. 1-3; U.S. Department of Commerce, Bureau
of the Census, U.S. Exports, Schedule B Commodity
Groupings (June-December 1975; June-December 1976;
September-December 1977; September 1978).

Funded by development assistance programs and Economic Support
Fund. ;

Electrical equipment and parts, industrial machinery and
parts, generators, transformers, motors, engines, tractors,
construction equipment, mining equipment, agricultural equip-
ment, and miscellaneous equipment and parts.

Buses, trucks, passenger cars, aircraft, and other vehicles.
All chassis, equipment, and parts for these items are alsa
included in this category.
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only $0.02 billion of 31.08 billion spent on cotmadity procurexcnt
went to non-U.S. producers. 48/

To wvhat extent do these pums repregent net export gelns
for the United States? Or, eupressed another way, to what extent
does foreign assistance merely finance exports that would have
occurred in suny event? Ansvering thils question requires knowing
what exports would have amounted to in the zbsence of the tied
foreign assistance program. Up-to-date estimates are not avail-
“able, but earlier work on this 1ssue indicated that wmore than 90
percent of U.S. development loan monies returned in the form of
additional exports. 49/ 1If U.S. aid funds are spent instead in a
third country, there will, depending on the economy of that
country, still be some positive impact on U.S. exports. Estimates
range from 8 to 30 percent of the initial loss of the untied aid
funds. 50/

Food Aid

The food aid program is also sald *o improve commercial
markets for U.S. agricultural goods. A number of countries have
now made the transition from being aid recipients to becoming
commercial buyers: Brazil, Taiwan, Peru, Chile, Colombia,
Japan, and Spain. Others that still receive concessional exports
--guch as South Korea, Portugal, the Philippines, Pakistan,
Indonesia, and Morocco-—are major commercial purchasers; in fiscal
year 1978, they received $0.3 billion of concessional food and
purchased goods totaling $1.8 billion. 51/

48/ Agency for International Development, "The U.S. Balance of
Payments and the AID Program,” p. 5.

ﬁg/ That 1is, exports which would not have occurred in the absence
» of the loan program and its tied provisions. If this con-=
clusion is still valid, most of the exports shown in Table 9

are in fact net additions to the U.S. export position.
Richard V.L. Cooper, The Additionality Factor in Tied U.S.
Development Assistance, R-974-AID (Rand Corporation, 1972).

ég/ David S.C. Chu and Robert Shishko, The Respending Effects of
Untying Aid, R-975~-AID (Rand Corporation, 1972).

51/ U.S. Department of Agriculture, Foreign Agricultural Trade
of the United States (January 1979), p. 62.
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- An obvicus question is whether the U.S. ‘focd aid pregren
created markets for U.S. agricultural productsiof whether thege
markets would heve czerged naturally in the course of cconcmic
developaent. If food were a differentiable product, tha diptri-
bution of commarcial purchzces night show significent effecte from
past donations. However, a product such ss vheat 1is purchasad on
the open market at wvorld prices; presumably ounly the fact that
names and places in the United States have become familiar will
lead buyers to this country rather than elecevhere, transportation

costs being the only otner variable.

Tuo other factors must be considered. The flow of P.L.
480 food often necessitates the opening of an office in the
recipient country, and the office is there when comrerclal sales
replace concessional goods, as was the case in South Korea. 52/
Also, tastes may be affected by the type of food provided; thus,
wheat corisumption 1in Japan was minor until familiarity with the
product was acquired as a result of P.L. 480 shipments.

Putting emphasis on the development of commercial markets
may not be consistent with the U.S. aims of providing relief
from hunger and helping less-developed countries achieve agri-
cultural self-sufficiency. It may necessitate changing local food
preferences (thus creating dependency) and directing shipments to
potential customers among the richer, rather than the poorer,
LDCs .

52/ A study for the Overseas Development Council concluded
that introducing P.L. 480 food to a country, through export
sales and branch office establishment, may lead to a further
decision to invest locally. For example, in 1969 Korea-
Cargill Co., a subsidiary of Cargill, Inc., established
a plant to process livestork feed 1in South Korea, at a
time when South Korea was receiving major corn shipments
under P.L. 480. Although it has not been established that
this corn was used in the Korea-Cargill operation, the
availability of the corn under Title I may have iafluenced
the Cargill decision. See Richard Gilmore, with the assis~
tance of Frederick Blott, "U.S. Food and Beverage Industry
Report for the U.N. Centre on Transnational Corporations”
(Overseas Development Council, January 1978; processed),
p. 35.
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FUTURE CHOICES FOR BILATERAL AID

Although the stated goals of the U.S. bilateral  aid pro-
grams stress humanitarian concerns, the distribution of funds
largely reflects U.S. political and ecconomic interests. This is
particularly true of ESF, and of food aid loans.

The New Directions legislation of 1973 required that de-
velopuent funds be focused on the poorer people in countries
that support the provision of basic human needs, with the goal
of avoiding unbalanced growth that would destabilize their econo-
mies. It ie difficult to say what the impact of the leglslation
has been. The most obvious effect has been on the types of
projects supported by U.S. bilateral development asgistance
programs. Another effect has been to encourage the funding of
projects through the ESF, which is not bound by the New Directions
legislation.

The ESF has grown rapidly during the 1970s, tripling in
size, compared to relatively static funding for development
assistance (as measured 1n constant dollars). To the extent
that the bulk of ESF funds are not used directly for project
assistance, the proportion of total U.S. aid funds allocated
specifically to development has therefore declined. During tie
period 1975-1979, 70 percent of ESF funds went to commodity import
programs or for cash grants and loans; these are baslcally budget
support programs for countries with balance-of-payments problems
and relate only indirectly to development assistance.

The food aid program has developed conflicting goals,
suggesting that priorities need to be clarified. Despite the
ex.ressed concern for alleviating malnutrition in the LDCs, and
the considerable progress that has been made in directing assis-
tance to the poorer countries, che size of the food aid program
depends on U.S. agricultural stocks. When U.S. stocks are low,
resulting from poor crop yields or high U.S. domestic demand, the
amount available for shipment to LDCs may be limited. Althcugh a
floor has been established for the volume of agricuitural stocks,
it is limited by appropriations and the availability of comaodi-
ties. Establishment of a buffer stock could ease this problem.

In shaping the future level and form of U.S. bilateral
aid programs, the Congress faces a distinct choice between con-
flicting goals. It can continue the recent trend, in which the
use of aid to support other U.S. foreign and domestic policies has
been the principal concern, with the result that the total aid
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effort has been concentrated on a relatively few countries. This
would mean continued growth of the ESF, possibly at the expense of
food aid and development assistance. Alternatively, the Congress
could pursue the goals expressed in the New Directions legislationm
of promoting equitable self-sustaining growth in the LIXs. In
that case, the development assistance programs would need to be
expanded, and food aid more clearly separated from the problems of
manaoino the norienltural marketolace.
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CHAPTER III. MULTILATERAL DEVELOPMENT BANKS

In addition to providing bilateral assistance, the United
States participates in the multilateral developuent banks (MDBs),
formed by international agreement to operate ags financial inter-—
mediaries to facilitate ecomomic growth of the LDCs. 1/ The MDEs
lend to the LDCs for development projects. Their funds originate
from pald-in capital of member nations and from funds raised in
the private markets, backed by members' pledges of callable
capital.

The Congress has expressed concern about the growth in
U.S. contributions to the MDBs and has questioued the extent to
which funds should be channeled through such organizations rather
than through bilateral operations. If Administration plans are
approved by the Congress, U.S. contributions to the MDBs will be
substantially higher in the 1980s than they were in the 1970s.

This chapter reviews the nultilateral aid programs to
provide a2 background against which the future role of U.S. multi-
lateral aid contributiions can be assessed. 2/ It considers three
issues of interest to the Congress:

o What should be the U.S. share in contributions to the
MDBs?

o How should MDB contributions be treated in the federal
budget?

1/ The multilateral development banks are: the World Bank
Group's International Bank for Reconstruction and Development
(IBRD), International Development Association (IDA), and
International Finance Corporation (IFC); the Inter-American
Development Bank (IDB); the Asian Development Bank (ADB); and
the African Development Fund (AfDF), the concessional lending
affiliate of the African Develcpment Bank (AfDB).

2/ The United States also extends voluntary support, beyond the
agsessed contributions, to various international organiza-

tions, detailed in Appendix III-A.
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o what balance shouid the United States m‘ainfam”bctt:een
multilateral and bilatersl aasistance?

OPERATIONS OF THE MULTILATERAL DEVELOPMENT BANKS

The MDBo male two kinds of loons~~"coft" and "hard." Soft
loans ars extended at highiy cencossional interest rates; . hard
loens, at zouewhat legs concencional rates._é/ Most hard loans go
to middle- and upper-income developing countries, vhile soft loans
are extended primarily to lsw-income countrieg (Table 10). &/

Thirty-six percent of the MDB loang made in 1978 were soft. 5/

The World Bank Group, by far the largost among the MDBs,
made more than three-quarters of all MDB conuitments iu 1978,
as shown in Appendix III-B.

Rates charged by the MDBs in 1979 for soft loans ranged from
0.75 to 2 percent per annum with a 10-year grace period; rates for
hard loans ranged frow 7.7 ro 8 percent with grace periods of 2 to
7 years (see Appendix III-C). By comparison, private loans in
January 1980 ranged from i4.5 to 15.75 percent, plus management
fees averaging 0.5 percent of the total amount of the loan.

WHAT SHOULD BE THE U.S. SHARE OF CONTRIBUTIONS TO THE MDBg?

Each MDB 1s governed by a board of executive directors.
The United States and other major donors each have their own

3/ The terms "soft" and "hard" relate only to the interest rate
charged.

4/ Foreign Assistance and Related Programe Appropriations for
1980, Hearings before the Subcomnittee on Foreign Operations,
House Committee on Appropriations, 96:1 (1979), Part 2,
p. 53. The MDBs attempt to graduate from their programs
countries above $2,000 annual per capita income, although the
specific policies vary among the MDBs. The movement from soft
to hard loans is also a functicn of per capita income level
($550 in 1976 dollars) and of ibllity to borrow elsewhere.

5/ Net figures. See Organization for Economic Cooperation and
Development, Development Cooperation: 1979 Review (November
1979), p. 238.
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TABLE 10. DISTRIBUTION OF MDB LOANS TO DEVELOPING COUNTRIES THROUGH JUNE 30, 1978 (Percentages)

Inter-American

Development Bank Asian Developzent Bank

Countries Ordinary and Fund Asien Aizicsa
by Income World Bank Group Interregional for Special Ordinary Develop- Cevelopment
Group a/ IBRD b/ IDA ¢/ IFC Capital b/ Operations d/ Capital b/ meat Fund ¢/ Fuad cf
Low-Income 18 86 14 - 2 26 89 86
Middle-Income 49 13 36 43 71 70 6 154
Bigh-Income 19 - 29 57 27 4 e/ —
More—-Advanced

Mediterranean

countries and

centrally planned

econcaies 15 1 21 — — e/ 5 —

100 100 100 100 100 100 100 100

SOURCE: Foreign Assistance and Related Programs Appropriations for 1980, Hearings before the Subcozmmittes on
Foreign Operations, House Committee on Appropriatfons, 96:1 (1979), Part 2, p. 38. Calculsaticas bazed
on nominal dollars. Loan authorizations by individual MDBs from 1962 to 1979 are detsiled-ia Appedsiz
III-B.

NOTE: Detril may not add to totals because of rounding.
‘a/. Based on 1976 GNP per capita in 1576 U.S. dollars.
Low-incoaa: + §280 or lesec
.Kiddle-inccume: $281-$1,135
" High-incoze: $1,136-52,700
b/ “"Hard" losns.
'¢/ T~Soft" loans.

4/ "Hard" and "soft” loans.

Less then 1 percent.



execnrive director, and ssmaller donors shere excenhlve dipgc-
tors. Q/ Afcter en initisl distribution of mezbership wabens, tho
voting power of each direcetor 1g ocet Im direct weloticn o the
subscriptica provided by the country he represenid. 7 8.5. gove
erzmental directives on forcipn cesistence are reloyed ke the U.S.
directors; the eutent to vwhich cuch directives are reflocted in
decisions by the boards is a function bLoth of the Ingue to bo
decided and of the voting pover of the U.S. dilrector. 8/

The United States vas the maie donor at the establishaent of
each bank, but has since chosezn to reduce ito share of coutribu~
tions to the lDds. This represents a deliberate U.S. policy to
spread the burden of support. 9/

The Congress has souctines appropriated less than the Execu-
tive Branch has pledged for U.S. MDB capital gubscriptions.
These appropriations decisions have had a serious effect oa
U.S. voting pover in the MDBs. In the World Bank, for exemple,

6/ The United States shares a director in the AfDF.

7/ No country has an automatic veto over bank board decisions,
although the United States has sufficient votes in the IDB
to block the tvo-thirds majority necessary to approve conces=
sional loans frow the Fund for Special Operations.

8/ The influence of the United States extends beyond its calcu-
lated voting share. Frequently, the United States takes the
lead in cdvocating a position in which it is then joined by
other members. Examples of effective U.S. influcnce in the
MDBs are the adoption by the World Bank of a major projreo of
energy lending, a sectoral shift toward agriculture and rural
development, adoption of a formula relating interest charges
to the cost of borrowing, and creation of an independent
Operations Evaluatiocn Department. (See stateaent by C. Fred
Bergsten, Assistant Secretary of the Treasury for Interna-
tional Affairs, in Foreign Assictance and Related Proprans
Appropriations for 1980, Hecarings, Part &, pp. 455-458.)

9/ At the inception of the Asion Development Bank, the United
States end Japan provided equal subscriptions; the U.S. role
in the ADB has, however, diminished over tioe. The Uaited
States plans to join the African Development Bank (AfDB)
in fiscal year 1980, and will be the leading anonregional
subscriber. v
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the U.S8. shere of gubscriptions has fallen for below the 24
percent level recozmmended in the ficcal yeay 21979 foreign acolis-
tence appropriations act (Table 11). As & regult, U.8. voting
strength in the Bank is now just over 20 perecent and is in
danger of falling below the 20 pevcent level RCCOSsury tO aspure
protection of U.S. veto power over charter smenduents. The
cherter of the Inter-Avericon Developuont Dank provides that ths
United States wmaintain 34.5 percent of the totol voting powvar;
shortfalles in U.S. copitel cubscripticas csy therefore prevent
other mznbers from subseribing their enticipated shares of capitel
stock. TFor the Asian Davelepcent Dank, the current Y.S. copital
share (9.9 percent) 1o appreciably less than the parity with Japan
(14.4 percent) originally envisaged vhenm the Cank wag established
in 1966. Indeed, the Congrecs cut the Adoinistration's requested
authorization for the IDB, ADF, and AfDP for ficcal yearg 1980-
1983~~the first time in 35 years tha* awthorization legisiation
for the MDBs has been pubject to Congregcsional reduction. 10/

Trigger Effect of the U.S. Contributions

Because of Congressional reluctance to approve the capital
replenishment commitments nmade by the Executive Branch {as well as
some problems involving contributions from other natiomn), recent
replenishment arrangements for several MDDg 11/ contain weasures
to preserve negotiated cost-gharing errangements. Thus, the
Fifth Replenishcment of the IDA Resclution (IDA-V) provides that,
unless unqualified cocmitments of "at least 80 percent of the
second installment are made, IDA will not enter into new credits,
disbursements for which would be drawn from the second installment
of donors' contributious.” 12/ A trigger mechanism thus operaten,

10/ Funds for the Inter-American Development Bank were reduced by
10 percent, and for the Asian Development Bank by 15 percent.

11/ International Developxent Association, African Development
Fund, Inter-American Development Bank (Pund for Special
Operations), and Asian Development Bank.

12/ U.S. Depsrtment of the Treasury, "Trigger Arrangczents for
Replenishments of the Soft Fund Windows of the !mltilateral
Banks" (August 3, 1979; procesacd), p. 1. Agrecoent for the
Fifth Replenishment was for a country'o cozuitmont to be
unqualified in the total aaount, or unqualified as to
the first installment but qualified (that in, subject to
appropriation) for the second and third installwments.
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TABLE'11. U.S. CONTRIBUTIONS
BANKS (Percentages)

10" THE MULTILATERAL DEVELOFHEY

Eonce of the Cougross
Provisicn on .

Originsl Ceatributlons
Share (1979)

World Bank Group

IBRD 34.0 24,90

IDA 42.3 25.0

IFC 32.0 23.0
African Daveloprment Bank

Speciel Fund 29.0 18.0
Asian Development Bank

Ordinary capital 20.0 16.3

Asian Development Fund 29.0 22.2
Inter-American Development Bank

Ordinary capital 41.0 3.5

Fund for Special QOperations 69.0 40.0

SOURCES: Jonathan E. Sanford,

Hultilateral Developzont Banks:

Can the U.S. Licit the Use of itg Contributicna? Con-

gressional Resesrch Service, Iscue Brief 79114 (Novem—
ber 7, 1979), p. 4; Public Law 95-481, Foreign Asois-
tance and Related Programs Appropriations Act, 1979.

cutting off IDA lending activities, and the United States, by
virtue of the size of 1its contributions, ic a significent factor
in activating the trigger. IDA-V cculd not have become cffective
without U.S. participation, since the U.S. share amounted to
32 percent of the total replenishcent. 13/

13/ The Asian Development Fund provides an exauple of the trigger
mechanism at work. Replenishzent for fiscel years 1989-1983
is arranged in four equal annual tranckes; logcns cannot be
made using contributions io the second tromchs uatil all con-
tributions to the firot tranche have been recedived. The de~

lay in authorization of the U.S. contrib
1980 has forced the ADF into waking on
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Conditionality.

. At times, the Congress has tried to influence:the uge: of
U.S. contributions to the ¥DBs by attaching restrictions to their
appropriations. Tor exemple, the House amended the fiscel year
1980 appropriation for the Internationzl Developzznt Ascociation
with the provision that "none of the funde appropriated or other-—
wise made available by this peragraph chell be obligated or
expended to finance any assistance or reparations to the Sociclist
Republic of Vietnam." 14/

To ancept funds subject to restrictions vould indirectly
violate several provisions of the banks' charters. {The charters
do not specifically address this problen.) 15/  Acceptance of
funds that have restrictions on their uge has been decrzd incon-
sistent vith the charters of the MDBas by the general counsels of
the World Bank, the IDB, and the ADD, ag vell as by the U.S.
Treasury, the U.S. Comptroller General, and the American Bar
Association. In 1975, the IDB refused to accept & contribution
from the United States until a restriction on 1itsc use had been
removed. 16/

HOW SHOULD MDB CONTRIBUTIONS BE TREATED IN THE BUDGET?

Callable and Paid-in Capital

U.S. contributions to MDBs, in terus of outlays from the U.S.
Treasury, can be separated into two cooponents: “paid-in" and
"callable” capital. Paid-in capital consists of funds authorized
and appropriated by the Congress that are actually disbursed to
the MDBs. The bulk of these funds are used to make loans, at
rates well below those prevailing in the international market, to
the poorest developing countries. Callable capital, while subject
to similar Congressional aurhorization and epproprilation, 1is not

14/ See House debate on H.R. 4473, PForeign Ascistance and
Related Programs Appropriszzions Act, Fiscal Year 1980, 1in
Congressional Record (July 18, 1979), p. H6157.

15/ Jonathan E. Sanford, Multilateral Development Danks: Can the
U.S. Limit Use of Its Cuntributions? Congressicnual Research
Service, Issue Bricf 79114 (Hovember 7, 1979), p. 2.

_13/ Ibidc’ PP~ 2, 4.
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disbursed to the MDBs by the U.S. Treasury. Theee funde, ale:
with similar obligations on the Part of other donor countrie;
provide indirect guarantees for the boande that the LIDs isupe t
raige capitcl in world finencial warkets. The proceods from bor
"sales are leant by the MDBg to middle-inscze LDCs at fntcrest rate
that reflect the cost of D3 borreuing. " Funds would be called ¢
from the donor countries only i1f an MBB was for cocn reacon vmabl

to meet the amortization znd interest payaents on itg outstandin
bonds. : '

About half of the budget authority requests for MDBs betwae
1970 and 1979 vere for callable capital (Table 12). In the perio
1980~1985, the gplit betueen callable and paid-in capital wil
remain about the same, although average annual requeots fo
budget authority will be more than double those in tha 1970g

In the fiscal year 1981 budget, the President has introduce
revisions making callable capital subject to progrenm limitation
in appropriations acts, but not to appropriation. UWhether call-
able capital should be appropriated or not is an iscue that has
been addressed repeatedly by the Congress, the Adninistration, anc
the MDBs. 17/ The strongest argument in favor of remnoving call-
able capital from the budget is that it has never regsulted {r
actual disbursements from the Treasury. (The United States nos
has a total of $11.5 billion in callable capital that has beer
appropriated and would be available in case of MDB defaults.) 18/
[t should be noted that most other donors treat callable capital
18 an off-budget loan guarantee, so that removing it from the U.S.
>udget would in fact briag the United States into conformance with
:he practice of other donors. 19/

17/ The House Committee on the Budget implicitly, and the Senate
Committee on the Budget explicitly, accepced this change 1in
their reports on the First Concurrent Resolution on the
Budget for Fiscal Year 1981.

18/ 1In the event of default, the callable capital of each govern-
ment could be drawn upon, on a pro-rata basis, with liability
limited by the uncalled portion of the subscription.

19/ Changing the vay callable capital is treated would not affect
comparisons of the percentage of GNP allocated by the United
States and other countries for foreign assistance to the
developing countries, since such comparisons are based on
funds disbursed.
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TABLE 12. ' MDB APPRUPRIATIONS (1970-1979) AND ANTICILY

ATED BUDGET

AUTHORITY REQUESTS (1980-1985), BEY FISCAL ¥ (Cil-
lions cf dollars) af :
Paid~In Capital Callable Capital Total Dequast
1970 0.5 0.2 0.7
1971 0.3 0.2 0.5
1972 0.5 0.9 1.4
1973 0.6 0.2 0.7
1974 1.1 1.2 2.2
1975 0.6 — 0.6
1976 0.6 0.1 0.7
1977 - 0.8 0.4 1.1
1978 1.1 0.8 1.9
1979 1.6 0.9 2.5
1980 b/ 1.6 1.0 2.7
1981 b/ 1.7 1.6 33
1982 1.6 2.3 4.0
1983 1.6 2.3 4.0
1984 2.2 2.5 4.7
1985 2.2 2.5 4.7

SOURCES: U.S. Participation in the Multilateral Developument
Banks, Senate Committee on Governmental Affairs, Com—
pmittee Print, 96:1 (April 1979), p. 13; information
provided to CBO by the U.S. Dapartment of tha Trecagury,
November 1979.

a/ Estimates based on negotiations vhere coopleted, cond other-
~ wise on assumption of continuation of the rate of grouth of
previous replenishments. If the propocal to treat callable
capital as a program limitation is accepted, no budget
authority would be required for fiscal years 1981 to 1985.

Bj President's revised budget request, larch 1980.

Although callable capital would no longer be included in
the budget, other limits may affect its authorization, since
callable capital is a form of loan guarantcce. thile it is
not explicitly included in the new credit budget, it may be
subject to the credit budget ceilingo that the Adminictration
has proposed for fiscal year 1981. The ioplicatiens of thease
restrictions for callable capital are unclear. : :
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Changes in the way -callable capital’ 1s dealt’ 'with 'in ‘thz
appropriationa process may have implications’ for the passage of
the annual foreign aid appropriations bill. Congreszional appro~
priations of callable capital give the semblance of a larger
contribution to the MDBs than 1s actually the case, and increace
the size of the federal budget. Changing the treatcent of
callable capital in the foreign aid appropriations b1l would
decrease the total appropriation, which might serve to accelerate
enactment of the bill. More rapid enactment might, however, lead
to less detailed Congressional debate of issues relating to IDB
operations.

Since callable capital is an indirect guarantee of IDB
borrowing, changing the way in which these guarantees are providad
could make purchasers of MDB bonds less confident of their credit-
worthiness, forcing the MDBs to pay higher interest on thelr
loans. This increase in the cost of MDB borrowing could raise
the banks' rates of interest on their loans to LDCs, resulting
in a general reduction in the volume, or an increase in the
cost, of the funds that flow to LDCs. The change in MDB borrowing
costs is likely to be quite small, however,. since most other
donors already treat callable capital as an unappropriated
guarantee.

Arrearages

Accumulating gradually through the 1970s, U.S. arrearages
in contributioas to the MDBs totaled $1.3 billion by 1979. 20/ An
arrearage is the difference betwzen the funds authorized by the
Congress for contributions to the MLBs and the amount actually
appropriated. Of total U.S. arrearages through 1979, paid-in
capital--the amount actually disbursed by the U.S. Treasury-——
amounted to $373 million.

If requests for callable capital are more acceptable to the
Congress as program limitations than as budget authority, this may
improve the degree of agreement between the Congress and the
Executive Branch on appropriate levels for callable capital in

20/ 1International Bank for Reconstruction and Development, $863
million; International Development Associatiom, $6 million;
Inter-American Development Bank, $249 million; Asian Develop-
ment Bank, $155 million; and African Developmeat Fund, :$17
million. Do v P
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the future. Without cuch agreement, the large eizé of futuze
requests, aos chown in Table 12, suggests that the arrearage
problen could become much rore serious in the 19803 than it was

in the 1970s.

MULTILATERAL VERSUS BILATERAL ASSISTANCE

In donating funds to the multilateral agencies, the United
States relinquishes direct control over their disbursement. Does
this result in a regional or sectoral pattern of aid that 4if-
fers from that of U.S. bilateral assistance? If 6o, are such
differences supportive of U.S. foreign policy objectives? Apart
from these differences, what other gainz or losses accrue to the
United States from giving aid throuz: multilateral rather than
bilateral channels?

U.S. and MDB Regional Expenditures

In 1979, 64 percent of U.S. bilateral aid went to the Near
East and South Asia, 11 percent to Latin America, and 15 percent
to Africa. The MDBs channeled 23 percent of their aid to the
Near East and South Asia, 34 percent to Latin America, and 16
percent to Africa. 21/ These differences reflect the strong
interest of the United States in Asia and the Middle East stem-
ming from its traditional ties and security interests in those
regions. As shown in Table 13, countries such as Israel, Jordan
and South Vietnam have received major amounts of U.S. bilateral
aid but only limited multilateral assistance. In contrast,
Argentina, Mexico, and Venezuela have received little U.5. aid but
major amounts of multilateral funds. To some extent, the diver-
gence is by design. The World Bank, for example, takes into
account the receipts of a country from other official development
sources in making its own funding decisions.

To the extent that the United States is concerned with
economic development on a worldwide scale, the fact that the MDBs
cover the regiors more evenly allows the United States freedom

21/ U.S. bilateral commitments tataled $4.7 billfion in 1978, . $0.9
billion of which was allocated on an interregional basis and
is excluded from these calculationsg. (See Agency for
Internstional Development, U.S. Overseas Loaug &nd:-Grantsy
1945 to 1979.)
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TABLE 13. MAJOR RECIPIENTS OF U.S. BILATERAL AID CONWTRASTED WITH
MAJOR BECIPIERTS OF MULTILATERAL AID, 1962-1978 af

Major Recipients of HMajor Recipients uf

U.S. Bilateral Aid but Multilateral Aid but

Not of Multilateral Aid Not of U.S. Bildteral Aid
Canmbodia Algeria

Israel Argentina

Jordan Kenya

. Laos:* Malaysia

" South Vietnam Mexico

o Venezuela

a/ The annual distribution of funds from the MDBs to ma jor
ts in 1962-1979 is shown in Appendix III-D.

to distribute its bilateral aid funds more directly in line with
its foreign policy and trade objectives. In addition, there are
some countries that the United States, for political reasons,
does not wish to aid directly, although it may have a humani-
tarian interest in assisting their populations. The existence of
a multilateral lending organization can accommodate these othex-
wise conflicting objectives.

U.S. Development Agsistance by Sector Compared with MDB Expendi-
tures

U.S. development assistance 1is aimed specifically at efforts
to help the poorest people in recipient countries. Agricultural
programs of low capital intensity have received special attention,
as has population planning. In fiscal year 1979, these two
sectors absorbed 70 percent of AID sectoral expenditures.

Although an increasing proportion of MDB funding goes to
agriculture, little is directed specifically to populetion plan-
ning (Table 14). Moreover, the MDBs channel around one-third of
their funds into energy, power, and industry. This behawior is
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TABLE 14. MDB LEEDING BY SECTOR. FISCAL ‘YEAR 1978 (Porcenraran)

Woria UeBe
Bank  Inter-Anerican Asien Funcetional
and Davelopment Davelopment Developuent
IDA Bank Bank Assistance
Agriculture a/ 25 32 33 54
Population
Planning 1 - - 16
Health b/ 10 - 9 12
Education and
Human Resources 5 12 6 9
Energy and Power 15 22 26 -
Industry 16 14 ¢/ 2 -
Other d/ _28 _20 2 10
100 100 100 100
Billions of
Dollars 10.0 2.2 1.3 1.1

SOURCES: World Bank, 1979 Annual Report, p. 30; Agency for
International Development, Congréssional Presentation,
Fiscal Year 1981, Main Volume, p. 116; information
provided to CBO by U.S. Department of the Treasury.

a/ 1Includes food and nutrition.

b/ Includes water and sewage.

¢/ Iudustry, mining, and tourism.

d/ Includes technical assistance, tourism, urbanization, trans-

ortat.on, and communications.
P ’

taken into account by the development assistance plans of the
United States, which implicitly assume that infrastructure pro-
Jects will be handled through multilateral organizations.

MDB lending is now directed primarily at the poorex people in
each country, and at the provision of basic human needs. This
resulted from a policy shift in the 1970s, supported by the United
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States.  In prgctice, this means that HDB projecte are reviewsd in
light of who the beneficiaries are, whet needs are served, and how
the benefits are transferred. 2Z/ To the extent that these
reviews are effective, MDB lending is in 1ine with the exnressed
humarnitarian concerns of the United States.

Comparative Size of Projects

Larger nools of funds enable the MDBs to finance larger
projects than AID. Of 88 agricultural projects supported by the
World Bank or IDA in fiscal year 1978, eight represented commit-
ments of $100 million or more. 32/ In contrast, nc country
received as much as $100 million in development assistance from
AID in that year.

On the other hand, the smaller AID operations enable the
United States to introduce experimeuntal programs and technical
innovations that the MDBs may hesitate to undertake. In some
ingtances, AID funds act as "seed money,” financing the first
step in a major program that will  sicr be assumed by the host
government or an MDB. 24/

‘Effects on the U.S. Balance of Payments

Calculations of the net impact of the MDBs on the U.S.
balance of payments indicate that at least as much funding

33/ Recent projects include provision of sanitation and social
services in a slum of Manila, a drainage and bilharzia
control program in Egypt, rural and secondary education
projects in Upper Volta, and provision of infrastructure,
including producer credit and technical assistance, to
rural areas of Mexico.

23/ World Bank, 1979 Annual Report, p. 9.

24/ For example, the Basic Village Education Project in Guatemala
was an experimental program of nonformal instruction in
agricultural practices for subsistence farmers that did not
require literacy for participation. After being rum by AID
for nearly three years, the program was picked up by the
Guatemalan government and 1is now being copied in Bolivia.
The AID funding from inception to completion was $1.7
million. :
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re/turns to the United States as was originally subsaribed. 25/
Nonetheless, it should be stressed that this does not: diminish
the real reccurce transfer invelved in U.S. contributions to tha
MDBs: the net effect 1s the provision of resourcee instesad of the
provision of noney. ‘

Moreover, MDB~-financed projects appear to purchase propor-—
tionately more goods and services from the United; States than from
other countries. The share of LD{ purchases from the United
States related to MDB loans averaged 19 percent over three recent
years, comparec «ith the U.S. share of werld exports to the
non-OPEC LDCs of 16 percent. 26/

CONCLUSIONS

What should be the U.S. share in contributions to the
MDBs? The MDBs and the U.S. billateral agencies support different
activities in different regions, but their work i1s complementary.
In part, this stems from the le2adership role the United States has
exercised in the MDBs. Such leadership will be more difficult to
maintain if the Unite:d States reduces significantly its role in
the banks. Recent delays 1in authorlzing replenishments suggest

25/ "Through the contributiouns of other MDB donors . . . MDB

~ loans result in expenditures on U.S. goods and services well
in excess of U.S. contributions to the banks. From the
inception of the banks through 1978, the cumulative current
account surplus for the "nited States directly attributable
to the MDB activities . . . has been $11 billion. Cumulative
U.S. paid-in contributions to the banks, by comparison, to-
talled $7 billion."” See statement of Hon. G. William Miller,
Secretary of the Treasury, in Internationsal Development Asso-
ciation Sixth Replenishment and African Development Bank
Membership, Hearings before the Suhrommittee on International
Development Institutions and Fina <2, House Committee on
Banking, Finance, and Urban Affai: )6:2 (March 1980),
p. 31.

26/ Years are 1976 to 1978, based on data from International
Monetary Ffund, Direction of Trade; Organization for Economic
Cooperation and Development, Development Cooperation: 1979
Review (Noevember 1979), p. 238; and information provided to
CBO by by the U.S. Department of the Treasury.
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that the Congress is having secoud thovghts about its 1979 gueid-
ance on what these skares should b : oL

How sheuld MDB contributions be treated in the budget? . Tha
amount of U.S. funds actually going ¢ the MDBg is obscured by the
division of MDB rescurces into callable and paid~in capital, for
which a modified budgetary trcstment has been proposed for fiscal
year 1981. The President's proposal would make callable capital
subject to a prograz limitatisce rather than being appropriated in
full. The treatment of callable capital would then he more
consistent with that of domestic loan guarantees in the budget
process.

The balance to be struck between multilateral and bilateral
aid ultimately involves a political decision on the part of the
Congress. Although in its participation in multilateral aid the
Urited States loses direct control over its funds, it exerts
influence within the MDBs based on the size of its contribu~-
tions. The existence of the multilateral channel provides the
United States with a mechanise for implementing policies that
complement its bilateral activities, and also for nursuing long-
run objectives that might otherwise appear to be in conflict with
its immediate foreign policy goals.

To the extent that the MDBs encourage development strategiec
that are supported by the United States but for which the United
States provides only a fraction of the funding, the continua-
tion. and strengthening of their operationg 1g in line with U.S.
interests. To the extent that they are seen as acting in a manner
inconsistent with U.S. objectives, or as being a less efficient
means of furthering U.S. interests than the direct application of
bilateral funds, U.S. support is likely to wane. This will be a
crucial issue during the next decade, since the Administration is
presently seeking a substantial increase in U.S. contributions
during the 1980s over the level that prevailed in the 1970s.
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CHAPTER IV. PRIVATE MARKETS AS AN ALTERNATIVE COURCE CF HUUDS

The developing countriecs have uade cztensive use of private
capital markets as a source'of foreipn exchemge. In fuct, leass
from the private cector to the LBCs have imcrecced over the pest
decade. In 1972, private creditors accounted for onc~third of the
outstanding debt of t @ non-oil developing countries. By 1978,
private cources accounted for one-half. 1/

To the exient that the LDCs can borrew in the private mar=
kets, their need for bilszeval and multilatersl aid nay be
reduced. Chapters II asd III discussed the efforts cf the ald
agencies. This chapter concentratea on the present and future
role of private lenders.

The oil price rise of 1973-1974, coupled with a decline
in prices of commodities exported by many LDCs and the subsequent
worldwide recession, stimulated borrouing by the developing
countries in the international capital market. g/ Since then,
there has been an explosion of commercial bank lending to the
more advanced LDCs, led by banks in the United States and followed
by banks in Germany, Japan, and the United Kingdom. 3/ This was

1/ World Bank, World Debt Tables, Vol. I (1979), Tables 1-A, 1-B,
and 1-E, pp. 18-21, 26~27. A distinction is made between loan
commitments and debt disbursed. Disbursements represent
drawvings on loan commitments and are shown in the year in
which the drawing takes place. These data refer to disbursed
debt, total outstanding.

2/ Helen Hughes, “Debt and Development: The Role of Foreign
Capital in Economic Growth,” HWorld Developuent (February
1979), p. 105.

3/ Although the developing countries long had access to the
private markets, borrcwing was at a relatively low level
before 1974. Such borrowing as occurred geserally reflected
a preference for avoiding the conditiouality attached to
official credits rather than a lack of rescurces from bi-
lateral ana multilateral agencies. See M.S. Wionczek,
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necoepanicd by a doeline in fntcrost rates and &H fpokeans BuoLse
maturities. 4/

sy

The recent ricse in oil prices hog tnereacsed the LLI0
borrow. The eotipsted current account defieit of the
exporting LBCs vac ¢A% billion ot the ) of 1979 cnd ko pro
to rise to arcuad $80 billiea in 1980. 5/ Con the private ©
gubstitute for officiel aid, or at least paduce tho

3

of{icial fundo? This chapter cddresses the follouing oloconts of
this question:

o On what terms can. the LDCc borrou in the private rarkets?
Are thece likely to change?

o Which countries borrow oot in the private parkots? Are
these countries also large borrouers froa the multilateral

development banks?

o To what extent might »cofinancing” of loang encourage
additional lending by the private sector?

TERMS FOR LENDING

Until recently, loans from the private sector to the weveavp
ing countries were extended for considerably ghorter neriods than

“pogsible Solutions to the External Public Debt Problem of the.
Developlng Countries: Final Report,” World Developnent
(February 1979), p. 217.

4/ As a result, the share of commercial bank lending to non-oil
LDCs by U.S. banks (including foreign branches) fell from 54
percent in December 1975 to 38 percent in Jumne 1979. (See
Rodney H. Mills, Jr., "U.S. Banks are Locing their Share of
the Market,” Euromoney (February 1980), p. 52.) Lending to
the LDCs is still, however, a major part of U.S. banking. The
10 lsrgest U.S. multinational banks reported in 1979 that 43
percent of their earnings came fron internationsl busciness;
lending to non-OPEC countries comprised approzimately one-
thivd of thelr {international lending. See Salozon Brothezs,
Lending to LDCs: Mounting Problems (April 2, 1980).

5/ world Financial Markets (December 1979), p. 3.
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werd loans to fedustriilised countries. The diffovesce neveouod,
howaver, as lenders cempeted; tha differcnticl. fn potes charged
algo narrcuwed. The spread on lending to LDCs shvash frem at leant
2 percent over the Lorndon Interbank Offer Paote (LICCR) 40 1974 to
barely 0.75 percent in 1979. 6/ DBuring tho past year, howaver,
spreads have videned on loans to developing countries. Concorn.
has increaced as to tho abllity of the borrowers to handle thoir
rising debt in the face of neu oil price increases and a world
economic recession.

WHO BORROWS IN THE PRIVATE MARKET?

The richer countries have been the major borrowers from
private sources (Table 15). Conversely, the poorer countries have
borrowed little from the private markets, depending instead on
official loans. There has been remarkably little change in the
distribution of private and public Jending by LDC income class
between 1973 and 1978, although the dollar totals have tripled.

Private lending 1s concentrated to a striking degree upon a
small number of countries. These countries tend to have large
economies and, by their very slze, tend to dominate the totals.
At the end of 1978, one-half of all public debt ~ved to private
lenders had been loaned to three middle-income countries--Brazil,
Mexico, and South Korea (see Table 16).

In contrast, official lending is distributed more evenly.
In 1978, 23 countries received 75 percent of official loans
disbursed to non-oil-exporting LDCs, whereas 9 countries received
81 percent of private funds.

It is notable that certain countries (Mexico, Brazil,
and South Korea, for example) are not only major borrowers of
private funds but also receive large amounts of officlal funds.
The terms they receive from official lenders are generally more
attractive, as shown by the average interest rates on comnni tments
in Table 16. 7/ '

6/ The spread is the amount of the increase in interest rate over
LIBOR charged by the lender--in effect, the profit margin.

7/ Official loans are also for longer periods and at fixed
rates, compared to the generally shortgr periods at floating
rates for private loans. ’ ‘
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PARLE 15. PUBLIC DEBT OUTSTANDING (DISBURSERY OF HOW-OIL i
7 COUNTRIES, BY SOURCE,. 1973 -AMD 1873 (Pereantegen)

Country ,

Inceza 1973 1978

Group a/ Total Officiel Private Total Official Privaete

High 11 8 17 10 8 12

Upper Middle 18 12 28 20 11 30

Intermediate 31 28 38 35 28 43 .

Lower Middle 9 9 7 10 i2 9

Low 31 _43 10 24 41 -5
Total 100 100 100 100 100 100

Value

(billions of

dollars) 74 48 26 210 109 - 101

SOURCE: World Bank, World Debt Tables, Vol. I (1979), Tables I-A, -
l-B, l—E, PP- 18"21, 26-27.

NOTE: Detail may not add to totals because of rounding.

a/ Definition of income groups and listing of countries is given
in Appendix I-A.

PRIVATE LENDING AND THE ROLE OF COFINANCING

Official ald may play a ccmplementary role in encouraging
private lending: it provides an inflow of foreign exchange,
which indicates a continuation of investment in development. From
a commercial bank's viewpoint, this may be one of the factors
considered in determining a country's ability to make repayment.

Even countries that have good access to the private markets
are eager to remain borrowers from the MDBe, for several reasons:
the ongoing economic dialogue that ensues; the reassurance this
provides to coumercial lenders; and the technical assistance MDBs
can give with "institution building.”
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TABLE 16. NON-OIL-EXPORTING DEVELOPING COUNTRIES LISTED BY AMOUNT OF PUBLIC DEBT OEED
TO PRIVATE AND OFFICIAL LENDERS, 1978 (Billions of dollars and percentaga
interest rates) . LA,

Oved to Private Lenders Owed to Official Lenders
Average Avearece
Interest Rate Interest RBate

Amount on Loan Amount oa Loan

Country Digbursed Commi tments Country Disbursed Coznitments
Brazil 22.0 10.1 India 15.1 1.8
Mexico 21.3 8.3 Egypt 8.5 2.3
South Korea 6.8 9.8 Pakistan 7.2 2.0
Spain 6.0 9.6 Israel 5.6 4.2
Argentina 4.6 10.2 Turkey 5.4 6.9
Israel 3.6 5.6 Brazil 5.2 7.5
Peru 2.8 12.7 South Korea 5.2 7.4
Chile 205 1101 bﬁexico 305 7-8
Morocco 2.5 9.3 Yugoslavia 3.0 7.7
Greece 2.3 10.2 Bangladesh - 2.6 1.4
Philippines 2.2 8.8 Peru 2.5 €.1
Ivory Coast 2.1 8.9 Horocco 2.1 4.5
All Others 22.5 Colombia 2.0 1.5

All Others 40.9

Total 101.2 9.6 108.8 5.0

SOURCE: World Bank, World Debt Tables, Vol. I (December 1979), Tables i—A, 1-B, 1-Z. &gnd
12, pp. 18-21, 26-27, 195-211.




The role of the Internaticnal Monetary Fund 13 of particulas:
interest to commercial bankers. If a country bhas aegotiated o
standby agrecaent 8/ with the IMP, and hoo thus Somplieditly hod
its economic strategy approved, thio provides a zeasure of confi-
dence for the commercial bawko, cven 1f no INP funds are dreun.
Thus, aucng noncoxzcercial lenders, the IMP hez played a oipnifi-
cant role even though it was not a net lendcr in ceveral recent.
years. 9/

The Vorld Bank and the regional developuent bLanks have
recently encouraged “cofinancing,” in vhich they join with the
private banks in providing funds to developing countries. 10/
A borrover country is considered lescs likely to default or delay
payments 1f to do so would jeopardize 1ts credit rating wvith a
multinational organization. This arrangenent alco gives the
private banks access to detailed country information through
the international organization.

As yet, private banks have not expresced great enthusiacsn for
cofinancing, although such arrangements are increasing. Copmer-
cial bankers argue that cofinancing entails increased cdoinis-
trative costs for the private banks, wvhile it may not achieve
much reduction in risk. 11/ Access to information is, however,
of great interest to private banks. Their participation in
cofinanced projects has tended to be focused on the richer LDCs,
which offer more potential for additional business. The private
sector contributed $550 million to World Bank cofinanced projects

8/ Agreements that members may draw upon IMF credits, usually
of one year in duration.

9/ International Monetary Fund, International Financial Statis-
tics (February 1977), pp. 12-13, and (February 1978), pp.
9-10.

lg/ Jessica P. Einhorn, "Cooperation Between Public and Private
Lenders to the Third World,” The World Econony (May 1979),
p. 36.

11/ As one banker put it: “The only time one needs the cross-
default clauses 18 when there ig trouble; and 1f there
is trouble, it's better to be in alone and able to react
quickly.” ’
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in fiscal yeur 1979, as compared with a total of $22 bililion in
development &ssistance from official lenders in 1978, 12/

The Agency for Intcrnatinnal Developuent is currently
reviewing formo of cofinancing that could be directed tewerd
the LDCo. Proposals include U.S. governmpnt-gusrantecd lgans by
the private ccctor for use in AID projects, sed & uopsuoranteed
progran of cofinancing by AID and the private ccetor. Eg/ ~Loan
guarantecs vould be a neu departere in cofinancing; thsy would
also be a ncu departure for AID, rcguiring ecdditivnal legiola-
tion. Opportunities for ricklecos overceas investuent would
presumably be highly attractive to private lenders and would
channel fundo into countriec and sectors in which private ienders
do not currently invest. The net regult for ths U.S. government
would be an of f-budgat increase in AID funds. 14/

12/ Organization for Economic Cooperation and Development,
Development Cooperation: 1978 Reviey (November 1979), p.
199, and information provided to CBO by the World Bank,
October 1979. The OPEC countries have found cofinancing a
useful vehicle for distribating funde to non-oil LDCs at a
time when they have relatively feu wmechanicms for project
identification and appraisal. In fiscal year 1978, OFEC
agenclies (multilateral and bilateral) were involved 1in 25
cofinancing projects with the World Bank, contributing $523
million; in fiscal year 1979, houever, they recduced their
participation to 15 projects at $267 million. By coopari-
son, non-OPEC bilateral agencies (including U.S. AID) were
active in 48 World Bank cofinanced projects in fiocal year
1979, contributing $1.15 billion, and non-OPEC zultilsteral
agencies were involved in 55 projects, providing $585
million.

13/ Peat, Marwick, Mitchell & Co., "Selection and Davelopzent of
a Private Sector Financing Instrument,” prepared for the
Agency for International Developuent under Contract No.
AID-otr-C-~1499 W.0. No. 17 (September 1979). AID has been
successful with a similar progrem, the Housirg Guarantee
Program, with its current ceiling of $1.5 billicn.

14/ Other official programs that involve coordination with

private funding in developing countries are the Interaational
Finance Corporation (IFC), an affiliate of the World Bank
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THR FUTURE ROLE OF PRIVATE LENDING

The debt servicing that accompanies both private and public
loans may impose a ocignificant burden. For exemple, Brazil paid
66 percent of itsc cuport cornings for payments of principsl and
interest in 1979 (on all loang, including thoce froo multilateral
development beaaks). 15/ The banking cconunicy 18 cencerned over
the ability of the LDCo to carry their currcat debt, and over the
concomitant ricks for the banks that have lent to thea. Obgarvers
doubt that the rate of grouth in lending to the LBCo in the next
five yearc will be ao high as it vas in the past five.

The torld Bank nonetheless anticipates that private lending
will continue to play an important part in the gupply of credit to
developing countries. In 19290, according to a World Bank projec-
tion, the middle-.income LDCs will obtain three~quarters of their
external assistance from private loans financed at market terms.
Low-income LDCs, however, will obtain only one-tenth of their
needs trom such sources (Table 17).

The World Bank's projection is based on agsunptions that
may prove optimistic. It assumes modest rates of economic growth
for the LDCs and continued growth in private 1lending of about
4 percent per year. 16/ DMoreover, the recent rise in oil prices

that supports private enterprises, selling off its invest-
ments as the businesses develop; the U.S. Overseas Private
Investment Corporation, which facilitates American investment
in LDCs and 1s financed on a self-gustaining basis; and the
U.S. Export-Import Bank, which asoists in the financing of
UJ.5. exports and 1s under a separate subfunction of the
tudget.

15/ Bank for International Settlements, “"Press Review" (March 14,
1980), p. 4. The proportioa of export earnings needed for
debt service 1s not a sufficient measure of a country's
credit-worthiness. It is, hovever, a guideline.

16/ Low-income countries are projected to grou at 4.7 percent
from 1975 to 1985, and at 4.9 percent from 1985 teo 1990;
middle-incowe countries at 5.3 and 5.8 percent in the gene
periods; and industrialized countries at 3.4 percent from
1970 to 1980 and 4.2 percent from 1980 to 1990 (average
annual percentage growth rates, 1975 prices). (See Horld
Bank, World Development Report, 1979, pp. 3-4, 9.)
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PABLZ 17. HBT DISDUDRSEMBHIS O0F MBIV~ AND LONG-TIMS LOAND AND
OPPICIAL GRANTS 70 DRVELGPING COUWERIES DY TIvE 4P
CAPITAL AND BY COUITIRY GRGUP, 1976 AID 1980 (Forcont

ages)
Low~Income Middle=Inceone
Countries a/ Countries b/
1976 1990 1976 1990
Actual Projected Actual Projected
O0fficial Grants 21 43 12 11
Concessional Loaus 47 46 10 11
Loans at Market Terms 32 11 77 78
0official (10) (7) (10) (14)
Private (23) (4) (67) (64)
Total 100 100 100 100

SOURCE: World Bank, World Development Report, 1979 (August 1979),
p. 9.

a/ Low=Tncome: Developing countries with annual per capita
incomes at or below $300.

b/ Middle-Income: Developing countries with annual per capita
incomes above $300.

and the recession 1in the industrialized countries have worsened
the balance-of-payments outlook for the LDCs. While private
lending helped the LDCs adjust to oil price rises in the early
1970s, it is unlikely to do so on the same :scale in the 1980s.

Private bank lending has been concentrated on a handful
of the most advanced developing countries, leaving the others .
largely dependent on official institutions for loan funds. For
this reason, officiil lending will play a crucial role in the
1980s. Cofinancing may prove to be a way of using official
lending to encourage additional private efforts, but the device is
too new to permit a full evaluation of its future role.
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CHAPTER V. TRADZ PREPEREKCES AND U.S. FOREIGH AID POLICY -

In 1978, developing countries derived about 10 times ag; much
foreign exchange from trade as they did from bilateral and wulti-
lateral aid flows. This chapter considers the part thot o prefer-
ential trade policy night play, as a complement to ciflcial aid
progrems, in agsistiny the LDCo.

TRADE AND LDC DEVELOPMENT

Many LDCs are engaged in development programs aimed at
increasing their exports, particularly of manufactures. This
strategy has two basic objectives:

o To accelerate industrialization, and thereby increase
employment and output; and

o To increase foreign exchange earnings.

The effectiveness of such trade-oriented development strat-
egles 1s circumscribed by several factors. Perhaps most critical
is that many LDCs lack the necessary infrastructural and indus-
trial base to produce competitively priced manufactuv:es. The
development of competitive export-oriented manufacturing indus-
tries may require a large investment of capital and labor, divert-
ing these resources from other economic activity. Production for
export may also be more demanding of skilled labor, capital, and
other inputs than is domestic production, requiring a reallocation

of scarce resources. A third obstacle is posed by barriers to . -

free trade, such as tariffs and import quotas.

In the mid-1960s, the LDCs as a group-—~through the United
Nations Conference on Trade and Development (UNCTAD)-—asked for
preferential access to the developed countries' markets. 1/ The

1/ The stabilization of commodity prices has been another
major 1issue at the last two UNCTAD conferences, and 1is at
the center of the current dialogue between developed and
developing countries. Because the primary aim of LDCo with
respect to commodities concerns pricing policy rather than

volumes of trade, commodities will not be considered further
in thia mrhantar.
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proposed export incentives would take the form of lower tariffes on
imports from LDCs than on similar importe from other sources, and
the liberalization of nontariff barriers. The effecct of these
trade concessions on LDC exports would depend on the products
covered, the reduction in duty provided, and the capacity of the
particular LDC to respond to thece incentives.

Three trade preference policieo are examined in this chapter,
tvo of vhich are already in operation: the U.S. Generalized
System of Preferences, and the Offchore Accenbly Provisions
of the U.S. Tariff Code. The analysis focuses on the additional
trade created by these two programs, and 1its distribution among
the LDCs, as a guide to decisions relating to possible modifica-
tion of the programs.

A third approach would be to relax or remove altogether
quantitative restrictions on LDC exports to the United States.
But the reasons that prompted the imposition of such restrictions
in the first place make it unlikely that they will be relaxed or
abandoned. Nonetheless, this chapter provides an _.sessment of
the benefits that might accrue to LDCs if they were.

THE GENERALIZED SYSTEM OF PREFERENCES

The Generalized System of Preferences (GSP), authorized by
the Trade Act of 1974 and put into effect in January 1976, allows
wany agricultural and manufactured products of developing coun-
tries to enter the United States free of duty. In the early
1970s, most other developed countries set up similar schemes,
with slight variations in the products and countries that were
eligible.

Whether GSP is judged a success or not depends on the
increases in the volume of eligible developing country (EDC)
exports that can be attributed to the scheme. 3/ Evidence

2/ Certain countries are excluded from the U.S. GSP program by
the Trade Act of 1974. Among those excluded are all OPEC
nations and all nations "dominated by international commu-
nism” unless they are signatories of the General Agree~
ment on Tariffs and Trade and members of the IMF. Because
of some modifications in the program introduced by the
1979 Trade Agreements Act, several OPEC members will become
eligible for GSP concessions. They are Indonesia, Venezuela,
and Ecuador.
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suggests that the export-promoting effect of G5P has besn modest,
‘both in terms of the overall increase in exports evnd in terms
of the nunmber of countries that have benefited. Of almost
100 eligible countries, five=~Hong Kong, Talwan, South Korea,
Mexico, and Brazil-—account for well over half of total GSP
trade.

Product Limitations

GSP's limited effect 18 attributable primarily to the
fact that a number of important EDC exports are excluded from
eligibility. Several products were declared ineligible be-
cause employment and output in competing U.S. industries might
be reduced by increased imports cf those products. Awong the
products excluded are watches, import-sensitive steel, electronics
and glass articles, textiles, and footwear.

The exclusion of textiles and footwear is of particular
importance. EDC economies are well guited to produce these
goods competitively: their manufacture requires 1large inputs
of semiskilled and ungkillec labor, of which EDCs have an abun-
dance, while the technology is well known, easily available,
and relatively inexpensive. Duty-free treatment for these pro-
ducts would increase the benefits provided by GSP, particularly
since the average duty on both textiles and footwear 1s quite
high. 3/ Because most textiles and nonrubber footvear exports
from the major EDC suppliers are also constrained by quantitative
limits (quotas), a removal of such barriers would further promote
these nations' exports.

The Competitive Need Criteria

Besides product exclusions, the effect of GSP 1is also
limited by the Competitive Need Criteria. These were adopted in
part to compensate for the disparity in competitiveness among
EDCs, and in part to prevent major disturbances in U.S. dcomestic

3/ The average tariff on apparel products in 1979 was 27.0
percent, while on footwear it was 10.4 percent. The average
tariff on all manufactures was only 8.1 percent.
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industries. 4/ Of $9.7 billion of U.S. imports eligible for Cap
in 1978, $3.2 biilion were denied duty~free entry because of
competitive nezd limitations. (See Table 18 for data on the first
three years of operation of GSP.)

The competitive need criteria have been criticized both
by the eligible developing countries and by representatives
of those U.S. industries that are affected by GSP imports.
Developing countries have focused their criticiem on the 50
percent market share limitation. They contend that, because
product categories are defined very narrowly, it is easy to exceed
the market share limit, while the volume of the products shipped
may be quite small. 5/ The 1979 Trade Agreements Act addressed
this issue, modifying the 50 percent market share rule soc that it
will be invoked only if U.S. imports of a GSP product exceed $1
million. 6/

The two criticisms of the competitive need criteria most
often voiced by U.S. labor and business are that products cannot
be removed permanently and that no mechaniem exists for renoving
countries from eligibility. 7/ A product can be redesignated
as eligible if, in the year subsequent to its removal from eligi-
bility, exports drop below the ceilings. U.S. labor representa-
tives contend that permanent removal of a country's eligibility

4/ Exports of specific products are declared ineligible for GSP
benefits 1if the products attain a specific level of competi-
tiveness. As defined by the 1974 Trade Act, a product is
deemed competitive, and therefore ineligible, 1f in any one
year exports exceed $25 million in 1974 dollars (in 1979 this
amount was $41.9 million) or if it accounts for more than 50
percent of U.S. imports of the product.

3/ Testimony by H. Cubillos, Director, GSP Prcject, UNCTAD/
UNDP, before the Inter-Agency Trade Policy Staff Committee on
the Generalized System of Preferences (September 18, 1979.)

6/ As with the other competitive need limitations, this celling
is linked to growth of the U.S. GNP.

7/ Statements by Stanley Nehmer, President, Econcmlic Consul t—
ing Services, Inc., and Rudolph Oswald, Director, Depart-
ment of Research, AFL-CIO, before the Inter-Agency Trade
Policy Staff Committee on the Generalized System of Prefer-
ences (September 18 and 20, 1979).
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TARLE 18. U.S. IHMFORIS FEUH GS?*ELIGIBLE'jDEVELOPINGA‘COUNTRIES,
"976~1978 (Billions of dollars)

1976 1977 1978

Total Imports from Eligible
Developing Countries 28.1 - 34.7 4104
Most Favored Nation Impocrts
Duty free 7.1 9.2 10.0
Butiable 14.4 17.8 21.6
Eligible for
Generalized System
of Preferences 6.5 7.7 9.7
Less
Exceeds 50
percent limit a/ (0.7) (0.8) (1.0)
Exceeds dollar :
limit a/ (1.2) (2.0) (2.2)
Not granted GSP b/ (1.5) (1.0) (1.3)
Granted Generalized
System of Preferences 3.2 3.9 5.2
Agriculture (0.5) (0.6) (0.6)
Manufactures (2.6) (3.3) (4.6)

SOURCE: Office of the U.S. Trade Representative.

a/ Denied duty-free entry because of competitive need criteria
limitations.

b/ Denied duty-free entry because irsufficient share of value
added originated in the exporting country, or because of
transshipment or other factors.

for specific products, as well as permanent removal of countries
from eligibility, are necessary in order to assure that the
poorest developing countries have a chance to take advantage of
GSP. These contentions are discussed in more detail below.
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difficult to documont the pleec of ovigin, oy bioguse tho prgluek
does not fulfill the requivemnnt that ot lesot 35 porcest of ige
value ozriginate in a benefisiory country. 1o 1978, $1.3 billion
worth of otheruice cligible gosds folled to cater froe of 4uty
because or these considerations (Table 18).

Effect of GSP on Elipible Developies Countrices' Exports

For th2 roasons discussed above, only about onc-half of the
products decigrated as GSP~eligible in 1978 cantored duty free
(Table 1#). Of those, the vast cajority were wenufactures, with
agricultursl iuports accounting for only J2 percent.

Duty-free eatry changes the relative price of GSP items
with respect both to dozectic goods and to ipports froa imuligible
countries. TYable 19 pregents ectimates of the increase in U.S.
imports of manufectures from eligible developing countries that
resulted froa these two effects. 8/ The increage 1 1977 was
valued at $549 nillion, conzisting of $511 willton bocause of
lmproved price competitivemess relative to U.S.-preduced gooads,
and $38 million becauce of diversion of trade from nonbene-
ficiarivs. 9/ This increase represents a gein cf about 2 percent
in exports of all canufactures from eligible countrics to the
United States and a gain of 9 percent in exports of GSP-eligible
wanufactures.

8/ Only the changes in imports of manufactures were analyzed,
both because of date limitations and because GSP 1is aimed
primarily at increasing manufactured exzports from EDCs.

9/ These estimates may be overstated beczuse of the large volume
of trade classified as miscelianeows manufactures, which,
due to data limitatioms, could rnot be disaggregated. The
estimates are also, however, somevhat understated because
average tariffs for each category were used rather than
tariffs for apecific GSP products.
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TABLE 19. ESTIHATED IHCEDASE I
o T OFROM BLIGIBLE DOVELOPL
GEFRRALIZED SY8TEN] OF DLUBE
of dollurg)

1976 | 1977
Increcced Ezports Because of
Additionnl U.S. Domand 360 511
Increased Exporto Because of
Divergion from Nonbeneficlaries _29 38

Totel Increase 389 » . 549

SOURCE: CBO estimates, calculated from data provided by the
Office of the U.S. Trade Representative.

NOTE: For a description of the methodology used to perform the

calculations, see Appendix V-A; for a breakdown by sector,
gee Appendix V-B.

Discribution of Increases in Exports

The largest s'.are of these increased experts accrued to
five of the most advanced EDCs: Taiwen, South Korea, Hong Kong,
Mexico, and ZIrazil. As Table 20 demonstrates, these couatries
accounted for 68 percent of the jamports that entered the United
States under GSP in 1978. This is particularly striking in that
these countries accounted for only 56 percent of total imports
of manufactures from all cligible developing countries. The
differences in ability to export GSk-eligible products are further
illustrated by the fact that the high-income eligible countries as
a whole accounted for 86 percent of U.S. GSP trade in 1978, while
middle- and low-income eligible. countries accounted for only
11 percent and 3 percent, respectively.

Some observers suggest that the CGSP scheme shonld‘be modi-

fied so as %o distribute benefits more widely among the eli=
gible countries. Proposals as to now best to achieve this aze
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TABLE 20. . DIZTRISUTION OF U.8. €50
BEVELGPLING CouninY 1
LEADIES TRADERS - {(Perecnibvos)

Distribution of
Totol Iwporto

from Elipible Diotribution of
Developing Trade Entcring
Countries Under GEZP
Income Groups
Advanced developing
countries a/ 72.3 85.3
Middle-income :
developing countries b/ 22.3 11.2
Low—incone
developing countries c/ 5.1 3.5
Leading GSP Traders
Taiwan 12.5 27.5
South Korea 9.1 12.5
Hong Kong - 8.3 10.3
Brazil 6.7 9.0
Mexico 14.6 8.8
Total 51.2 68.1

SOURCE: Office of the U.S. Trade Representative.
a/ GNP of $900 or more per capita.
b/ GNP of $900 to $300 per capita.

c/ GNP of $300 or less per capita.

numerous. They 1include changing the competitive need criteria
so that a country's eligibility to export specific products
under GSP 1s permanently removed, eliminating additional countties
from eligibility, and expanding the range of producte that are
eligible for duty-free entry. Some of the proposals, such as
expanding the product coverage of GSP, are advocated by developing
countries but opposed by U.S. labor and business, while othets,
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such as ths go-called country gradvation schemeo, alﬁs@ﬂVSCﬁted
by U.S. denestic interests but oppaced by Goast developiys couus
trien. Although meny of thege proposals hove cvolved fres.a
desire to cupcond the euport-proenoting cffcet that CLP Ly on tha
leapt competitive countrdeo, it i unliloly thot cny of the
propovalo could markedly cffect their capzeity to cuport woou-
factures in tho fuucdiete future. 10/

A vccent study prepared by the Department of Labor inveoti-
gated the effect that removing products freoz elipgibility would
have on the ecuporting countries. 11/ In the first tuo ycars of
operation of GSP, there vere 181 products for which at least
one of the top five beneficlaries lost eligibility because of
competitive necd limitations. The Labor Department study analyzed
changes in the trade of thegce goods from 1976 to 1977, and found
that net duty-free exports of the four top traders not losing
preference, and those of the more than 90 other exporters, in-
creased by similar amounts ($33 million and $38 million, respec-
tively), while net duty-free exports from the countries losing
preference decreased by $200 million.

Changes in trade flows responding to changing circumstances
usually occur after a lag, and the period considered here may
be too short to take this into account. Nevertheless, the results
suggest that losses of preferences caused by competitive need
criteria do not result in immediate dramatic increases in exports
from the least competitive countries (although they clearly hurt
the ccuntries losing preferemces). A change in product eligi-
bility for GSP is but one of many factors that affect the exports
of developing countries. Actual exports depend on the ability of
the economy to produce competitively, and preferences of the
sort granted by GSP may not be sufficient to compensate for the
differences in competitiveness among countries, or between U.S.
producers and those in the developing countries.

10/ Trade concessions have the greatest immediate export-promot-
ing effect when a country has established industries,
which, with some extra advantage, can compete successfully in
world markets.

11/ "GSP Graduation,” Memorandum from Howard D. Samuel, Deputy

" Under Secretary for International Affairs, U.S. Dapartment of
Labor, to members of the Trade Policy Review Group (March 29,
1979; precessed).
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Bimdlarly, it 15 not clear that by graduating certoeln coun—
tries, greatcr benefite would accrue to thooe still elisiblo. %he
notion of predustion that 1o currcently being debated 12/ esouzas
that, with ¢he exception of five to tem countrics, all 2itp
are cqually ceoapatieive. Thic 1o hardly the caco. %he developing
countricy of the vorld are not a heaogenzous group; wide digpaprl-
ties exiot coong then in torns of regources, infraotructural base,
and the availability of gkilled labor. The elinination of the
wost advanced EBCo would not elter thio gituation--ot leuzst not in
the chort run. Thuo, olthough 1t ig ivrogoible to ectinate the
effect that the graduntion of the Doot advanced EBCs would have,
the exports of countrico vith continued GSP benefits would not be
likely to increace icnediately.

The permanent removal of products from cligiblity, together
with ccuntry graduation, night, hovever, have an effect nn thoge
U.S. industries that coupete with GSP products. A number of
cases are known in vhich competition from GSP items has caused
disturbances in the U.3. economy. 13/ A more stringent applica-
tion of competitive need and eligibility criteria, in effect
reducing che number of products that enter duty free (particulerly
if directed at certair import-sensitive items), night reduce the
disruptions caused by GSP. The cost of such measures would of
course be borne by thosge developing countries whose exports became
ineligible for duty~-free entry and also by U.S. congumers, who

would pay higher prices.

Another way of increasing benefits to the less competitive
exporters, while not changing the eligibility of the major bene-
ficiaries, would be to allow all their GSP-eligible products
to enter free of duty, regardless of competitive uneced criteria
or other considerations. CBO estimateg that this would have
incressed the developing countries' exports to the United States
in 1977 by $66.2 million, raising the trade~promoting effect of
GSP by 52 percent (Table 21). The products registering the ma jor
increases would include nonferrous metals, textiles, 14/ lumber,

12/ See testimony of Nehmer and Oswald.

13/ The most important such product was leather apparel, which
was originally a GSP-eligible item but was removed from
eligibility in 1978.

14/ A emall- number of textile preducts are eligible for GSP.
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TABL® 21. IKCREASE I¥ LDC EXPORTS, COTHER TEAN TLOCY OF
PIVE ~TRADERS, IP ALL GSP-ELIGEBLE CGGOBS LA Bur
DUTY PREE IN 1977 (Mililiona of dollaua) :

Increane
in Exmporte

Trade Benefito of All Eligible

Countriees Under Current GSP Limitations 549.2
Top five eligible '
countries (422.8)
All other eligible '
countries . (126.4)

Increase in Exports if
Restrictions Were Removed,
Excluding Top Five Trading Countries 65.2

SOURCE: CBO estimates calculated from data provided by the Office
of the U.S. Trade Representative.

NOTE: For distribution of increases for 25 manufacturing cate-
gories, see Appendix V-C.

and miscellaneous manufactures. Although this would be a large
increase in benefits, it would be relatively small in comparison
te¢ total exports of those countries to the United States. For
certain countries with limited exports, however, even a small
increase in trade volume would represent a sizable net gain.

Multilateral Trade Nepotiations

Developing countries are concerned about the effect that
tariff reductions, agreed to by the industrial nations in the
recently concluded Tokyo Round of Multilateral Trade Hegotiations,
may have on GSP benefits. This concern is justified. The level
of preferential access granted to developing countries' exports by
GSP is dependent on tariff levels. More epecifically, it depends
on the difference between the fero duty charged on C3P itefo and
the tariff charged on imports of similar items from nonbeneficiery
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sources. Reductions in tariffe decroace tho valatlus pricse
advantage that' CSP dmports eujoy swer other ifuporiz. Fresweably
as a conpequence of this chenge in relative peleon, souz UlB.
domestic demand would chift from GSP to non-G3P securces, thoreby
reduciay GSP trode.

Teriff reductions are, howvever, likely to provide some
important benefits for the LDCs. Only one-fourth of cligible
countries’ dutiable exports to the United Stotes are currently
granted duty-free entry under GSP; the remaining threo-fourths
are subject to tariffo. Among thoge 1items cubject to. tiriffe
are exports excluded from GSP because of import censitivity
considerations, as well as products subject to compétitive need
iimitations. 15/ While GSP concesscionc have been granted ‘for a
limited period of time, the Tokyo Round tariff reductionn, are
permanent (although they will be phased in over an eight- to
ten-year period). If the GSP program were to lapse, the eligible
countries would still be assured the benefit. -of lower tariffs
negotiated in the Tokyo Round.

The net effect that tariff reduction will have on déveloping
countries' exports depends on whether or not the decline -
GSP exports is offset by increased exports of non-GSP products.
Excluding trade in agricultural products and textiles, and using a
1977 trade base, CBO estimates that exports of GSP-eligible
manufactures to the United States will decline by $39 million
and non-G5P exports will increase by $367 million, for a net
increase of $328 million. 16/ About one-fourth of the estimated

15/ oOver time, an increasing number of products that are cur—
rently eligible for GSP will exceed compet:.tive need limi-
tations and become subject to tariffs. The Llower the tariff,
the smaller the disruptions that are likely to result from
loss of duty-free access.

16/ These calculations assume that all tariffs will be reduced
at the same time, therefore overstating, perhaps markedly,
their estimated effects. Because of data limitations, it was
necessary to use average tariffs for each of 24 industrial
categories rather than the average tariffs on the dutiable
component of these sectors, therefore understating the
effects of the reductions in duty. The methodology used to
perform these calculations is described in R.E. Baldwin and
T. Murray, "MFN Tariff Reductions and Developing. Country
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decline in exporte will result from a ohift - in U8, dezand. for
importa of consumer eclectronics products to nonbuncfilelary
ceuntrice (mostly developed nations), while the wmsjor: increesas
in enporto will come in miscellaeneous naenufactures; rubber
end plastic products, consumer electronics, aend scientific: and
measurinn inctruments. 17/

Conciusions on GSP

The succeos of the GSP program depends on the criteria
used to evaluate it. As a device for accelerating and expand-
ing exports from those developing nations that have attained a
moderate level of i{international competitivenegs, GSP has been
largely successful. As a means of promoting cxportc of nanu-
factures from those developing nations that have demongtrated only
a very limited capacity to engage in trade, it hao achieved only
modest results. The increase in trade olumes attributable to GSP
in absolute terms are impressive: an additional $500 million
worth of manufactured exports to the United States in 1977, and
presumably larger increases in 1978 and 1979. These regults
compare favorably with the more traditional U.S. foreign aid
programs. {(In 1977, total U.S. bilateral development assistance
outlays amounted to $4.2 billion.) On the other hand, compared
with total exports from eligible countries to the United States,
the share attributable to GSP 18 less striking. The program has
been 1in operation for only four years, however, and in time
developing countries may improve theilr response to the incentive
GSP provides.

Trade Benefits Under the GSP," Economic Journal (March 1977).
The authors, using a 1971 trade base including agricultural
products but excluding textiles and footwear, and assuming a
50 percent across—the—board tariff cut, estimated that net
EDC exports to the United States will increase by $38 mil-
lion. In a paper prepared for UNCTAD, P.J. Ginman and
others, using a set of differant assumptions and a 1976
trade base, estimated that net exports from EDCs will decline
by $316 million. (See P. J. Ginman and others, "Implicaticns
of the Tokyo Round of Multilateral Trade Negotiations for
Exports from the Developing Countries". (July 1979, updated
Auguet 1979; processed.)

17/ See Appendix V-D for breakdown by sector.
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‘A number of proposals have baen advanced to nodify GGP.
These proposals £fsll into two categoriss: thooe aimed ap io~
creasing the advsatsge that the least compotitive countries derive
from tho program, and those alwed at reducing the dlarupticns that
it causes in U.S. industries. Theece goalo imvolve controdictory
policies. The first, increasing the produse coverage of tha
escheme, inmplies increased importe, while the latter involves
reducing product coverage, and thereby reducing duty-free inports.

OFFSHORE ASSEMBLY PROVISIONS OF THE U.S. TARIFF CODE

‘'The offshore assembly provisions (OAP) of the U.S. Tariff
Code allow certain exports of manufactured products to enter the
United States at reduced duty. Both developed ond developing
countries may benefit from these provisions. They apply to metal
products and to manufactures containing U.S.-made conponenta. 18/
Metal products sent abroad for processing and returned to the
United States for further processing are charged a tariff upon
reimportation only on the value of the processing performed
abroad (Tariff Code 806.30). Similarly, any manufactured product
agsembled abroad that contains U.S.~made components 1is subject
to a tariff on the total value of the product less the value of
the U.S. components that it contains (Tariff Code 807.00). Of all
products entering the United States under OAP, about 90 percent
enter under this clause. As with GSP, OAP is not unique to the
United States; the tariff codes of most industrial nations contain
similar clauses.

These offshore assembly provisions provide a variety of
incentives to developing countries to promote their manufacturing
industries. 1In effect, the provisions allow labor-rich developing
nations to exploit their competitive advantage in labor costs.
The incentives provided by Tariff Code 806.30 tend to be limited
by the restriction that the offshore operation involve only
processing. The stimuli provided by Tariff Code 807.00 affect a

18/ These provisions consist of items 806.30 and 807.00 of the
U.S. Tariff Code. Item 806.30 was enacted by the Tariff Act
of 1930 in order to allow U.S. manufacturers to ship their
goods to Canadian plants for processing that could not be
accomplished in the United States. Item 807.00 was enacted
in 1965 to correct an anomalous practice that arcse under the
Tariff Act of 1930. Both provisions have been modified
several times, most recently in 1974.
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wider rengs of Zndustrial activities, givr~ duty is charged en“the
valus of the U.S.-made componcnts regerdless of ths gunber of
nanufacturing oteps or thoir cooplexity. HManufecturers in LBCs
may e cncouroged to produce locally a variety of cenmponcnts that
can Bo added to the U.S.-wmade oneo, and cince the regulations
raquire only that the U.S. cooponents not be materinlly ‘altered,
the apocubly process may involve a veriety of processes, further
encouraging diveroification in the LDCg.

The fact that OAP has provided incentives to LDCo to - increase
their exports ic demonstrated by the rapid rate of incrcage of OAP
exports from LDCo to the United States. From 1970 to 1978, LDC
exports of OAP goods increased almoot fivefold in real terms.
In nominal terms, the increase hao been from $540 million in
1970 to $4.3 billion in 1978, the latter figure representing
about 10 percent of U.S. imports of manufactures from LDCs in
1978. The major products were electric machinery, apparel,
measuring and controlling instruments, nonelectrical machinery,
and transportation equipment.

As with GSP, a small group of the most advanced LDCs ac~
counted for most of the trade. In 1978, the top five GSP bene-
ficiaries accounted for 66 percent of the U.S. OAP trade with
developing countries. 19/ If Singapore and Malaysia are in-
cluded, seven countries accounted for 88 percent of the trade. 20/
The low-income developing countries (with annual per capita
incomes of $300 or less) were, as in the case of GSP, able to take
only very limited advantage of the progranm, accounting for less
than 10 percent of the OAP trade. .

Developing countries have not put great emphasis on the
offshore assembly provisions, preferring instead to press for
expanded GSP programs and for increased foreign aid. The bene-
fits from OAP are, however, significant. One analvst estimated

19/ Taiwan, Hong Kong, South Korea, Mexico, and Brazil.

20/ One country in particular, Mexico, accounted for more than
one~third (36 percent) of the OAP trade with LDCs in 1978. A
large number of industries have developed along the border
with Mexico, particularly along the Texas border, specializ-
ing in OAP products. Many of these factories are in fact
subsidiaries of U.S. manufacturers vho ship their components
to these border factories for assembly in order to take
advantage of the lower labor costs in Mexico.
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that if OA? had not existed in 1975, LBC ezports of manufactures
to the United States durinm that year would have boea $235 willion
lower. 21/

Along with bonefito, OAP pay algo eateil ccrtaln costo for
LDCs. Incentives to. utilize U.S.-zade compouenta 2y diccourage
some local LDC industrice fron producing these cowponents.
Furthermore, inefficiencics may be introduced 1f the U.S.-zade
components are not the cheapest available.

QUANTITATIVE RESTRICTIONS ON LDC TRADE

 The pecond major type of barrier to LDC trade, other than
tariffs, consists cof quantitative restrictions on imports. Many
of the products limited by quantitative restrictions are also
subject to tariffs, which for some manufactured products are quite
high.

Some observers suggest that developed nations could provide
effective export incentives to developing countries by relaxing or
removing quantitative restrictions on imports. The success of
such a policy would depend, of course, on the degrec to which
quotas currently restrict LDC exports. EZ/

21/ This estimate excluded textiles. Curiously, in the absence
of OAP, net U.S. textile impotts would have increased by
about $59 million. This would have occurred because foreign
producers would have substituted more expensive foreign
components for U.S. components, thus increasing the price of
their goods, while maintaining their exports constant as
allocated by U.S. import controls. Including textiles, net
LDC exports to the United States in the abscnce of OAP would
have declined by $177 million. See Thomas Birnberg, “Trade
Reform Options: Economic Effects on Developir and Developed
Countries,” in William R. Cline, ed., Policy Al ernatives for
a New International Economic Order (Praeger, 1979), PP
240-245. TFor a technical explanation, see J.M. Finger,

"Trade and Domestic Effects of the Offshore Asscembly Provi-
sion in the U.S. Tariff," American Economic Review (Sep-
tember 1976), pp. 598-611.

22/ The trade-restrictdng effect of a quota depends om the
level at which the ceiling on imports is get. [f the ceiling
18 near to or above the productive capacity of the exporter,
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The following sectioms will analyee the affmct Of. UeBs;
uonrubber footwear and textile quotas on the exports of the LDCs
subject to them. 23/

Pootwecor

The United States has negotiated bilateral agreecments . to
restrict trade in nonrubber footwear with two countries, Taiwan
and South Korea. These understandings, knoun as Orderly Market-
ing Agréezents, went into effect fin July 1977 and will expire in
19&1. Talven has agreed to ship no more than 506 nillion pairs
over tfiz fovr-year period, and South Korea has agreed to a four-
year celling'of 145 million pairg.

. AR

These quotas have indeed restricted Talwancse and South
Korean exports. In the first full year of operation (July 1,
1977, to June 30, 1978), both countries largely filled their
quotas: Taiwan shipped 124.7 million pairs, 99 percent of the
amount allowable; and South Korea, 28.3 million pairs, or 78
percent of the quota.

There is more direct evidence of the effect of the quotas on
Taiwanese and South Korean exports. From calendar year 1977 to
calendar year 1978 (1978 being the first full year that the quotas
were in force), the two countries' combined market share of
total U.S. nonrubber footwear imports dropped from 61 percent to
40 percent. Net U.S. imports from the two countries combined
declined by 77.2 million pairs, while total U.S. loports increased
by 5.5 million pairs. From 1978 to 1979, their net exports to the
United States of nonrubber footwear increased slightly, by 1l.4
million pairs, while total U.S. imports increased by 31.1 million

its trade-restricting effect i1s likely to be modest. If the
celling is at a level substantially short of the current
productive capacity of the exporter, however, and 1if there
are no alternative markets available for these goods, the
quota could inhibit new investment in the industry, and even
result in some plant closings.

23/ The United States also has quantitative rastrictions on a

number of agricultural products that LDCs export, as well as
on color television exports from South Korea.
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pairs. 24/ While it is difficult to make aceurate calculations,
estimates of ths productive capacities of tite nonrublor feotwcar
industries in Taiwvan and South Korea suggect that they have
remained virtually coastant since 1976-1977. Furthernore, total
U.S. ioports of nonrubber footucar have been 1increasing since
1976, wvhile domestic demand and production have stagnated,
suggesting that the quotas have hurt South Korea and Taiwvan while
being ineffective in protecting U.S. producers. The ccuntry that
increased ito exports of footvear most dramatically over the
period was Italy-—not a developing nation--vhich achieved a 24
percent share of the U.S. import market in 1979, up from 13
percent in 1976.

Assuming that all the reductionz in South Korean and Taivan-
ese exports vere the result of U.S. quotas, 25/ a naxinum trade
loss can be calculated. This loss io ectinated by taking the
average share of the U.S. market for imporits of nmonrubber footwear
that these countries accounted for in the tvo years before the
quotas took effect, 1976 and 1977, 26/ and applying these market
shares to 1979 trade volumes and values. The results of these
calculations suggest that Taiwan lost a maximum of $191 million
worth of trade and South Korea a maximu.. of $217 million, if
quotas were the sole cause of the change. 27/

Textiles

Estimating the effect of changes in U.S. textile quotas
1s more difficult, partly because the United States has negotiated

24/ Total U.S. imports of nourubber footwear between 1976 and
1979 vwere: 1976, 370 million pairss 1977, 368 million pairs;
1978, 374 million pairs; and 1979, 405 million pairs.

25/ A variety of other factors--such as changes in exchange rates
and relative wage rates, development of markets other than
the United States, and changes in competitiveness-—-could
also have contributed.

26/ Shipments from both countries in the first half of 1977 were
exceptionally high because of an attempt to make sgales
before the quotas went into effect. Therefore, the average
market share in these two years 1s somewhat overstated.

27/ See Appendix V-E for calculations.
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different bilateral agreements on textile trade with:each of the
19 rountries (18 developing countries and Japan) subject to
quaniitative limits. The restrictions in most countries apply to
yarn, fabric, and apparel ‘manufactured from cotton, wool, and
manmade fibers. Furthermore, while aggregate ceilings on all
textile trade are binding for a majority of the countries subject
to them, product-specific ceilings are binding only on a fraction
of the products exported by these nations. DBecause of this, and
various data limitations, it is difficult to assess elther the
volume or value of trade that has been discouraged by the quotas
or the increase in trade that would result from their removal or
relaxation.

It 1is possible, however, to identify those countries that
have been most affected by the quotas, which are also those
countries that probably would benefit most from a relaxation of
the current restrictions.

of the 13 nations subject to aggregate quotas--which set
ceilings on a nation's exports of all products manufactured from
the three types of fibers, measured in square-yard equivalents-—
seven countries (Hong Kong, Talwan, South Korea, Macao, Pakistan,
Haiti, and Poland) filled their quotas by 70 percent or more in
1978. 28/ However, four of these-—-Pakistan, Macao, Haiti, and
Poland——accounted for only 8 percent of the volume of controlled
U.S. trade in textiles in 1978, and for 5 percent of total
trade. The other three countries that filled their quotas by
70 percent or more-—Hong Kong, Taiwan, and South Korea--were the
major exporters of textiles to the United States in 1978, account-
ing for 58 percent of the volume cf controlled imports and 38
percent of total imports. 29/

The product-specific quotas give another measure of the
effect of U.S. restrictions. Table 22 presents data on the share

28/ It is assumed that the disruptive effects of a quota first
manifest themselves at the level of 70 percent filled.
Although this may be too low a level for some products,
particularly for those that are shipped in large quantities
and are subject to large quotas, conversations with several
observers who monitor textile trade and quotas suggest that
this is a plausible level to select. For detail of quotas by
country, see Appendix V-F. ’ :

29/ See Appendix V-G for detail by country.
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TABLE 22. TRADE ACCGUNTED FOR RY QUOTAS 70 PERCEﬁT R HORE FITXIED
IN 1978 (liillicons of square-yard edquivalento) - ‘

Percent of Totol
Shipzents Accounted  Shipmasnts Aceouated

for by Quotas . for by CQuotes

Total 70 Percent or 70 Porcent or

Shipments Hore Filled Hore Filled
Hong Kong 924.2 828.8 90.0
Taiwan 700.0 595.2 85.0
Pakistan 165.1 139.2 84.0
South Korea 541.7 444 .4 82.0
Thailand 76.3 56.2 73.7
Mexico 134.9 9.5 7.1
Singapovre 123.3 79.1 62.9
Malaysia 27.5 17.3 62.9
Poland 32.3 20.3 62.8
Romania a/ 12.3 6.9 56.1
India 85.6 48.9 56.1
Macao 38.7 21.4 55.3
Colombia 45.8 23.7 51.7
Haiti 75.4 36.0 47.7
Brazil 33.0 14.9 45.2
Philippines 161.2 57.4 35.6

SOURCE: CBO calculations performed from data provided by the U.S.
Department of Commerce.

g/ Only products made from wool and manmade fibers.

of total exports accounted for by quotas that wers 70 percent or
more filled. These comparisons presume that the greater the total,
share of exports for which a product accounts, the greater its
importance in the export package of the naticn. Once again, the
three major exporters, plus Pakistan, stand out, with over 80
percent of each country's total exports of textiles accounted
for by those products for which quotas were 70 perceant or more
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- filled. 30/ These data could be interpreted as suggesting that
quotas have a relatively greater inmportance for these countries
than for most otherc subject to restrictions on textile trade.
For the majority of the other countries, products for which quotas
were 70 percent or more filled accounted for between 50 and 65
percent of total trade by volune.

Conclusionz on Quotas

A relaxation of U.S. quotas on footwear and textiles would
le~nd to increased exports from most of those LDCs subject to
them. A relaxation or removal of restrictions on Taiwanese and
South Korean footwear exports could result in a maximum Increase
in trade that compares favorably with the benefits these nations
derive from the Ceneralized System of Preferences. Changes in
U.S. textile quotas would be likely to regult in increased exports
from all natlons subject to them, but the countries that would
benefit most in the short run are the ones for which quotas have
the greatest export-restraining effecct--Taiwan, Hong Kong, South
Korea, and Pakistan.

30/ Pakistan is somewha: different from the other three coun-

" tries. Most of its trade was accounted for by exports of
cotton fabric, and 1978 was an exceptional year in that
Pakistan exported twice the volume of cotton products that it
did in 1977.
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CHAPTER VI. FUTURE DECISTONS ON THE FOREIGN ASSISTANCE BUDBGET

The basic decisions to be made regarding the foreign aid
budget concern its level and its composition:

o idow much aid should the United States provide?

o How should it be divided between multlilateral and bi-~
lateral channels?

o How should it be distributed among bilateral programs?

This chapter reviews the ilmmediate decisions facing the
Congress, and examines how thelr outcome will affect both the
level and the composition of foreign aid. It concludes with a
discussion of the alternative courses of action open to the
Congregs for the decade of the 1980s.

CURRENT BUDGET DECISIONS

The Level of Foreign Aid

In attempting to 1limit the growth of the federal budget,
the Congress will give close scrutiny to foreign aid as a source
of possible savings. The developing countries, however, will seek
increased assistance as slower growth in the developed countries
and further increases in the price of oil constrain their earnings
and development prospects.

Fiscal Year 1980. The difficulty of reconciling these
conflicting pressures became evident in the deliberations on the
forelgn assistance appropriations bill for fiscal year 1980.

The Revised Second Concurrent Resolution on the Budget
for Fiscal Year 1980 included $15.2 billion in budget authority
and $10.5 billion in outlays for the international affairs
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function. lj Spending legislation previously eunacied for this
function totals $14.5 billion in budget authority and §$10.2
billion i1in outlays. Enactment of the 1980 forelpgn assistance
appropriations bill would require an additional $1.1 billion in
budget authority and $282 million in outlays. Other pending
supplementals would require $275 million in budget authority and
$254 million in outlays. Thus, the new budget ceiling will not
accommodate all of the Administration's gpending proposals for
1980.

Fiscal Year 1981. The constraints on the level of aid
operations caused by the restrictive funding of fiscal year 1980
are not likely to be eased for fiscal year 1981.

The First Concurrent Resolution on the Budget for Fiscal
Year 1981 included $23.6 billion in budget authority and $9.5
billion in outlays for the international aifairs function. CBO's
preliminary reestimate of the Adainistration's revised hudget
request for fiscal year 1981 is, however, $24.43 billion in budget
authority and $10.26 billion in outlays. The targets in the first
concurrent resolution suggest that the Congress i1c unlikely to
approve the full amount oY the Administration's request. The
outlay ceiling poses a particular problen for foreign aid. Some
assistance programs (bilateral development assistance and contri-
butions to the multilateral development banks) result in only
small outlays in the budget year. Thus, quite significant cuts in
these programs would be needed to meet the outlay ceiling. Other
programs (ESF, food aid) require larger ocutlays in the budget
year, but the historical record suggests that these are less
likely to be reduced.

Bilateral Aid

The distribution cf aid to countries varies among the
three bilateral aid programs. Currently, development assis-
tance and food aid are widely spread geographically, while ESF is
focused primarily on the Middle East.

1/ Function 150, International Affairs, covers bilateral develop-
ment assistance, multilateral development banks, international
organizations and programs, migration and refugee assistance,
forelgn military credit sales, the Foreign Military Sales
Trust Fund, administration of foreign affairs, the Interna-
tional Communications Agency, and the Export-Import Bank.
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Deveslopment Assistance. The Administration proposes a real
increase in bilateral developnent asslstance for fiszcal year
1981. As compared with the conference report on the foreign
assistance appropriations bill for filecal year 1980, whach,
althouph not eracted by the Congress, is indicative of the posi-
tion of the Appropriations Comnittees, the Adminictration's
(revised) request for fiscal year 1981 would provide % percent
real growth in funding for developuent acslstance. Meocsured ia
current dollars, budget authority would rise from $1.65 billion to
$1.94 billion.

If approved by the Congress, this increase in fundlag would
be in line with the New Directions goal of supporting long~term
economic development and providing for basic human needs. The
countries most dependent upon this kind of official ald are the
poorer developlng countries. Thelr needs are increasing with the
rise in oil prices and the reduction of export opportunities.

Economic Support Fund. The ESF has tripled in real terms
over the past decade, but the Administration does not propose to
continue this growth. Its request for fiscal year 1981 showus
no 1increase over the level contailned in the forelgn assistance
appropriations conference report for fiscal year 1980, which,
in real terms, was 25 percent below the fiscal year 1979 level.

But the reasons btehind the ESF's growth make 1t unlikely
that funding wiil fall much 1n the near future. ESF aid supports
countries in whi:h the United States has a security interest,
primarily Middle Eastern countries. And the fact that the funds
are mostly earmarked by country helps to preserve them from the
across-the~board cuts made 1n development assistance prograus,
which are presented by functional account.

Food Aid. The amount of U.S. food aid i1s related to domes-
tic agricultural production and to commercial demand for farm
products. An increase in agricultural exports, coupled with a
decline in food aid funding, has resulted ir sharply diminished
aid shipments during the 1970s.

During the 19708, increases in LDC cereal production kept
pace with population growth, 2/ but little progress was made
toward decreasing the LDCs' need to import food. Since the rate

2/ Information provided to CBO by the International Food Policy
Research Institute, June 1980.
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of agricultural production is mot likely to accelerste ia the
1980z, the uwed for U.5. food aid will continue.

Hov much the United States contributes in food aid will
depend both on the dollar level of P.L. 480 appropriations and on
commodity prices. Uader the 1960 Food Ald Corwventilon, the United
States 1s pledged to a winipunm annual shipoent of 4.47 wzillion
metric tonoc of foed grain. The food aid budget level implicit in
the fiscal year 1980 budget, dincluding supplemental requeets,
would peruit shipments of 6 million metric tons at current prices,
compared to the 6.7 miliion ehipped in fiscal year 19/9. The
Adoinistration's budget request for fiscal year 1981 also implies
shipments of 6 million metric tous.

Multilateral Development Banks

Until this year, the Congress had always approved the Admin-
istration's authorlzation requasts for the MDBs without reduction.
Recently, hcuwever, the Congress has shown a reluctance to continue
full support, as reflected in recent cmendnents to authcrization
legislation for replenishuzents falling due in figecal years 1980
to 1983. TFor example, the foreign assistance authorizations
conference report for fiscal years 1980 to 1983 provided for
contributions of $4 billion (for the Inter-American Davelopment
Bank, the Asian Development Bank, and the African Development
Fund), but the bill as passed by the Congress in May 1980 author-
ized only $3.6 billion.

Other contributing countries have expressed concern as to
future U.S. participation in and support for the MDBs . especially
as MDB requests in the 1980s will exceed requests during the 1970s
even 1f authorization is sought only for paid-in capital. The
next decision will be made in fiscal year 1981, when authorization
will be requested for the proposed IDA-VI replenishment of $3.2
billion over three years. If passed, this would result in annual
appropriations of approximately $1.1 billion. 3/

Although Administration plans call for a significant increase
in U.S. support of the MDBs in the 19805, the Congress may decide
that these funds are better employed in other parts of the foreign
assistance program, or for domestic purposes. To maintain paid-in
capital contributions in the first half of the 19805 at the same
real level as in the last half of the 1970g would require the

3/ The replenishment is in support of soft loans and 1s therefore
fully paid 1in.
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Congress to approve at least 75 percent of the Administration's
planned reguessts.

A decision not to proceed with current Adminictration plans
for MDB contributions could have z variety of cengaquances. The
8ize of the U.S. share in the ADBs affects the ebility of the
United States not only to veto a speclfic decision, but also to
lead the banks 1in policy changes. Past U.S. lecdership in the
MDBs has encoureged developmeat of policies in 1lime with U.S.
preferences, and U.S. contributions have thus triggered funding
many times greater than its own in support of such policies.

U.S. Trade Policy Toward LDCs

U.S. trade policy toward developing countriee is not likely
to change in the near term. The Generalized System of Prefer-
ences, novw in the fifth of the ten years for which it was author-
ized, 1s undergoing reviev. lecommendations and proposals from
interest groups in the United States have focuced on incremental
ad justments aimed at making GSP operations more efficient.
Proposals advanced by LDCs to expand the list of eligible pro-
ducts, and to raise the limits on the value of shipnents, are
not likely to be acted on favorably. The offshore asgembly
provisions are subject to change in the context of U.S. tariff
code revisions, but no modifications of them are foregeen at this
time. Finally, the domestic economic factors that prompted the
imposition of U.S. quantitative restrictions on textiles and
footwear have not changed. The bilateral agreements on footwear
and the multilateral agreement on textiles are both subject to
renegotiation in the early 1980s.

CHOOSING THE FUTURE LEVEL AND COMPOSITION OF FOREIGN AID: STRATE-
GIES FOR THE 1980s

During the 1970s, U.S. foreign assistance outlays rose
modestly in real terms. Marked changes took place in the compo-
sition of U.S. assistance, with the sh:re of the Econonmic Support
Fund increasing as other aid programs stabilized or declined.
Because ESF is the vehicle for assisting countries of particular
political interest tc the United States, it typicelly focuses on
only a few nations. At the moment, Egypt and Isrzel are the najor
recipients of ESF monies.

These trends run counter to the Basic Human Keeds legislation
enacted by the Congress in 1973. That legiglation called for
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focusing U.S. aid on support of developing countries' efforts to
provide for basic human needs. Fuuds directly supporting this
poiicy have shown no real growth during the past decade, zad cane
soumponent, food aid, has even been reduced.

In choosing the future level of foreign aid, the Congress
will have to weigh assiestance to the poorer countries against
other objectives, euch ag the domestic needs of the United
States. In declding on the composgition of foreign aid, the
Congress can follow one of geveral possible strategies:

o Emphasize U.S. security interests. This would continue
the trend of the 1970s, but run slightly counter to
current Administration proposals. It would increase
ESF funding relative to other aid programs, and would
concentrate funding on a small nunber of countries.

0 Emphasize concern for equitable growth within the poorer
countries. This would u:ply more bilateral development
assistance and food aid, and/or increased support for the
multilateral development banks. It 1is consistent with
some Administration proposals, but would be a shift from
the trend of the 1970s.

Whether 1t would mean distributing aid to a larger
number of countries would depend on whether the United

tries. The balance between bilateral and multilateral
programs depends on the emphasis one wishes to give to
development via capical infrastructure (support of
the MDBs) or via social infrastructure (support of
bilateral development assistance and food aid). It also
depends on the value attached to an international approach
(through the MDBs) as against more direct U.S. control
(through bilateral programs).

o Emphasize assistance, by trade concessions, to those
countries best able to help themselves. The chief bene-
ficiaries, at least initially, would be the more developed
countries. Although this strategy could reduce the total
aid budget, 1t might have a negative effect on U.S.
employment because of increased import competition.
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APPENDIX I-A.

WORLD BANK LIST OF LESS-DEVELOPED COUNTRIES

Higher-Income
(over $2,500)

Upper-Middle-
‘Income
(51,136-$2,500)

Intermediate-~
Middle-Income
(5551-$1,135)

Lower-Middle-
Income
(5281-5550)

Low-Income ($280 or less)

O11-Exporting

Developing
Countries a/

Greece
Israel
Oaan
Singapore
Spain

Argentina
Bahrain
Barbados
Brazil
Cyprus
Fij1
Lebanon
Malta
Panana
Portugal
Uruguay
Yugoslavia

Algeria
Chile
thina,
Republic of
Colombia
Costa Rica
Dominican
Republic
Guatemala
Ivory Coast
Jamaica
Jordan
Korea,
Republic of
Malaysia
Mauritius
Mexico
Nicaragua
Paraguay
Pery
Syrfan Arab
Republic
Tunisia
Turkey

Bolivia
Botswana
Cameroon
Congo, People's
Republic of
El Salvador
Ghana
Guyana
Honduras
Liberia
Mauritania
Morocco
Papua New
Guinea
Philippines
Senegal
Sudan
Swaziland
Trailaud
Zambia

Afghanistan

Bangladesh

Benin, People's
Bepublic of

Burma

Burundi

Central African
Empire

Chad

Comoros

Egypt, Arab
RBepublic of

Ethiopia

Gambia, The

Guinea

Haiti

India

Kenya

Lesotho

Madagascar

Malawi

Mali

Nepal

Niger

Pakistan

Rwanda

Sierra Laone

Somalia

Sri Lanka
Tanzania
Togo
Uganda
Upper Volta
Yemen
Arab Republic
Yemen, People's
Democratic
Republic of
Zaire

Algeria

Ecuador

Gabon

Indonesia

Iran

Iraq

Nigeria

Trinidad and
Tobago

Venezuela

SOURCE: World Bank, World Debt Tables, Vol. I (1978), Pp. 21-23.

NOTE: Based on 1976 GNP per capita in 1976 U.S. dollars.

a8/ Countries that export large quantities of oil,

or for which oil exports are of considerable importance






APPENDIX I-B. DEFINITION OF OFFICIAL DEVELOPMENT ASSISTANCE

In order for foreign aid flows to be counted as Official
Development Assistance (ODA), as defined by the Organization for
Economic Cooperation and Development (OECD), the aid flow must
meet the following requirements:

o It must go to a country on the OECD list of less-developed
countries or to a multilateral institution that provides
development assistance to such countries. (All proposed
fiscal year 1980 U.S. development assistance funds will go
to such institutions and countries.)

o The aid must be provided for the promotion of economic
development and welfare. Any aid that is clearly to be
used for military weapons or for military purposes is not
included.

o The aid must be concessicaal in character, containing
a "grant element” of at least 25 percent. The grant
element is the difference between the face value of a
financial loan commitment and the discounted present
value (using a 10 percent discount rate) of the service
payments the borrower will make during the lifetime
of the loan, expressed as a percentage of the face
value.

All U.S. food aid counts as ODA, as does the Economic Support
Fund. A very small amount of U.S. forelgn economic assistance
does not count as ODA--for example, military-type operations, such
as the U.S. contribution to the UN forces in Cyprus and the U.S.
Sinai Support Mission ($21 million in fiscal year 1980); the
subsidy paid to the U.S. Merchant Marine for tramsporting P.L. 480
commodities ($93 million in fiscal year 1980); and a few loans
that are provided on terms that are insufficiently concessional to
qualify as ODA (none planned for fiscal year 1980). 1/

1/ Information provided to CBO by the Agency for International
Development, November 1979.
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APPPENDIX II-A. DISBURSEMENTS OF U.S8. BILATERAL - DEVELOPMENT - ASSISTANCE FUNDS -BY - MAJOR

Country 3§62 1963 1964 1965 1966 1967 1968 1969
India 467 402 344 265 310 212 301 203
Pakistan 217 186 236 188 127 137 132 104
Brarzil 85 61 130 235 244 215 194 12
Turkey 16 77 131 158 140 139 72 44
Colombia 8 93 79 4 86 105 78 101
Indonesia 17 15 10 3 - - 23 56
Bangladash - - - - - - - -
Chile 143 41 79 100 93 16 58 35
South Korea 38 38 33 32 86 70 40 25
Philippines 4 3 3 3 4 11 10 6
Bolivia 13 26 48 5 25 15 4 11
Nigeria 21 27 46 28 23 22 21 17
Tunisia 19 26 22 19 18 26 14 9
Panama 3 8 9 7 9 25 19 16
Ethiopia 7 10 5 6 35 14 7 17
Afghanistan 8 17 22 11 11 25 9 9

Subtotal 1,066 1,030 1,197 1,084 1,211 1,032 982 665

Other Countries
and Specific Regions 487 569 366 328 277 317 281 271

Total Fuuds Through
AID to Specific

Countries and Regions 1,553 1,599 1,563 1,412 1,488 1,349 1,263 936

Total Interregional

AID Funds_E/ 151 110 129 144 146 153 163 166
Total

(Current Dollars) 1,704 1,709 1,692 1,556. 1,634 1,502 1,426 1,102

Total
(1972 Dollars) 2,438 2,403 2,347 2,117 2,167 1,928 1,767 1,304

SOURCE: U.S. Agency for International Development, U.S. Overseas Loans and Grants,
1945-1971, and 1945-1978; information provided to CBO by AID.
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RECIPIENTS, FISCAL YEARS 1962-1979 (Millions of dollars)

1970 1971 1972 1973 1974 1975 1976 TQ 1977 1978 1979 Total

224 206 6 17 15 20 - - - 60 91 3,143
124 7 62 96 58 9 106 3 71 20 9 2,007
88 79 12 41 5 3 1 - 1 - - 1,406
43 54 59 17 2 1 - - - 1 70 1,024
76 84 93 77 40 14 14 7 1 - a/ 960
56 79 115 122 79 43 50 17 42 74 95 896
- - 199 102 29 62 27 10 62 95 90 676
18 2 1 1 5 31 21 1 1 a/ a/ 646
25 61 30 27 27 20 6 - - = T 579
9 11 31 36 44 55 54 7 35 53 44 423

3 4 54 17 39 20 22 2 36 35 29 408
12 14 22 11 4 7 - - - - - 275
15 13 17 3 2 2 3 a/ 11 20 15 254
12 11 23 7 11 8 23 I 14 21 20 250
16 20 k) 9 21 17 6 - 1 5 3 230
7 9 10 27 13 16 6 2 20 5 3 230

=]
-

728 654 765 610 394 415 339 295 389 470 13,407

308 261 265 346 277 315 280 129 402 479 509 6,467

1,036 915 1,039 956 671 730 619 210 697 868 979 19,874
201 220 237 271 322 384 407 114 459 522 589 4,888
1,237 1,135 1,267 1,227 993 1,114 1,026 324 1,156 1,390 1,538 24,762

1,387 1,211 1,292 1,199 900 912 786 241 819 932 968 24,680

a/ Indicates less than $0.5 million.

2/ Includes operating expenses, centrally funded programs, transportation, disaster
relief, and American schools and hospitals.
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APPEMDIX II-3. ECOROMIC SUPPORT PUND DISBURSEHENTS BY MAJOR ﬁzﬂ;@lﬁf?ﬁ.gEESCﬁi

Country 1962 1983 1564 1965 1966 igs7 1%68 1269 187G

South Vietnan 113 133 160 217 503 496 392 259 361
Israel - - - - - - - - -
Egypt 20 10 - - - - - - -
Jordan 37 36 34 33 32 32 10 - -
South Korea 2. 90 76 70 61 45 35 20 10
Laos 29 38 33 39 46 46 53 41 44
Syrio - - - - - - - - -
Portugal - - - - - - - - -
Thailand 16 10 7 12 30 36 36 25 19
Zaire 63 35 20 15 19 17 15 3 -
Other Countries 428 261 136 106 134 107 61 55 69

Total

(Current dollars) 799 613 466 492 905 773 602 443 503

Total

(1972 Dollars) 1,143 862 646 669 1,200 992 746 524 564

SOURCE: U.S. Agency for International Development, U.S. Overscas Loans and Grants,
1945-1971, and 1945-1978; information provided to CBO by AID.

APPENDIX II-C. FOOD AID (P.L. 480) DISBURSEMENTS BY MAJOR RECIPIENTS, FISCAL YEARS

1962 1963 1964 1965 1966 1967 1968 1969 1970

India 252 251 268 32 567 360 325 269 222
Pakistan 152 173 155 158 23 94 163 8 86
South Korea 71 73 113 63 115 62 95 19 104
South Vietnam 32 53 59 50 143 74 139 99 111
Egypt 158 98 9% 95 26 12 - - -
Indonesia 2 5 5 3 24 26 58 178 146
Bangladesh - - - - - - - - -
Brazil 73 48 151 25 25 79 22 10 62
Chile 7 22 27 14 14 8 23 15 7
Israel 25 18 17 29 27 - 52 37 41
Morocco 16 45 20 22 34 36 56 28 17
Philippines 21 10 16 11 6 29 5 10 14
Sri Lanka 4 7 3 4 7 % 23 18 4
Tunisia 17 32 19 30 2 .8 35 37 28
Turkey 113 33 36 32 17 8 12 47 46
Cambodia - - - - - - - - -
Other Countries 407 548 474 426 552 146 326 270 237

Total

(Current dollars) 1,350 1,416 1,457 1,353 1,582 965 1,334 1,215 1,125

Total

(1972 dollars) 1,931 1,992 2,021 1,841 2,098 1,239 1,653 1,438 1,261

SOURCE: U.S. Agency for International Development, U.S. Overaeas Loans and Grantas
1945-1971, and 1945-1978; information provided to CBO by AID.




1962-19879 (Millions of dollars)

1971 1972 1973 1974 1975 1976 TQ 1977 1978 1579 Toteal

384 385 312 333 114 2 - - - - 4,352

- 50 50 50 3.5 700 75 735 785 - 785 3,555

- - - 9 253 253 537 700 751 835 3,368

5 55 50 45 88 46 86 70 93 93 835

- - - 33 - 35 - - - - 558

41 47 45 33 24 - - - - - 559

- - - - 8: 17 7% 80 90 90 439

- ~- - - 15 35 65 20 300 - 435

17 15 11 S - - - - - - 239

- - - - - 12 - 20 10 - 229

126 68 154 132 290 22 49 141 192 179 2,710

573 620 622 640 1,266 1,122 891 1,766 2,221 1,982 17,299

612 634 608 580 921 859 663 1,265 1,490 1,223 16,201
1962-1979 (Millions of dollars)

1971 1972 1973 1974 1975 1976 TQ 1977 1978 1979 Total
235 105 64 71 228 181 22 126 136 138 4,211
101 103 82 43 85 97 33 37 58 41 1,692
107 212 159 7 14 117 13 75 56 38 1,683
188 68 188 270 50 1 - - - - 1,525

- - 1 13 117 206 16 209 192 50 1,287
98 125 118 11 46 57 38 92 123 36 1,251
- 87 59 51 242 183 - 83 99 117 921
35 6 10 6 8 1 2 1 - 1 565
6 6 3 z 62 59 4 32 6 9 327
56 54 60 2 9 14 4 7 7 5 464
40 36 17 17 13 29 3 23 25 21 498
27 38 37 16 11 19 2 49 27 24 372
18 17 11 9 30 26 2 44 38 21 289
31 24 14 7 10 8 - 12 18 16 368
29 8 6 4 4 - - - - - 395
7 21 26 183 94 - - - - - 331
250 313 264 260 315 302 53 403 444 507 6,497
1,228 1,223 1,119 973 1,338 1,300 192 1,193 1,229 1,084 22,676
1,311 1,248 1,094 gg2 1,087 995 143 855 824 669 22,215







APPENDIX II-D. MULTILATERAL FOCD AID PROGRAMS

WORLD FOOD PROGRAM

The World Food Program was approved by the United Nations
in 196i. The program js a cnardinating mechanism for project-
oriented multilateral foed e.d. The Title II donations of the
United Statee (and some Title I donations) comprise the U.S.
contribution. The program selects the recipients for its allo~
cation of Title II aid in line with U.S. Congressional directives.

FOOD AID CONVENTIONS

Food Aid Conventions do not distribute food aid directly but
rather coordinate the political and economic aspects of bilat-
eral food assistance. The Food Aid Convention of 1980 commits
donors to providing a winimum volume of 7.6 million metric tons
of food grain annually, with the Unjited Stutes being the major
donor. 1/ Whereas donors under the World Food Program make a
monetary commitment, Food Aid Convention donors pledge a specific
quantity. This difference 1s significant in periods of short
supply and high prices, as in 1973 to 1974. Under the current
convention, the United States 1is pledged to provide a total of
4,47 million metric tons. Donations under Tit'es I and II are
counted toward this goal, but not food provided through the
Economic Support Fund. :

1/ press Release, rood Aid Committee, July 2, 1980.
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APPENDIX II-E. ESTIMATED NET BUDGET COST OF P.L. 480

Table 8 in Chapter II shous the estimated met costg of the
P.L. 480 progrem in an average year. Total costs are adjusted to
roflect two categories of cffgetting emounts: savings in the
overall federal budget, and increaeges 1in export revenues.
The assumptions upon which these calculation’s are based are
outlined below.

It should be emphas!ied that thege calculationg are not
based on an actual year but rather on an “"average” filgcal year
1980. Because of extraordinary and unsettled events in inter-
national agricultural marketse, calculations for the actual fiscal
year 1980 are impossible. Using a hypothetical year makes
these calculations typlical rather than actual.

PURCHASES FROM THE COMMODITY CREDIT CORPORATION

Some P.L. 480 products are purchased from Commodity Credit
Corporation (CCC) stocks, which reduces net Department of Agri-
culture outlays. This 1is in effect an intragovernmental trans-
fer. In fiscal year 1979, reimbursements vo the CCC accounted for
only 3 percent of P.L. 480 program costs, or $44.1 million. This
figure was used in the estimate for fiscal year 1980 as well.

LOAN REPAYMENTS

Loan repayments from countries in the P.L. 480 program will
reduce future budgets. The present discounted value of these
repayments should therefore be subtracted from the program costs.
As only Title I sales involve any sort of repayment, the budget
savings will be sensitive both to the overall program level and to
the mix between Titie I and Title II funding. CBO has arrived at
a present value of these loan repayments of 26 percent. This
figure 1s based on the following assumptions:

o 15 percent of Title I loans are made with a two-year grace
period at an interest rate of 2 percent, followed by 19
years of repayment in equal installuments at 3 perceat
interest on the outstanding balance.
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o 85 percent of the loans are made with a 10-year grace
period at an interest rate of 2 percent, followed by 31
years of repayment 1in equal installments at 3 percent
interest on the outstanding balance.

o Future repayments are discounted at & rate of 10 percent.

The value of loan repayments based on cales wade in 1980 1s
equal to 26 percent of the original Title I budget request for
fiscal year 1980 of $843 million, less $93 million for transporta-
tion and 15 percent of Title I funds reinvested under Title III,
for a total of $166 milllon.

PRICE EFFECTS

In estimating the effect of P.L. 480 on price levels, one
critical parameter is the degree to which P.L. 480 shipments
displace commercial shipments. By law, Title I and Title II
shipments are supposed to be completely additional: they should
not displace commercial shipments at all. Displacement, however,
is difficult to delect. Title I recipients are required to meet a
"usual marketing requirement” and maintain commercial imports near
their average levels for the previous five years,; but past imports
are not always a gcod indication of future import intentions. A
country with increasing imports can, over time, displace commer-
clal imports with P.L. 480 aid. Furthermore, a country that might
increase imports in response to a production shortfall could meet
its "usual marketing requirement” and instead utilize P.L. 480
ald. Any estimates of the actual degree of displacement require
information about the import intentions of recipient countries,
inforuwation not readily avaiiable frcm those countries. DBecause
an accurate displacement figure is difrficult to derive, two
displacement figures are used in estimating program cousts: no
displacement (0 percent) and 50 percent displacement, which
correspond to complete (100 percent) and 50 percent additionality.

Wheat

With no displacement, P.L. 480 will increase the U.S. and
international price of wheat by about $0.20 per bushel. With 50
percent displacement, the price change should be closer to $0.10
per bushel. These price changes are based on the following
assumptions:
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o Prices will rise by $0.125 per bushel for every sdditional
1060 million bushels of F.L. 480 exporis, as suppiles oo
the commerciel markets are reduced. ($0.125 13 the middle
of a price response range of $0.10 to $0.15 calcelated by
the Department of Agriculture.)

o P.L. 480 wheat shipmeats are 4.3 million metric tons (1.58
hundred million bushels). The P.L. 480 progrem vas
expected to ship this quantity of wheat at the boegianing
of fiscal year 1980, before the events in Cambodla and
Afghanistan.

o With no displacement, the entire 1.58 huadved wmillion
bugshels represent a reduction 1n supply. If the price
effect of such reductions 1s $0.125 per bushel par each
hundred million bushels, then 158 wmiilion bushels will
raise the price by $0.20 per bushel. With a 50 percent
displacement rate, the additional shipments amount to only
79 million bushels, and prices will rise by only $0.10 per
bushel.

Rice

With no displacement, P.L. 480 will 1increase the U.S. and
international price of rice by about $1.54 per hundredweight
(cwt.). With 50 percent displacement, the price change will be
closer to $0.77 per cwt. These price changes are based on the
following assumptions:

o Prices will rise by $0.175 per cwt. for every additivnal
million cwt. of rice shipped under P.L. 480. ($0.175 1is
the middle of a price response range of $0.l5 to $0.20
calculated by the Department of Agriculture.)

o P.L. 480 rice shipments are 0.4 million metric tons (8.8
million cwt.). The P.L. 480 progrem was expected to ship
this quantity of rice at the beginning of fiscel year
1980.

o With no displacement, 50.175 per cwt. per million cwt.
times 8.8 million cwt. 1is equivalent to $1.54 per cwt.
With a 50 percent displacement rate, the additional
shipments amount to only 4.4 million cwt., and prices will
rise by only $0.77 per cwt.
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FARM PROGRAM SAVINGS

The farm program savings ver? caiculeted based on cropa
of 2.0 billiion bushels for wheat and 120 million cwt. for rice.
Eligibility for deficiency payments 1is sesuned to be 80 percent
for wheat and 100 percent for rice. These figures are roughly
consistent with previcus time trends and past experience. The
farm price is assumed to be at or belew the target price estab-
lished by the U.S. Department of tgriculture, and no get-asides ox
diversions are in effect. The ferau progrem savingc are caiculated
by multiplying the price changes effected by P.L. 480 shipnents by
the eligible crop. This amount would otherwise go to farmers as
deficlency paymenta. If prices uvere o fall ws far as the loan
rate, the federal government would have to epend an equivalent
amount on the loan progrem. With no displacement, P.L. 480 will
reduce farm progrem outlays by $320 million fo: wheat and by $185
million for rice, yielding a total farm progran gavings of $505
million. With a 50 percent displacement rate, the total 1is
reduced to $252 million.

Farm program savings were calculated only for wheat and rice
because other commodities are shipped in such small quartities
compared to total production that price effects are probably
negligible. P.L. 480 feed grain shipments are about 0.2 percent
of the total crcp, while both wheat ard rice are about 7 percent.

EXPORT REVENUE CHANGES

Calculations of export revenue changes are based on total
exports of 1.2 billion bushels for wheat and 75 million cwt. for
rice. In all cases, the present discounted value of P.L. 480 loan
repayments, OT $166 million, represenis an increase 1in export
income. :

P.L. 480 was estimated to account for 158 million bushels
of wheat and 8.8 million cwt. of rice. Cozzercial exports would
thus be 1.04 billion bushels for wheat and 66 million cwt. for
rice. 1If it is assumed that P.L. 480 conmodities are taken
entirely from dosestic supply, and that there is no displacement,
the price increases effected by P.L. 480 of $0.20 per bhushel for
wheat and $1.54 per cwt. for rice will increasze the value of wheat
shipmerts by $208 million and rice shipments by $102 millior,
which, together with the P.L. 480 repayments, will increase the
export earnings of the United States by $476 million.
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Assuming 50 percent displacement, the price effects are cut
in half. Commercial wheat exports would bring in $104 nillion
more, and commercial rica exports would bring in $51 million
more. Some comaercial exports have, however, been displeced, and
the revenues that would have resulted from these sales must be
gsubtracted from the price gains. It 1s assumed that the wheat 1is
sold for $3.40 per bushel and the rice for 59.05 per cwt. (These
were the target prices at the beginning cf fiscal year 1960.) 1/
1f half of P.L. 480 wheat sales (79 million buslizls) and half of
rice sales (4.4 million cwt.) are displacements of conmercial
sales, $261 million will be lost on wheat ard $36 million on rice.
This loas of $297 million is offset by the increase im revenue
from the price rise effected by P.L. 480, $104 million on wheat
and $51 million on rice, for a loss of $155 million on commercial
shipuents. When the P.L. 480 repayments are added to this figure,
the net gain is $23 million.

P.L. 480 commodities might not be taken entirely from domes—
tic supply. The price rise might discourage other foreign
buyers. In the unlikely event that all the commodities wvere taken
from exports, then net export earnings would drop by a total of
$96 million with no displacement, and by $273 million with 50
percent displacement. In this case, the dcmestic price elastlcity
would have to be zero.

1/ These prices reflect the effect of the P.L. 480 program. Were
it not for the program, the prices would be lower: $3.20 for
wheat and $7.51 for rice with no displacement, and $3.30 and
$8.28 with 50 percent displacement. These prices were used to
calculate the loss in export revenues.
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AFPENDIX III-A. INTERNATIONAL ORGANIZATIONS AND PROGRAMS

The United States makes contributicni to various agencies
of the United Nations and tv other international organizations
gsuch as the Organization of American States and the Organization
for Economic Cooperation and Development. Thege contributlons are
either assessed or voluntary. The bulk of the U.S. donations are
assessed on the basis of ability to pay, usually measured by
net national income. 1/

Only voluntary contributions are considered under the Foreign
Economic and Financial Assistance section of the budget (Function
150), and therefore are subject to annual Congressional authoriza-
tion and appropriation. Tle major recipient agencies are the UN
Development Program, which concentrates on technical assistance;
the UN Relief and Works Agency, which aids refugees; and the UN
Children's Fund, which provides clothing, food, and clinics for
children. As shown in Appendix Table III-Al, these contributions
have risen by $68 million in the past three years, from $191
million in fiscal year 1976 to $259 million in fiscal year 1979.
Measured in constant dollars, however, there has been only a small
increase.

Currently, U.S. contributions comprise around 20 to 30
percent of the international organizations® budgets, a decline
from the level of the mid-1960s but a level consistent with
encouraging more sharing of financial responsibilities by the
various donor countries.

1/ 1In fiscal year 1979, the United States contributed an assessed
share of $386 million to international organizations.
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APYENDIX TABLE III-Al. APPROPRIATIONS FOR U.S. VOLUNTARY -CONTRI-
BUTIONS TO INTERNATIONAL ORGANIZATIONS AND
PROGRAMS, FISCAL YEARS 1976~1979 (Millions
of dollars) a/

1976 1977 1978 1979
United Nations and
Relsted Agencies
UN Development Programs 100 100 115 126
UN Relief and Works Agency 40 67 52 52
UN Childrens' Fund 20 20 25 30
Other 2 15 19 20
Subtota. 162 202 211 228
Organization of American States 24 15 18 16
Other 5 6 _10 15
Total
(Current dollars) 91 223 239 259
Total
(1972 dollars) 146 160 160 160

SOURCE: Information provided to CBO by the Agency for Interna~

tional Development.

a/ Some voluntary coatributions are funded under other accéunta.
These include the UN Fund for Regulation Activities (funded

through AID); UN Forces iu

the UN Fund for Drug Abuse
ment of State).

Cyprus (funded t¢hrcugh ESF); and

Control (funded through the Depart-
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APPENDIX III-B. LOAN AUTHORIZATIONS BY MULTILATERAL DEVELOPMENT BANKS, U.S. FISCAL;YEARS

1962-1979 (Billions of dollars)

1962-71 1972 1973 1974 1975 1976 TQ 1977 1978 Total
World Bank Group
IBRD 10.2 1.9 1.8 3.5 4.0 4.8 1.1 5.8 6.0 7.2 46.3
IFC 0.5 0.1 0.2 0.2 0.2 0.2 a/ 0.2 0.3 0.4 2.3
IDA 3.1 0.7 1.7 1.1 1.6 1.7 0.2 1.4 2.8 2.6 16.8
iDB 3.6 0.5 0.9 1.1 1.1 1.4 0.3 1.4 1.9 2.0 14.2
ADB 0.4 0.3 0.4 0.4 0.6 0.9 0.1 0.7 1.0 1.0 5.9
AfDB a/ a/ a/ 0.1 0.1 0.2 a/ 0.3 0.2 0.2 1.1
Total 17.8 3.5 4.9 6.4 7.7 9.2 1.7 9.8 12.3 13.4 86.6

SOURCE: Agency for International Development, -U.S. Overseas Loans and Grants, 1945-1978,

p. 204, and 1945-1979, p. 208.
NOTE: Detail may not add to totals because of rounding.

2/ Less than $100 million.



APPENDIX III-C. TERMS AND ELIGIBILITY CRITZRIA OF U.S. AND MULTILATERAL DONORS

durer—american

Agency for World World Development Bank,
International. Bank Bank Ordinary and’ Inter-
Development (IBRD) a/ (IDA)  Regional Capital a/
Lowest-Income Recipients
Maturity-(yéars) 40 - 50 -
Grace period (years) 10 - 10 -
Grace period
(percentage interest rate) 2 - 3/4 b/ -
Amortization period
(percentage interest rate) 3 - 3/4 b/ -
Middie~Income Recipients
Maturity (years) 20 i5-20 - 15-30
Grace period (years) 2 3-5 - S/
Grace period
(percentage interest rate) 2 7.9 - 7.9
Amortization period
(percentage interest rate) 3 7.9 - 7.9

SOURCE: Information provided to CBO by the Agency for International Development
(July 1980).

NOTE: All terms were those in effect in mid-1979.
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International Pund
for Agricultural

Inter-Anerican

Development Bank, Asian Asian African African

Pund for Special Develcpuent Development Developumeant Development Develcprent
Operations Bank Fund Bank Fund (IFAD)
40 - 40 - 50 50
10 - 10 - 10 10
1 - 1 b/ - 3/4 b/ 1 b/
2 - 1b/ - 3/4 b/ 1b
25-30 10-30 - 12-25 - 15-20
5-7 2-7 - 2-6 - 3-5
2-4 7.7 - 8 - 4-8
2-4 7.7 - 8 - 4-8

a/ The interest rate is 1/2 percent above the bank's cost of borrowing. Rates change
every quarter. These rates were in effect April to June 1979.

b/ These loans are not subject to interest payments. The charge is for the cost of

the services associated with processing the loans.

¢/ The grace period is tied to the time required to finish the projecr plu§ an
additional six months.
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APPENDIX III-D.

DISTRIBUTION OF FUND3 FROM MULTILATERAL DEVELOPMENT RANKS

Country . 1562 1963 1964 1965 1966 1967 1968 1969 1270
India 195 203 95 207 199 226 25 209 271
Brazil 26 19 22 157 147 237 138 183 374
Mexico 183 48 72 48 225 43 213 109 280
Indonesia - -~ - - - - - 51 93
South Korea - 14 - - - - 17 93 72
Philippines 39 23 - 26 5 49 - 18 68
Colombia 95 85 60 23 66 51 83 189 181
Argentina 122 33 5 51 24 77 118 188 167
Yugoslavia - 65 35 70 - 10 60 46 99
Turkey - 27 - 39 1 25 ~ 88 15
Thailand - 37 1 23 31 11 54 42 57
Bangladesh - - - - - - - - -
Egypt - - - - - - - - .26
Malaysia - - 59 - 30 53 14 36 30
Morocco - 17 - 15 38 - 4 11 75
Pakistan 22 54 133 98 77 68 45 174 61
Nigeria - 14 32 117 32 1 - 20 36
Peru 15 16 26 29 79 36 39 - 9
Kenya 3 - 3 10 - 18 15 4 46
Iran - - 17 37 10 25 36 68 47
Subtotal 700 655 560 950 964- 930 861 1,529 2,007
Other Countries 437 226 577 593 521 606 496 - 813 994
Total
(Current 7
dollars) 1,137 881 1,137 1,543 1,485 01,536 1,357 2,342 3,001
Total
(1972
dollars) 1,627 1,239 1,577 2,772 3,364

2,099 1,969 1,972

1,682

SOURCE: Agency for International Developument,

1945-1971, and 1945-1979.
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TO MAJOR RECIPIENTS, U.S. FISCAL YEARS 1962-1979 (Millibns of dollars)

1971 1972 1973 1974 1975 1976  TQ 1977 1978 1979  Total
243 314 722 442 849 901 80 891 1,602 1,207 8,881
291 675 362 695 478 831 175 706 888 960 7,364
175 336 332 466 556 542 95 263 636 932 5,556
131 104 218 148 441 678 31 541 695 1,071 4,202
145 99 289 153 410 513 61 446 540 666 3,518
61 78 104 228 309 402 3% 475 665 436 3,020
118 62 236 122 82 184 64 371 397 518 2,987
207 134 106 13 216 107 91 493 323 383 2,858

99 118 109 148 262 292 - 33 452 275 2,476
122 158 201 242 220 254 26 145 205 500 2,268
27 60 129 208 67 269 8l 208 344 37 2,016

- - 223 91 319 209 - 196 203 425 1,666

- 30 51 44 231 175 52 373 165 340 1,487

67 60 93 204 143 128 48 156 171 173 1,465

45 26 109 140 66 77 77 180 89 422 1,389

47 8 20 - 31 55 18 70 58 235 1,274

99 120 3 109 107 70 17 62 90 182 1,111
100 13 11 95 75 147 46 154 6 186 1,082
44 56 9 84 104 130 45 123 113 265 1,072
169 110 97 367 52 - - - - - 1,035
2,190 2,559 3,424 3,999 5,020 5,964 1,041 6,189 7,642 9,543 56,727
1,212 927 1,476 2,384 2,640 3,248 612 3,652 4,631 3,827 29,872
3,402 3,486 4,900 6,383 7,660 9,212 1,653 9,841 12,273 13,370 86,599
,631 3,557 4,790 5,787 6,268 7,054 1,230 7,049 8,231 8,253 74,151
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APPENDIX V-A. METHODOLOGY USED IN CALCULATING "TRADE CREATION"
AND "TRADE DIVERSION"

The equations used to calculate changes in eligible develop-
ing country (EDC) exports resulting from trade concessions follow
the methodology used by Baldwin and Murray. 1/ The equation fcr
increases in LDC exports resulting from additions to U.S. demand,
referred to as trade creation (TC) in the economics literature,
is:

TC = M -
el at, =@+t

Where
Mi = initial level of imports from the EDC by
the developed nation granting preferences;
ei = import demand elasticity;
Ati = change 1in tariff rate;
ti = the initial tariff level; and
i = the ISAC trade categories. 2/

The diversion of trade from nonbeneficiary sources 1is
calculated by weighting trade creation by the ratio of imports
from nonbeneficiary sources (Mn ) to domestic production (Vi):

i

1/ R.E. Baldwin and T. Murray, "MFN Tariff Reductions and Devel-
oping Country Trade Benefits Under the GSP,” Ecconomic Journal
(March 1977), pp. 30-46.

2/ Data on tariff rates and trade volumes were obtained from
the Office of the U.S. Trade Representative, and the import
demand elasticities from William R. Cline and others, Trade

Negotiations in the Tokyo Round: A Quantitative Assessment

(The Brookings Institution, 1978).
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This equation 1s based on the assuaption that the aubstitutability
of imports between goods originating fron in2ligible countrieg~-
mostly developed countries--and EDCs ig the gawme as the substi~
tutability between U.S.-made goods and imports from EDCs.
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APPENDIX V-B. SECTORAL DISTRIBUTION OF IRCREASEZD ELIGIBLE DBVELOPING COUNTRY
. EXPORTS OF MAWUFACTURES RESULTING FRCM GSP IN 1%76 ARD 1977 (Millioms
of dollars)
1976 1977
Diversion Diversion
Additional From Additfonal Froa
U.S. Ineligible U.s. Ineligible
Demand Countries  Total Damand Countries Total
Textiles 13.2 0.3 13.5 17.7 0.4 18.1
Lumber 5.1 0.3 5.4 6.4 0.4 6.8
Paper 0.2 - 0.2 0.3 - 0.3
Industrial Chemicals 1.7 0.2 1.9 2.1 0.2 2.3
Drugs and Soaps 1.6 0.1 1.7 2.1 0.1 2.2
Paints, Miscellaneous
Chemicals 0.3 —_— 0.3 0.3 - 0.3
Rubber, T'lastice 27.1 1.0 28.1 39.8 1.3 41.1
Leather 26.0 3.7 29,7 23.3 3.5 26.8
Stone, Clay, Ceramics 4.2 0.2 4.4 7.2 0.4 7.6
Ferrous Metals 3.3 0.3 3.6 6.4 0.7 7.3
Nonferrous Metals 12.4 0.9 13.3 5.7 0.4 6.1
Cutlery, Hand Tools 7.1 0.2 7.4 11.0 0.4 11.4
Other Fabricated .
Metals 18.8 0.6 19.4 0.2 U 1.0 31.2
Construction, Mining
Equipment 0.1 - 0.1 0.1 - 0.1
Office Equipment 2.0 0.1 2.1 2.1 0.1 2.2
Non-Electric Equipment 6.7 0.4 g1 9.3 0.5 9.8
Heavy Electrical
Machinery 7.6 0.2 7.8 13.1 0.4 13.5
Consumer Electronics 13.5 4.9 18.4 13.1 4.4 17.5
Scientific Instruments 8.7 0.6 9.3 14.9 1.0 15.9
Photographic Equipment 3.5 0.3 3.8 4.9 0.6 5.5
Non-Consumer
Electronics 0.5 - 0.5 1.2 - o2
Transportation
Equipment 5.3 0.3 5.6 13.7 0.8 14.5
Aerospace 3.3 0.1 3.4 3.3 0.1 3.4
Automotive 3.3 0.5 3.8 6.6 0.9 7.5
Miscellaneous
Manufactures a/ 184.0 14.0 198.0 276.0 20.8 296.8
Total 359.5 29.3 388.8 510.8 38.4 549.2

SOURCE: CBO estimates based on data provided by the Office of the U.S. Trade
Representative.

g/ This category includes sporting goods; toys and games; jewelry; musical instru-
ments; furniture; printing and publishing; writing instrumente; small arms and
ammunition; and manufactures not elsewhere classified.
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APPENDIX V~C. SECTORAL DISTRIBUTION. OF INCREASED EXPORTS OF ELIGIBLE
DEVELOPING COUNTRIES, OTHER THAN TOP FIVE BRNDFICIARYIES  IF
ALL ELIGIBLE GOODS HAD ENTERED DUTY FREE IN 1977 (Millions
of dollars)
Additional
Increased Increase Dne
Trade to Removal of Percent of
Due to GSP Limitations a/ Increase
Textiles 6.4 4.5 68
Lumber 3.0 1.2 40
Paper - - -
Industrial Chemicals 1.4 0.2 14
Drugs and Soaps 1.0 0.6 60
Faints, Miscellaneous
Chemicals 0.2 0.2 100
Rubber, Plastic 7.3 0.4 5
Leather 17.0 2.4 14
Stone, Clay, Ceramics 1.3 0.6 46
Ferrous Metals 2.4 0.1 4
Nonferrous Metals 5.0 9.1 182
Cutlery, Hand Tools 2.3 0.1 4
Other Fabricated Metals 4,1 0.5 12
Construction, Mining
Equipment - - -
Office Equipment 0.8 2.6 325
Non-Electric Equipment 2.3 0.5 22
Heavy Electrical
Machinery 2,6 2,5 96
Consumer Electronics 2.1 4.7 223
Scientific Instruments 3.8 0.5 13
Photographic Equipment 1.1 0.5 45
Non-Consumer Electronics 0.1 0.1 100
Transportation Equipment 2.4 1.8 75
Aerospace 3.4 0.3 9
Automotive 1.6 0.4 25
Miscellaneous
Manufactures 54.7 32.4 59
Total 126.4 66.2 52

SOURCE: CBO estimates based on data provided by +he Office of the U.S.
Trade Representative.

3/ These restrictions include Competitive Need Criteria (50 percent market
shares and ceiling on value of trade in specific products) and value-
added limitations, transshipment, etc.
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APPENDIX V-D. SECTORAL DISTRIBUTION OF NET CHANGE IN GSP-ELIGIBLE COUNTRIES' EXPORTS OF MANUFACTURES ON A 1977
TRADE BASE RESULTING FROM TOKYO ROUND TARIFF REDUCTIONS (Millions of 1977 dollars} a/

Additional U.S. Net Caanges in
Diversion Demand for Exports GSP-Eligible

from GSP from GSP-Eligible Countries® Trade

Exports Due to Countries Due to Eesulting from

Tariff Reductions Tariff Reductions Tariff Reductions
Lumber 0.1 8.4 8.3
Paper - 0.2 0.2
Industrial Chemicals 0.1 0.9 0.8
Drugs and Soaps 0.2 0.4 0.2
Paints, Miscellaneous Chemicals - 0.3 0.3
Rubber, Plastic 1.6 38.0 36.4
. Leather 1.1 8.0 6.9
Stone, Clay, Ceramics 0.3 2.8 2.5
Ferrous Metals 1.5 8.7 7.2
Nonferrous Metals 1.1 8.4 7.3
Cutlery, Hand Tools 0.3 1.3 1.0
Other Fabricated Metals 0.4 3.7 3.3
Construction, Mining Equipaent - 0.2 0.2
Office Equipaent 0.2 2.4 2.2
Non-Electrie Equipment 0.3 1.8 1.5
Heavy Electrical Machinery 0.4 8.0 7.6
Consuner Electronics 9.7 24.4 14.7
Scientific Instruments 2.1 15.9 13.8
Photographic Equipment 0.4 i.8 1.4
Non~Consuzer Electronics 0.3 17.9 17.6
Transportation Equipment 0.4 3.3 2.9
Azrospace 0.2 7.2 7.0
Autocotive 0.3 2.7 2.4
Migcellaneous Manufactures 18.0 199.9 181.9

Total

w
-
.

o
w
[~
o
.

o

327.6

SOURCE: CBO estimates based on data provided by the Office of the U.S. Trade Representative.

a/ Excluding textiles.



APPENDIX V-E. ESTIMATED MAXIMUM LOSS IK NONRUBBER FOOTWEAR

EmaTS TO TH.‘ tru M@EN OTAMDO TPRMAM A TiIaul A“‘r & ATTD

hbtbhd Whdabiv badves dareamvvmasy  hees W ar o h

KOREA DUE TO QUANTITATIVE RESTRICTIOHS IK 1979

Taiwan South Morea

“979 Percentage Share
of U.S. Market 30.9 6.0

1979 Volume of Exports
(millions of pairs) 124.9 24.4

1979 Value of Shipments
(millions of 1979 dollars) 463.1 166.6

Average Percentage Share
of U.S. Market,
1976-1977 43.6 13.9

Volure of Trade in

1979 Corresponding to

1976-1977 Market Share

(millions of pairs) 176.4 56.2

Value of 1976-1977
Market Share in 1979
(millions of 1979 dollars) 654.1 a/ 383.7 b/

Net Loss in Value oif Shipments
(millions of 1979 dollars) 191.0 217.1

SOURCE: CBO es3timates based on data provided by the U.S. Depart—
ment of Commerce.

a/ Assuming an average unit price of $4.045, obtained by dividing
the value of shipments by the volume of shipments.

b/ Assuming an average unit price of $6.856, obtained by dividing
the value of shipments by the volume of shipments.
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APPERDIX V-F. EXTENT TO WHICH AGGREGATE CRILIKGS ON U.5 TEXTILE
' AND APPAREL IMFORTS WERE PILLED IN 1978 (Millions
of square-yard equivalents)

Percent of
Aggregate Total Voluze Aggregate
Quota Level of Shipzents Quota Filled

Pakistan 130.0 165.1 110.1
Hong Kong 957.7 924.2 96.5
Taiwan 758.9 700.0 92.2
Macao 42.4 38.7 91.4
South Korea 623.7 541.7 86.9
Haiti 88.5 75.4 85.2
Poland 44.5 32.3 72.5
Philippines 255.1 161.2 63.2
Singapore 232.0 123.3 53.1
India 186.2 85.6 46.0
Colombia 104.0 45.8 44.0
Romania a/ 33.5 12.3 36.7
Brazil 130.5 33.0 25.3

SOURCE: U.S. Department of Commerce, Bureau of Textiles.

g/ Only products made from wool and manmade fibers.
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APPENDIX V-G. NUMBER OF PRODUCT-SPECIFIC QUOTAS ON U.8. TEXTILE
AND APPAREL’IMPORTS FILLED BY 70 PERCENT OR MORE IN

1978
Number of Number of Quotas Fercent of Quotas
Product-Specific 70 Percent 70 Percent

Quotss or More Filled or More Filled
Jdong Kong 31 23 74
South Korea 77 36 47
Palkistan 28 11 39
Taiwan 80 29 36
Poland 45 13 29
Macao 36 10 A 28
Thailand 55 14 25
Malaysia 40 9 23
Haiti 43 "9 21
Singapore 56 12 21
Mexico 79 16 z0
Romania 52 7 13
India 74 9 12
Brazil 30 3 10
Colombia 75 6 8

SOURCE: CBO estimates based on information provided by U.S.
Department of Commerce, Bureau of Textiles.
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