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Transmittal Letter 

Dear Mr. President: 
In May 1983, at a time of severe international economic turbulence, you established 

the President's Task Force on International Private Enterprise. Dxing o w  meeting in 
the White House, you requested that the Task Force identify ways to strengthen the 
economies of developing nations. In p~rticular, you asked us to examine how U.S. 
foreign assistance could be used to stimulate private enterprise development and pro- 
mote investment ir, and trade with developing countri~s. 

We submit this report with a mixture of satisfaction, apprehension, anrd hope. 
We submit it with satisfaction because we genuinely feel that as a result of o w  I8 

months of often intense study, discussion, and debate, we succeeded in defining some 
of the key issues that will help to shape the twenty-first century. These policy ques- 
tions center on why the developing countries are importmt to the United States, and 
what principles and action. should govern U.S. economic policies toward them. We 
believe our recomx.;.n<ations, if adopted, will contribute significantly to the security 
and prosperity of 'oG!~ the United States and those natims still struggling for a place 
In the modern warld. ?2r this opportunity, we are deeply grateful, 

We submit thls report with apprek\ension because we know that some of cur recorn- 
mendatior,~ are highly contrcv~rsizl, some are higw technical, and all of them, taken 
together, challenge the nation to a vigorous review of its economic relationships 
the rest of the world, a review that requires a rigorous rethinking of many Iong- 
standing policies. W e  can expect i ra~ous government agencies to oppose our report 
because it may pose a threat to their existhg authorities. Some may fault our heavy 
emphasis on government encouragement of trade and investment. How-ever, we 
believe that the o d y  way the private sector car_ fulfill its development potential is for 
government to create an environment thatsupports the growth of private sector 
activity. 

We submit this report with hop? because we believe that the logic behind these 
recornmen3ations is strong, the aeeds they address are urgent, a d  the opportunities 
they present for the people of this and other nations are compelling. We hope that 
others will draw the same conc~usions so that insight will lead to action and want uili 
give way to abundance. 



are business people. Ours is a business perspective. 
We recognize that in some public policy circles there is an ingrained hostility toward 

business, a suspicion that policies proposed by the business community are proposed 
for its O V : ~  gain. On the other hand, many business 'readers are skeptical of policies 
proposed by politicians or burzaucrats. In this case, we believe that the American 
business community is prepared to work with the public sector to advance what we 
feel strongly is in our combined national interest. Certainly, the members of your Task 
Force will stand behind you in the implementation of those recomrnecdations  yo^ 

choose to accept. 
We believe that our particular perspective on economic development is uniquely 

valuable precisely because it is a business perspective; because we are intimately 
familiar with the kinds of cor,sideratloris that lead to real-world investment decisions; 
and because we have wrestled with problems of production, distribution, and 
marketing in a wide variety of economic znd social conditions. These are not ques- 
tions of political ethics or socisl morality. They are questions of economic fact. 

In the course of this study, we have consulted widely with government officials and 
have carefully examined the workings of government programs both here and abroad. 
It has given us a greater understanding of the potential for and the limitations of these 
programs, and an awareness of the considerations that must go into their design and 
execution. We have come out of this experience with great respect for the dedication 
of many of those who administer our aid and trade programs. We have also gained an 
appreciation for the difficulties they must often surmount. 

The future belongs to aU of us; we all share a vital stake in world economic develop- 
ment. Clearly, the job ahead of us will require the best eKorts of both the public and. 
the private sectors. There are some tasks government can accomplish effectively, 
some tasks business can handle best, and some tasks that are more appropriate ior 
voluntary agencies and organizations. There are other tasks that can only be 
accompfished by the people and governments of the developing countries 
thernselvcs-such -:c adtrr~ting policies that encourage rather thag discourage the kind 
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of enterprise, investment, and risk that make development possible. However, 
governments-including our own-are the only institutions capable of removing 
substantial impediments to private sector growth. Once government does its job, the 
private scctor will do its job. 

'We urge that this report be considered on two levels: the conceptual and the pro- 
grammatic. 

+We have identified a strategy that calls lor the consistent, institutionalized integra- 
tion of economic concerns into the nation's policy processes at the highest level, 
greater recognition of economic matters as a key priority in U.S. relations with 
developing countries, and reliance on private sector incentives to achieve long-term 
economic development objectives, We have also suggested var2o.t~ ways to imple- 
ment this strategy. While some of these means may cease to be appropriate as condi- 
tians change, we believe the strategy is one we must continue to pursue. 

The conceptual aspects are the heart of the rzport. Our programmatic recomrnenda- 
tions hzve grown out of our c~nceptual analyses. What we prGpose conceptuaIly is a 
substantial redirection of what have been many of our nation's prevail; g policy 
thrusts for many years. We believe that the key to world prosperity lies in the adop- 
tion of appropriate economic policies by both the developed and the developing coun- 
tries. But wc also recognize that specific programs and organizational changes are 
needed to carry out those policies and we have tried to be diligent in finding the best 
means to translate policy into action. To this end, we have included in the appendix 
special "action briefs" that elaborate further on how some major recommendations 
can be specifically implemented. 

The central policy that must inspire U.S. development efforts is this: A proud, 
forceful insistence on what our experience so clearly teachel; i- a the way to create 
wealth is to create incentives and to rely on the market rnechaxism ratL than the 
constraints of undue government interference. Unless the less developed nations ac- 
cept this, development aid will fail. If they model their policies accordingly, then 
development aid can be seed sourn in fertile ground. Third WTorld country economies 



w i U  grow stronger. Economic interaction between developed and developing nations 
will increase. 

In past years, it was fashionable to dismiss foreign economic assistance as a 
"giveaway" that did little long-term good ir, recipient countries and offered nothing in 
return to the United States. Nothing could be further from the truth. Whatever waste 
there may have been in the past, a properly conceived aid program can be an invest- 
ment in the future of America and in the developing countries that will pay for itself 
m y  times over. With econonlic aid, we can gain stability in vital, but vulnerable, 
Thkd tVorld countries. We can open new markets, increase trade, create new jobs, 
spread hope, and build the sort of climate in which freedom can flc~rish in future 
generations. The more we invest in economic development now, *e less likely we are 
to have to spend on arms later. In the global struggle between free enterprise and 
statism, our most effective weapon is our economic strength. One of the critical deter- 
minants of which side prevails during the next century will be the degree of our suc- 
cess h sharing that strenj$h with the deveIopi;;g world. 

Few, if my, interests of the United States are, in the long run, as central to its future 
as the economic interaction between this and othei- countries. This interaction often 
takes complex and subtle forms. Sometimes it requires forcefulness, at other times 
diplomacy, insight, ox a sophisticated understandirlg of highly technical and often 
abstruse factors far removed from most people's experience. Some believe that the 
present structlxe of our government to deal with international. economic cl-ises or 
policies is effective and requires no new organization or process. Many mil l  agree with 
us, however, that we are not adequately structured to plan for the future or avoid 
tomorrow's crises. For. this reason, we believe that our recommendation to establish 
an Economic Security Council in the Executive Office of the President to formulate 
and coordinate domestic and international economic policies is our most important 
recommendation. The United States needs an institutional mechanism in the ex- 
ecutive branch to integrate complex issues, harmonize past and present actions, and 



develop a coherent, constant vision of the future as a framework for making decisions. 
This is a classic ease of a situation in which policy without structure is futile. 

In the world of the twmty-first century, the security of the United States and the 
developing nations will depend increasingly on how well our economies interact. We 
need a new policymaking stmcture that will address these critical economic issues. 

In the report that follows, a ."vide variety of policies and programs that affect the 
developing world are discussed. These include private sector investment, foreign 
assistance, trade, food assistance, and training. Most of our recommendations do not 
require new funding. Rather, they involve a change in program emphasis. Those that 
do require initial funding will result in future increased revenue and budget savings. 
For example, our recommendation to increase faod aid could be offset by reduced 
farm support payments. Our recommendation to promote trade and fight foreign sub- 
sidies requires no new funding authority. And it is possible to double current training 
efforts with only a modest reallocation of existing aid resources. 

We have also prepared a separate Private Enterprise Gztidebook that provides U.S. 
Government policyrnakers with basic information on the potential of private enter- 
prise in development and identifies many available U.S. resources that are not now 
fully utilized. 

Mr. President, we wish to congratulate you on your reelection. We believe our 
report is timely as you begin your second term. In many ways, what we propose can 
become the blueprint for peace and prosperity in the developing worid, following on 
the principles you espoused at the Cancun summit in 1981. Your acceptance of these 
proposals would, indeed, be a fitting legacy from the Reagan administration to future 
generations. 

In the hope that these documents will make a substantial contribution to the 
development of private enterprise throughout the world, we respectfully commend 
these ideas to you and to the nation. Fox all of us on the Task Force, it has been a great 
honor to be of s e ~ c e .  

Sincerely, 

Dwayne 0. Andreas 
Chairman 

Parker G. hlontgornery 
Vice Chairman 
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Executive Summary 

The United States now faces the 
chauenge of leading the world to a new 
era of prosperity ,, eated, in significant 
part, by maleas' . ,lg the dynamism of the 
private sector in, the Third World. 
Meeting this challenge successNly is a 
matter of our own long-term nationa! 
security and is the direct requirement of 
a world grown more interdependent. As 
they have in the past, U.S. economic 
policies will continue to reflect and be 
dictated by traditional humanitarian 
concerns. 

We believe that the United States and 
developing corntries share a vital in- 
terest in Third World economic develop- 
ment, that economic growth can best be 
achieve6 through the development of 
the private sector, and that economic 
growth provides a necessary base for 
long-term political stability. 

Among the Task Force's general 
recommendations are the following. 

Elevate international economic 
policy to a level comparable to 
national security. 
In the world of the twenty-&-* at cen- 

tury, the security of the United States 
and of developing nations will depend in- 
creasingly on how well our economies 
interact. One of the critical determinants 
of our security will be the degree of our 
success in sharing our economic 
strength kith the developing world. 
This will als6 require giving heightened 
significance to international economic 
policy and devising wzys to share our 
economic know-how with developing 
countries. 



. &tablish an Economic Security 
Council. 

Responsibility- for the fomuiation of 
international and domestic econoalic 
policy is fragmented, with portions scat- 
tered throughout the U.S. Government. 
A well-coordinated U.S. econornic 
policy would mean more jobs, inaeased 
exports, and increased stability at home 
and abroad. We propose the creation of 
an Economic Security Council, responsi- 
ble for formulating, coordinating, and in- 
tegrating international and domestic 
economic policies. Somz of the matters 
with which such a council would deal are 
the debt crisis, trade and ag-ricultural 
policy, technology transfer, and foreign 
assistance. 
El Expand Opportunities for Private 
Enterprise. 

The private sector in developing coun- 
tries is hampered not only by the lack of 
capital and the lack of technology and 
management skills that accompany 
direct investment, but also by the 
absence of positive government policies 
toward entrepreneurship. By urging, en- 
couraging, and using o w  resources to 
help developing countries adopt policies 
that attract foreign direct investment 
and by helping bisinesses identify in- 
vestment opportunities in the Third 
World, we can make a crucial contribu- 
tion to the economic development of 
those countries. The Task Force's 
Pm'v~&k Enterprzse Guidebook provides 
specific advice on how to use U .S. 
resources to attract foreign and local 
iavestment . 

O Reorient U.S. foreign aid programs. 
Perhaps the greatest paradox in our 

foreign aid prog-ams has been that while 
U.S. economic success is based upon 
private enterprise, we have done far too 
little to help developing countries attract 
private enterprise, trade, and invest- 
ment. U . S. foreign assistance prGgrarns 
should substantialIy expand their efforts 
to help developing countries adopt 
policies that mill stiengthen the oppor- 
tunities for private enterprise. To the 
maximum extent feasible, the U.S. 
Government should not channel its 
foreign assistance resources to govern- 
ments, but to the private sector in 
developing nations. For the mutual 
benefit of the United States and 
devebping countries, the U.S. Govern- 
ment should also integrate its foreign 
assistance and trade programs and 
policies to make better use of its 
resources. The Task Force's action brief 
on strengthening AID'S private enter- 
prise thrust and its Private Enterpmse 
Guidebook will serve as a blueprint for 
this reorientation. 

D Press for Increased Trade Flows. 
American firms increasingly find 

themselves competing overseas with 
foreign firms that are sapported by their 
national treasuries. Not only are U.S. 
companies losing large amounts of 
business to rnerpatilist cations that pro- 
vide heavy subsidies to their firms, but 
these practices distort the whole pattern 
of international trade to the detriment of 
the United States, developed countries, 
and develcping countries alike. In fact, 
we believe the practice cf "mixed 



credit" trade subsidies has become a 
major threat to international private 
enterprise. To protect W .S. firms and 
the free enterprise system, we recom- 
mend that the United States fight fire 
with fire. Specifically, we believe that 
the Administtation should make suffi- 
cient mixed credit resources available in 
order to convince other nations that such 
practices are not in anyone's "best in- 
terest." This will press our foreign com- 
petitors to the negotiating table and 
bring an end to such predatory prac- 
tices. In f art V of this report we recom- 
mend that the Agency for International 
Development (AID) and the Export- 
Import Bank (Eximbank) blend their 
resources and that, if necessary, Exim- 
bank use the full extent of its authority. 
This could amount to a mixed credits 
program of several billion dollars. 

I7 Constructively use U.S- 
Agricultural Abundance. 

We cannot afford, fiancialfy or 
morally, to idle large parts of our pro- 
ductive farmland. Rather, we must 
devise ways to harness our agricultural 
abundance so that we can increase ex- 
ports frcm the United States and 
alleviate chronic stmation and 
malnutrition in the developing world. 
Food can also be used to ease the pres- 
sing foreign exchange needls of Latin 
American, Asian, and Afritm nations 
caught in the international (debt crisis. 
The U.S. Government can provide large 
mounts of food to these countries on a 
concessional basis to enable them to use 
their limited foreign exchange to meet 
other objectives. The Public Law (P,L,) 

180 Program is one of the President's 
most effective tools. In Part V or this 
report we recommend doubling the pro- 
gram. Given the current costs of farm 
subsidy programs, the impact of this in- 
crease would be a net reductir~n in the 
Federal budget. 

In designing a strztegy tr, address cur- 
rent crises and long-term economic 
development needs, the Task Force has 
been guided by the following precepts. 

C3 Market-oriented economies work, 
excessively planned eccnomies do not. 

Ci The United States has an impor- 
tant role to play in leading the world 
toward balanced and equitable economic 
growth. 
17 A free and open trading systen; of- 

fers the greatest h3pe of achieving 
widely shared ecorrornic growth and 
prosperity. Ho- ever, U.S. industry and 
agriculture must be able to ccmpete 
with the terms offered by rner~~ti l is t  
nations until such time as we can meet 
our competitors on a Ievel playing 
field-in fair and open competition. 

O United States agricultural abun- 
dance must be harnessed more effec- 
tively to address the human and 
development needs of the people of the 
Third World. 



Specific Findings and Recommendations 1 of the President's Task Force 

The following findings and recommendations are discussed in the report that 
follows. They are the result of substantia: research and the subject of extensive 
deliberation by members ol' the Task Force over the past several months. If adopted, 
our recommendations will strengthen the economy of the United States and other 
developed and developing nations. 

THE IMPORTANCE OF 
PRIVATE ENTERPRISE AND 
INVESTMENT TO DEVELOPMENT 

Findi~g: page 34 
Countries that fail to create 
conditions-including appropriate laws 
and policies-that will attract invest- 
ment will relegate themselves to slow 
growth. At the present time, there is no 
centraI source of advice to help develop- 
ing countries fos2r the conditions 
necessary for private sector growth. 

Recommendation: page 36 
The fJnited States, working with other 
donor nations, developing countries, 
multilateral institutions, and private 
business, should establish a Private 
Enterprise Institiite that will serve as a 
research center to advise developing 
courtries on bow to create those condi- 
tions necessary to attract investment 
and foster trade. 

Finding: 37 Recornmenda tioc: 37 
New foreign investment will be difficult The TJnited States should t&e the lead 
to attract for many debt-ridden LDCs as in assuring that private needs iar credit 
long as insufficient foreign exchange is and foreign exchange in LDCs are not 
available t~ the private sector. pushed aside by preferred access of the 

public sector. 

Finding: 38 Recommendation: 38 
The United States and other donors do The United States should stxongly en- 
not make sufficient eff ~ r t  to increase courage international dialogue on ways 
private investment and improve the in- to support increased foreign direct 
vestment climate in develoying investment . 
countries. 

Recornmendation: 39 
The United States should substantially 
increase its support of private invest- 
ment activities in developing countries. 

Finding: 40 Recommendation: 40 
In order to increase foreign investment, The United States should encourage 
developed and developing countries developing nations to negotiate bilateral 
need to adopt lmiform standards for host investment treaties. The United States 
country and investor responsibility a id  should assign priority in its aid programs 
conduct. to those countries that sign such 

treaties- 
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f inhg:  -2 1 Reconirnendstioa: 4 1 
Expanded investment insurance (or Overseas Private Investment Corpora- 
guarantee) is a key to increasing invest- tion (OPIC) funding and insurance 
ment in developing countries. capability should be substantially in- 

creased and its mandate broadened to 
include a f d l  range of financing and 
services to U .S. business, large and 
small. 

R?=?commendation: 42 
The United States should support a 
multilateral investment guarantee pro- 
gram administered by the World Bank. 

FOREIGN ASSISTANCE 
PROGRAMS AND PRIVATE 
ENTERPRISE DEVELOPMENT 

Finding: 45 Recommendation: 46 
The U.S. Government does not suffi- The United States should sharply in- 
ciently encourage or assist recipient crease its efforts to guide developing 
developing countries in making the countries toward rnarket-uriented 
policy changes necessary to allow policies; it should reward those coun- 
private sector growth. tries that adopt strategies that will lead 

to a positive climate for business and 
investment. 

Recommendation: 47 
U.S. food assistance should be used to a 
greater extent as an incentive for 
developing countries to adopt market- 
oriented policies that encourage the 
private sector to increase agricultural 
production. 

Finding: 48 Recommendation: 48 
U.S. foreign assistance programs are ?The economic component ~f U.S. 
often req-aired to address problems other foreign assistance programs should have 
than those related to long-term stability a higher national priority. 
and economic growth. 

Finding: 49 Recommendation: 49 
The links between C ~ U  foreign The scope and financing of the Trade 
assistance program and U.S. foreign and Development Program (TDP) 
trade are inadequate. should be expanded. 

Recommmdation: 50 
TDP techniques should be applied to 
other foreign assistm+ce programs, 
specifically those carried out by AID, to 
the maximum extent possible. 



Recommendation: 50 
U.S. foreign assistance resources should 
be used to build up the trading capacity 
of developing countries. 

Recommendation: 50 
U .S. foreign assistance resources should 
be used to assist in China's moderniza- 
tion process. 

Recommendation: C 

:1; 1 
U.S. foreign assistance agencies-such 
as AID, OPIC, and TDP-should 
package their financial and other 
resources to promote greater two-way 
trade betweer, the United States and 
developing countx-ies. 

Firmding: 5 1 Recommendation: 51 
In implementing its agricultural Private sector efforts to form private 
development policies, AID has not given sector agribusiness development cor- 
private agribusiness activities the atten- porations should be encouraged 2nd 
tian and support they deserve. supported. 

Recommendation : 52 
Developing country agricultural en- 
trepreneurs should be supported by 
qualified U.S. executive-managerial and 
technical personnel "on lorn" from the 
private sector to asslue the ongoing pro- 
gress of companies and individuals be- 
ing financed with U S .  foreign 
assistance funds. 

Finding: 53 Recommendation: 53 
The international financing institutions The United States Government shouid 
play a constructive role in Third World utilize its resources to support broad 
development. economic changes in developing coun- 

tries and, where appropriate, coordinate 
its efforts with those of the International 
Monetary Fwd, the World Bank, and 
the Internationd Finance Corporation 
(IFC). 

Recommendation: 53 
The United States shodd continue to 
support the multilateral development 
banks' efforts to support: private enter- 
prise development. 



I r i n h g :  54 Recommendation: 55 
i'he breadth =d scope of AID'S private AID'S congressional mandate, its 
enterprise activities are too limited. In policies, its p~ ograms, and its organiza- 
order to expand them, AID needs a tion must be n.vlsed to reflect greater 
clearer mandate, improved ski&, and private sectcr ltrnphasis. 
greater flexibility. 

RecomrrmendaQion: 56 
AID should turn to the U.S. business 
communky to assist it in developing 
practical modes of business-government 
cooperation. 

Recomenda tion: 57 
The US. Government, to the maximum 
extent feasible, should channel its 
foreign zssistmce resources through the 
private sector and not though govern- 
ments: AID sho-dd substantially in- 
crease its support of private inter- 
mediate credit institutions (ICIs). 

Recommendation: 57 
AID should increase its equity finmcing 
though ICIs. 

Recornmendatio;..: 58 
AID should senre =ore as a broker be- 
tween US.  businesses and prospective 
overseas partners by providing inexpen- 
sive, current, and easy-to-use informa- 
tion on the investment climate and 
operating conditions in developing 
countries. 

l8ecommendation: 58 
AID should support the formation of 
trading companies and s'ther business 
brokering hstitutions that have 
developmental potential. 

Recommendation: 59 
AID should encourage joint undertak- 
ings between businesses and private 

organizations in developing 
countries. 

Recommendation: 60 
AID should streamline its administrative 
and procurement processes. 



--- 
Finding: 6 Recommendation: ' 61 
Training, in various forms, is one of the The United States should significantly 
most effective long-range means of pro- expzld US--based trainirig i~;:.; place 
mating development. Fulfilling training stror,ger emphasis on private sector par- 
needs offers the United States a signifi- tisipation and needs. 
cant opportunity. 

THE FORMATION OF 
US. ECONOMIC POLICY 

Finding: 69 Recommendation: 71 
Hn order to cope with new and changing The President should establish an 
circupnstances, a new institutional struc- Economic Security Council (ESC) to for- 
ture is needed to ensure better formula- mulate and coordinate domestic and in- 
tion and coordination of U.S. interna- ternationd economic policy. 
tional and domestic economic policy. 

Rectmamendation: 72 
The President sl~ould designate an 
Assistant to the President for Economic 
Affairs who would participate in the 
Economic Security Cowd.  

Finding: 73 Recommendation; 74 
Both legislatively and administratively, There must be greater, more regular- 
our foreign assistance programs suffer bed consideration of developing country 
from coafused mandates, divided issues in the policy deliberation process. 
responsibility, znd often from a percep- 
tion that ecor r>rnic development has a Recommendation: 75 
low phority. Changes must be made in MD's rnan- 

date and organization in order to im- 
prove the effectiveness of foreign 
assistance programs. 

Findirar 7E 
Responsibility for the US.  Govern- 
ment's trade policies and programs is 
fragmented among several k. :.;.ernrnent 
agencies. Policies and prograsrs do not 
operate within an overall strztrgy aimed 
at benefiting both the United States and 
developing countries, nor are they 
designed to address bcr:;. 2.S. trade 
objectives and broader U.S. economic 
.?-jectives- 

Recommendaltioa: 76 
The U.S. Government must develop an 
aggressive, consistent trade policy that 
mixes aid and trade resources, enables 
U .S. firms to be more competitive in 
world markets, and meets the 
challenges posed by the growing 
governmental role in world competition. 

Recornmendation: 77 
The United States must link its trade 
and foreign assistance programs. 

-- 

Recommendation: 78 
The United States should consider ways 
to give higher priority to the need for a 
freer and more open international 
trading system and contirrze to press for 



a new round of qidtilateral trade 
negotiations. This new round should in- 
clude adopting a trade in services ccde, 
the application of trade rules to midtile- 
income developing countries, and 
§lengthening enforcement procedures 
against government-subsidized trade. 

Recommendation: 79 
The authority of the United States 
Trade Representative (USTR) as trade 
policy negotiator and rnanagcr should be 
strengthened and expanded. 

. - 

Finding: 80 Recommendation: 80 
The United States needs a more coor- The United States must integrate its 
dinated policy to integrate domestic agricultural trade, food aid, and 
a &cultural programs, fmd assistance domestic farm policies. 
programs, and agricultural trade pro- 
panis. Recommendation: 81 

Tie Administration should seek to 
better relate US.  response to LDC food 
and domestic security requirements. 

Finding: 82 Recommendation: 82 
Some U .S. Government measures have The U .S. Government should coordinate 
discouraging or  disadvantage^?^^ effects more effectively its efforts to assure that 
on Amerim: firms that are involved or U.S. laws and regdztions reflect greater 
might become involved in long-term sensitivity to structural changes in the 
relationships with private enterprise in international marketplace. 
developing countries. 

TRADE AND 
FOOD ASSISTANCE 
TRADE 
Finding: 92 Recommendation: 93 
The United States has not adopted a The United States should use ag- 
strong enough stance in its neg~tiations gressively the mixed credits authority of 
to stop foreign governments from using the Export-Import Bank (Eximbank) to 
d a i r  methods of subsidizing export counter competitors' mixed credit 
finance. offers. 

Recommendation: 94 
AID should also use Its limited mixed 
credit authority, although the Export- 
Import b k  w i U  be the major source of 
mixed credit financing. 



Finding: 94 Recommendation: $15 
The cunent debt crisis in the developing U.S. Government foreign credit pro- 
countries requires close cooperation be- grams should operate under consistent 
tween the U.S. private and public sec- guidelines. 
tors to assure that adequate trade financ- 
ing is made available. Recommendation: 96 

As part of an integrated trade policy, 
the participation of the U.S. private sec- 
tor in countertrade should be facilitated 
when it is in the best interest of the 
United States. 

FOOD ASSISTANCE 

Finding: 100 Recommendation: 101 
Many developing countries face chronic Food aid should be at least doubled to 
food shortages that will. undermine their help avert starvation, aleviate poverty 
political stability and economic develop- and malr,t:trition, expand developing 
ment . country agicrdtural markets, and sup- 

port private sector growth. 

Recommendation: 102 
A much larger share of total U.S. 
foreign assistance should be food 
assistance. 

Recommendation: 103 
Agricultural export credit programs 
should be significantly increased to help 
lessen the development impact of large 
food deficits and large debt burdens. 

- ,  

Fhclhg: 104 Recommendation; 105 
Pre lsznf U.S. food assistance programs The U.S. Government should follow the 
do not emphasize private enterprise instructions and intent of the law that 
Sevelopment and US.  private sector in- most counterpart funds generated by 
volvemeni: in development assistance. P.L. 480 should be channeled through 

businesses and not through government. 
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TODAY'S POLICIES, 
TOMORROW'S WORLD 

This report is about wealth and pov- 
erty. It is about how the Unite2 Stztes 
can better help lead the world towzrd 
abundance in the twenty-first centlay 

The key to global. prosperity in the 
next century lies in the rich lode of ex- 
perience we have a c c d a t e d .  This 
century has been tempestuous, 
tumultuous, torn by strife and cruelty, 
and wracked by heart-rending want. 
Yet, we h i e  also seen economic ad- 
vances that were breathtaking in their 
sweep and scope. These advances have 
been achieved not only in the previously 
industrialized West, but also in cowtries 
whose people, just a short time agc, 
clung precariously to the bare edge of 
subsistence. 

Nearly 40 years have passed since the 
end of World War II. That global 
cataclysm ushered in the modern world 
as we know it and ended the old system 
of European empires. It udeashed 
forces of nationalism that swept through 
what came to be known as the "Third 
World." Sometimes the old colonies 
became new democracies. More often, 
sometimes after a brief flirtation with 
the form but not the substance of 
democracy, they came under one-man or 
one-junta or one-party rule. Hopes were 
raised and then dashed-hope for 
freedom, hope for an escape from 
hunger, hope for release from conflict 
and bloodshed, hope for a better and 
more abundant life. 

Privation, famine, and primitivism still 
stalk much of the Third World. But not 
all of it. Some of the most dramatic 



economic success stories in the world's 
history were written during this same 
period by nations that were poverty- 
stricken backwaters barely more than a 
generation ago. 

Surely there are lessons in all of this. 
Surely there are reasons why one 
emerging country is a spectacuiar 
economic success while its neighbor is 
an equally spectacular fzil~re. And 
surely the goal of those who seek to pro- 
mote development worldwide should be 
to understand and encourage those con- 
ditions that foster success and 
discourage those that do not. 

We can learn from this century's suc- 
cesses and failures. Both have ranged 
from the modest to the monumental. As 
we examine them, certain clear patterns 
emerge. The importance of the~e pat- 
terns prompted us to develop tks  second 
volume of o w  report, the Private Enter- 
$rise Guidebook, which seeks to identify 
some of the elements contributing to 
successful economic deveIopment. If we 
care about the future- we would do well 
to heed carefully the lessons of the rrear 
past. 

THE UNITED STATES 
AND THF THIRr  WORLD 

If it is important to determine what we 
should do, it is also important to under- 
stand why we should do it. 

Why should the United States care 
ahcut the Third World? Why sh~uld we 
exert ourselves to promote develop- 
ment, alleviate hunger, and encourage 
trzde? 

Basically, these questions should con- 
cern us for two reasons: because our 
national interest requires it and because 
conscience demands it. 

What may once have seemed a pious 
cTich6 about the increasing interdepen- 
dence of the world's nations has become 
a critical fact of economic life for the 
United States. Table I highlights the 
vital role that developing countries play 
as =ailing partners with the United 
States. Consider the following facts. 
C Developing countries accounted for 

most of the growth in American exports 
from 1975 to 1980. 

O A decline in U.S. exports during the 
last half of 1982 caused our Gross Na- 
tional Product (GNP) to fall during that 
period, instead of registering what 
would otherwise have been a 2 percent 
gain. 

Approximately 30 percent of U.S. 
corporate profits are derived from inter- 
national investment and trade. 

U Agricultural exports claim one out 
of every three acres of American 
farmland in production, while 
agricultural exports to developing coun- 
tries account for one out of every five 
acres. 



El For the United States, exports play 
a vital role in jcb creation and overall 
employment, particularly in the 
manufscturing axid services sectors. In 
1982, total export-related employment 
accounted for one out of every eight jobs 
in manufacturing (as opposed tci one of 
every ten, jobs in 19'721, one of every six 
jobs in nonrnanufactrrred goods, and one 
of every thirty jobs in services. In 1982, 
over five million U.S. jobs were due to 
American exports. With markets so in- 
tricately tied, it is no wonder that the 
cutback by Latin American countries of 
imports from the United States by $16.3 
billion between 1981 and 1983, had a 
sharply negative impact on U .S. jobs 
and private sector profits. Clearly, 
developing nations are of great impor- 
tance to our economy in conventional 
GNP terms. 

They are also important to us because 
their economic troubles often contribute 
to political instability, which ultimately 
bears directly on our national security. 
Since World War I1 there have been 120 
wars, which have brought 10 million 
deaths. These have all been fcug!l:t on 
the soil of Third World countries. in 
most, the killing and destmciion have 
been contained within those countries, 
though they have been no less human 
tragedies because of this. In many czses, 
the Western powers have been drawr: in 
to one extent or anotser; some of these 
conflicts have risked collision between 
the supemowers. In these conflicts, the 
United States has suffered hundreds of 
thousands killed or wounded and has 
spent hundreds of billions of dollars. Ris- 

ing prosperity will not end the danger of 
all war, but it will reduce the 1ikelihoo.l 
of many. 

During the next century, the nations 
of the Third World- already three 
billion people strong-will take their 
places increasingly in the forefront c;f 
world affairs. It is in ow national secur- 
ity interest, no less than in our cational 
economic Interest, that they do so on a . . 
nsmj tide of prosperity and hope, rather 
than in the grip of despair, hate, and 
desperation. 

The people of developing nations are 
also important to us. ?Ve Americans 
pride ourselves on being humanitarian 
and charitable; it is in developi~g corn- 
tries that most of the world's stzrving, 
ill, and uncared for eke out a meager- ex- 
istence. The po~~erty of the Third %-orld 
is not something that in conscience we 
can ignore. Just as the economic impor- 
tance of the developing countries ap- 
peals to our logic, the dire human needs 
of their peaple cry out to cur hearts. 

The United States has ma basic, over- 
riding interests in the worlu: peace afid 
prosperity. 

Peace includes security; it requires 
freedom from aggression, whether 
direct K indirect, overt or covert. It is a 
basic rule of intzrnational re lakns  that 
the security of all depends on the secur- 
ity of each. In the Third World, hungry 
nations are vulnerable naticzz. %sing 
standards of l i ~ I n g  are no guarantee of 
political stabili~y, but they are an essen- 
tial element of it. Hope is essential. and 
that hope has to rest not jilst on promises, 
but on actual, derno~sirated progress. 



TABLE 1,: 
V.S. Trade with Developing C o ~ l t n e s  
by Commodity Group from 1915-1981 

Developing 
Countries 

Total Share of 
U S .  Trade U.S. Trade 
($ billion) (percent) (percent) (percent) 

f 975 1981 1975 1981 1975-81 1975-81 

Exports Food, feeds, and 
beverages 
. - 

$19.1 $37.9 35.0% 41.2% 12.1% 15.4% 
. . . . . - - . .  

Fuels 
-- - 

4.5 10.7 14.6 
. . 

19.6 14.3 
. . 

20.1 
- -. . . . . - .- . - . . 

Industrial supplies 
. .. . . .  

25.4 57.0 39.4 40.4 
. - . - 

14.4 14.9 

Capital goods 
.--. 

35.4 80.2 43.0 45.1 
. . 

14.6 
-. 

15.6 

Automobiles 10.1 18.0 27.4 33.7 10.1 13.9 
. "  . - . - 

Consumer goods 6.5 1 . 8  35.6 44.3 16.0 20.4 
- - 

Othcr 6.4 14.1 53.3 42.9 14.1 10.2 

Tot21 (or average) 

Imports Foods, feeds, and 
ke-cerages S9.6 $18.1 59.4% 58.0% 11.1% 10.7% 

. . -- -- - -- - 

Fuels 
. . 

26.6 82.0 78.6 19.9 20.6 21.0 

Industrial supplies 22.2 52.6 23.9 25.7 15.5 16.9 
- ---- - > " 

Capital goo&s 9.6 34.5 18.8 24.9 23.8 29.5 

Automobiles 11.7 29.7 2.6 3.4 16.8 22.2 
- - 

Consumer goods 13.7 38.7 42.3 53.0 18.9 23.4 
. -- . .. 

SOURCE: 
U.S. Forergn P O ~ ; C ~  and Other 2.7 5.7 22.2 24.6 13.3 15.2 
the Th~rd World Agen- 
da 1983, Overseas 
Devebpment Councfl. Total (or average) 
1983. 

$96.1 $261.3 42.0% 46.3% 18.1% 20.1% 
. .-.. -- 



Prosperity is a condition; it is also a 
process. We must measure it in both ab- 
solute and relative terms. In comparing 
the level of prosperity for two countries, 
it is not enough to compare their respec- 
tive levels of per capita GNP. One must 
also compare the rate of increase. This 
evidence of improvement-and the ex- 
pectation of continued improvement-is 
central to a people's sense of well-being, 
economic security, and hope for their 
JW, and their children's future. 

Like an organism that grows as its 
cells divide, prosperity increases by be- 
irtg shared. It is in the name of economic 
growth that activity begets activity. 
I herefore, as we help to increase the 
prosperity of others, we also increase 
our own. LZlore pecgle with more to ex- 
change means more goods, more jobs, 
more abundmce for everyone, It also 
means greater security, both economic 
md politicai. For prosperity, 'like peace, 
is most secure when it is most widely 
shared. 

DEBT SHOCK, 
DEBT CRISIS 

The world has been jarred in recenl: 
years by repeated economic shocks, 
most dramatically the successive oil 
shocks and the debt shock. The debt 
shock has become a debt crisis that we 
in the United States see as a threat to the 
international monetary system. But 
what we see as a debt crisis, some 
developing countries see as a swvivzl or 
poverty crisis. Among debtcr. nations it 
affects not only those that are 
dangerously overextended now, but also 
the many others that still need capital 
for their o m  fitture development. 

Developing countries borrowed heav- 
ily in the 1970s. Some of the borrowing 
went into ambitious-in some cases, 
overly ambitious-government invest- 
ment programs. Also, much of it went 
for consumption, while too little of it 
went into efficient and productive enter- 
prises. Like many US.  consumers dur- 
ing the same period, some of the bcrrrow- 
ing countries were tared by low interest 
rates that, in a time of rapid inflation, 
seemed to be a bargain. Many of the 
loans supporting investment had short- 
term maturities, while projects for 
which the funds were used had long 
gestatim periods. Then, when interest 
rates suddenly rose as the global reces- 
s im brought sharp declines in export 
earnings, the borrowing countries found 
themselves caught in a desperate finan- 
cial vise. 

By the end of 1983, developing coun- 
try debt totaled more than $800 billion; 
interest payments alone amounted to 
almost $100 billion last year. In many 



countries, debt service consumed 50 
percent of export earnings and, in some 
cases, much more. While there have 
been numerous debt delays and 
reschedulings, either approved or in pro- 
cess, the worst of the debt service 
crunch almost certainly lies ahead. A 
means must be found to a;:;-;: the heav- 
ily indebted developing countries and 
the international financial system to 
make some fair accommodation so that 
the countries can meet their debts owr a 
reasonable period of time without stif- 
ling their ability to finance efficient 
growth. 

Not only must our private financial in- 
stitutions work toward this accornmoda- 
tion, but a way must be found to mar- 
shall a9 available U.S. resources toward 
this effort. Expanded and more flexible 
trade financing mechanisms must be 
sought, economic development funds 
must b: available to fill critical develop- 
ment financing needs and stimulate pro- 
ductive enterprises, and US.  food abun- 
dance must be generously and effective- 
ly used to counter the short-term impact 
of staggering debt burdens and 
agricultural production shortfalls. 

In the short term, it is vital that we 
bi~y time in which longer term solutions 
to the debt crisis can be put in place. But 
it is equally vital that we then use that 
time wisely. Ultimately-, solving our debt 
crisis means solving the borrowers' debt 
crisis and this, in turn, means enabling 
them to earn their way out of debt. This 
means eco~omic development and it also 
means trade. 

If collectively we fail to devise a 
longer term solution, the inability of 

deveioping nations to pay their debts 
could result in a further reduction in 
lending to these countries that could, in 
turn, throw them into politicaf and 
economic chaos. It could also result in 
the failure of major U.S. banks, which 
could devastate U.S. and global econo- 
mies. Even if we managed to avoid the 
worst pitfalls, we would continue to 
move from crisis to crisis, draining enor- 
mous human resources from the 
developing countries and diverting these 
countries and the United States away 
from constructive, long-term economic 
policy management.  TI^ longer top 
economic talent spends its energy 
dzsigning quick-fix financial remedies, 
the less opportunity there is for real, 
long-term progress. The goal of con- 
structive public policy is to design 
systems for crisis prevention, rather 
than to be mired in crisis management. 
This has particular urgency in relation to 
the debt thundercloud that now hangs 
over the world. 



THE KEY TO 
PROSPERITY 

As we noted, a. long-term solution to 
the debt crisis requires enabling the bor- 
rowing countries to earn their way to 
solvency. And this brings u.5 back to the 
lessons we have learned in the twentieth 
centmy. 

Some 35 years have passed since 
foreign aid as u7e think of it today- 
development assistance for the Third 
'World-was introduced with President 
Harry S. Truman's Point F G U ~  proposal. 
Certainly the intentions of h e i g n  aid 
were noble and some of the results were 
very good. But some of the results and 
many of the experiments that were tried 
could, with the benefit of hindsight, be 
improved upon. 

As we now re-examine both the 
precepts and performance of our aid pro- 
grams over this past third of a century, 
one lesson stznds out above all others: 
Market-oriented economies work; 
overly "planned" and regulated 
economies do not. Therefore, develop- 
ment assistance can be most effective if 
it works in conjunction with a market- 
si-iented system; it tends to be least ef- 
fective when it props up state institu- 
tions that seek to substitute for private 
sector initiative. Development assist- 
ance can and should support govern- 
me? 5s by financing critical infrastruc- 
twe  necessary for private enterprise 
growth, such as electricity and roads. 
It should not abet govenlment in com- 
peting with or replacing the private 
sector. 

Above all, if there is one central con- 
cept that must inspire om development 

efforts, it is a proud, forceful insistence 
on what our experience so clearly 
teaches: The way to create wealth is to 
create incentives and to rely on the 
market mechanism, rather than the con- 
straints of undue government inter- 
feresce. This is the way others must do 
it if they want to succeed. This is what 
common sense tells us. 

Governments are good at wielding 
power, but bad at creating wealth. 

Collectivism serves well the political 
needs of the leaders of new nations, but 
it does not serve the economic needs of 
the people of those new nations. 

To succeed, the LDCs must create an 
attractive climate for investment. They 
must also forego the political temptation 
to inveigh against foreign investment. 

The West still suffers from a post- 
colonial guilt syndrome that is 
characterized by an unwillingness to 
confront the faults, failures, and foibles 
of those who lead Third World nations. 

For several decades, the fashionable 
Western attitude toward the Third 
world was patronizing. Third World 
nations were not believed to be above 
criticism, but beneath it; w-e glossed 
over their sins and shortcomings as the 
failings of those of whom nothkg better 
was expected. This was intellectually 
bankrupt 2nd practically devastating. 
Millions of people z e  suffering today 
because of it. 

Just as a banker does a client a dis- 
service when he makes a bad loan, the 
United States does a disservice to 
developing nations by providigg foreign 
assistance without pressing for policies 
that foster economic growth though 



private enterprise and investment. 
We must also recognize, and vigorous- 

ly counteract efforts to scare away 
Western investment from the less 
developed countries [LDCs) by those 
fostering hostility against "multina- 
tionals," "economic imperialists," and a 
whole range of collectivist hobgoblins. 

Consider the paradox: Every develop- 
ing country wants capital, but most 
shrink from the idea of capitalism. Yet 
capitalism is simply the packaging of 
capital with incentives, know-how, ex- 
perience, business acumen, and creative 
ideas. Wherever capitalism takes root, 
weaIth spreads. Those that reject 
capitalism remain undeveloped; those 
that welcome capitalism prosper. 

h d  consider this parallel paradox: 
Even in the poorest countries, the 
powerful are rich. The people, not the 
leaders, are those who suffer poverty. 
The oligarchs hang on to their political. 
power, and by doing so protect their 
economic positions- In the name of "the 
people," they keep economic power in 
political-or their own-hands. The 
bogeyman they try to frighten people 
with is often capitalism. What keeps 
their people poor, however, is not 
capitalism, but statism. mTestern-style 
capitalism-free enterprise capitalism- 
creates wealth, liberates people from 
state control, raises living standards, 
and disperses power. h economy that 
offers opportunity to new entrepreneurs 
who seek to enrich their lives through 
hard work is vital. While those political 
leaders whose first concern is preserv- 
ing their own power and preeminence 
may rightly view these activities as a 

threat, they are the path to deliverawe 
for the citizens of these countries. 

We should make it perfectly clear that 
when, for their own political reasons, 
statist regimes balk at allowing private 
enterprise to function, the onus of that 
nation's continued poverty lies squarely 
on the shoulders of the leaders of those 
regimes. 

We should not, we must not, continue 
to acquiesce in the statist slander that 
private enteqzise is somehow inconsis- 
tent with freedom or that it represents 
economic servitude. Only when the 
developing nations accept private enter- 
prise ivill they realize their true poten- 
tial. This must be our clear, unam- 
biguous message. It must also be at the 
heart of our development policies. The 
United States is already working to 
assist developing countries to adopt 
strategies leading toward private sector 
growth, but we must do more. JVe owe it 
not only to ourselves, but to the people 
of the developing countries to try to per- 
sxade their governments that what we 
are conviriced is true is, in fact, true. 
The key to developrne~f lies in a 
vigorous private sector. 

The tweiltieth century has been a time 
of extraordinarily varied political and 
economic experimentation. As with any 
set of social experiments, some of those 
launched with the best intentions pro- 
duced the worst results. For OUT pur- 
poses, it is not necessary tu assess the in- 
tentions; it is enough to examine the 
results. In the twenty-first century, the 
world's prosperity depends on sweeping 
away those failed experiments. In the 
futur2, some other system may be de- 



vised that works better than the market 
system. But the evidence is clear that 
the market system is more effective 
than any other yet devised, emphatically 
including those systems controlled by 
the state and administered by 
bureaucracies. Unless the less 
developed nations accept this, develop- 
ment assistance will fail. If they model 
their policies accordingly, then develop- 
ment aid can be seed sown in fertile 
ground. 

THE ECONOMIC GILVT 
To an extraordinary degree, the 

world's economic health depends upon 
that of the United States. In exercising 
whatever discipline is needed to keep 
the dollar sound and the American 
economy on a course of steady, noninfla- 
tionary growth, we are serving net only 
our own interests, but those of the 
world. 

While the United States has had a 
very strong recovery, the picture re- 
mains shadowed. The United States had 
a trade deficit in 1983 of $61. billion, 
which is expected to rise to $130 billion 
this year; the dollar is seriously over- 
valued; real interest rates remain high; 
and the U.S. budget deficit is still enor- 
rnO!IS. 

If these budget and trade deficits 
erode the confidence of foreign nations 
in the U.S economy, the ability of the 
present international economic system 
to moderate shocks will be sorely tested 
and the United States will no longer be 
able to provide the impetus for economic 
recove& in other coUntries. 

Figure 1 shows the rise in the U.S. 

budget deficit, trade deficit, interest 
rates, and LDC debt load since 1980. We 
believe there is a direct connection be- 
tween the rise in the U.S. budget deficit 
and our overall interest rates. High in- 
terest rates, in turn, greatly diminish the 
ability of developing countries to pay 
their debts to major U.S. banks. 

We recognize that the recent U.S. 
economic recovery has been the key 
stimulus to worldwide economic 
recovery. We applaud the Administra- 
tion's efforts to reduce the budget deficit 
and urge it to do everything in its power 
to continue on this track. 

ORGAWIZING 
FOR SUCCESS 

Ultimately, principles are only as ef- 
fective as their application; policies are 
futile unless put into practice. Govern- 
ment is a constant struggle to reconcile 
or balance competing kterests and con- 
flicting concerns. The way a govern- 
ment organizes itself often determines 
which of its priorities are served and 
which are sacrificed. Those that do not 
have a designated champion of sufficient 
stature and authority to make themselves 
heard are likely to be neglected, particu- 
larly when they lack a singie, vocal, do- 
mestic constituency. 

The economic interaction between the 
United States and other countries is cen- 
tral to the future of both. This interac- 
tion often takes complex and subtle 
forms. Sometimes it requires muscle, at: 
other times diplomacy, insight, or a 
sophisticated understanding of highly 
technical and often abstruse factors that 
are far from most people's experience. 



FIGURE 1: 
Key Economic Indicators 

SOURCES: 
Emnom~c Reporl of the Presidenf, 
Cauncil of Economic M v i i r s .  
1984; U.S. Deptmenf of 
Commerce S u w y  of Current 
Business, 1984: World Debt 
Tables, The World Bank. 
19B37984; Federal Reserve. 
Financial Market Seaion. 1984. 
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We believe that our recommendation to 
establish an Economic Security Council 
in the Executive Office of the President 
to ensure adequate coordinaticn of and 
attention to economic matters is the 
most important recommendation we 
make. Without such a council or some 
similar mechanism in place, it will be ex- 
tremely difficult to carry out effectively 
our other program recommendations or 
to address emerging economic issues in 
the integrated, comprehensive way that 
our national interest will require in even 
the near-term future. This is a classic 
case of a sibation in which policy 
without structure too readily succumbs 
to futility. 

FREE TRADE, 
PREDATORY TRADE, hVT) 
PROTECTIONISM 

Trade is vital to deveioped and 
developing countries alike, particularly 
to those seeking to escape from crushing 
burdens of foreign debt. Trade 
represents a far more significant propor- 
tion of many developing countries' 
foreign exchange earnings and expen- 
ditures than does Clfficial Development 
Assistance (ODA). For example, in the 
aggregate, the $580 billion in developing 
country export earnings in f 980 
amounted to 17 times their net inflow of 
foreign aid. 

Ultimately, foreign borrowing is a 
form of paying for current imports with 
deferred exports. In due course, a bor- 
rower has to exchange something to 
repay those debts. Unless current im- 
balances can be rectified through in- 
creased long-term trade opportunities, 

the debt crisis will never be resolved. 
Open tracie competition stimulates ef- 

ficiency and lowers costs to consumers. 
Recognition of this fact has been a driv- 
ing force behind U.S. trade policy since 
the end of World War 11. In recent 
years, however, governmental inten~en- 
tioil in trade, whether by subsidizing ex- 
ports, managing imports, or unfair trade 
financing practices, has severely af- 
fected the patterns of global trade com- 
petition. These government interven- 
tions distort global competition, to the 
long-term disadvantage of all par- 
ticipants. When each country closes off 
its ovtn markets while subsidizing its ex- 
porters' entry into others, the result is a 
clash of interests and a deterioration of 
trade and true competition. For many 
years, the United States th~ugbt that 
persuasion would bring a more open 
trading system. The United States has 
not seriously used the leverage of its 
owm market since the "Chicken War" of 
the early 1960s. Nor has the retaliatory 
authority enacted in the Trade Act of 
1974 ever actually been fully applied. Xt 
has become increasingly clear, however, 
that tougher short-term actions may be 
the only way to accomplish desired long- 
term objectives. 

In this report we propose th& the 
United States embark on an aggressive 
program of counter-measures including 
mixed credits financing. We know that 
this is controversial, but we believe it is 
needed for two purposes: to deter such 
practices by ~ t h e r s  in the future a d  to 
protect our own legitimate trading in- 
terests in the present. 

Although we regret the need for such 



measures, the United States should not 
& ap~logetic about takingthem. There 
is no inconsistency between using 
American economic muscle to counter 
predatory trade policies by ITS. com- 
petitors in the short term, and working 
toward more open trading conditions in 
the longer tern. It is quite the contrary: 
the first is necessary in order to make 
the second possible. If other nations 
were not grossly violating the rules of 
free trade, there would be no need for 
coercive or competitive counter- 
measures. The best way to move the 
world back h the direction of free 
tmde-not only for our own benefit, but 
for the benefit of all nations-is to make 
those predatory measures too expen- 
sive. I this means fighting fire with 
fi re-and it does-then so be it. Tke 
reasori the expression "fighting fire with 
fire" b e m e  a part of the lexicon in the 
first place is that there were some situa- 
tions in which firefighters found this 
technique to be the most effective 
method of containing the damage. The 
same holds true in the international 
economic arena. 

It should be very clear that we resort 
to these methods, not because we like 
them or believe in themi but because 
their use by others makes them a com- 
petitive necessity for us. We should 
stress that whenever our competitors 
are willing to enter into economic dis- 
armament tallzs, they will find us ready 
and eager partners. But meanwhile, we 
cannot leave ourselves disarmed 
unilaterally. 

HARiliESSING 
OUR AGRICULTURAL 
ABUNDLYCE 
In fashioning aid and trade policies, 

we need to make a clear distinction be- 
tween the long term and the short term, 
between the ideal and the expedient, 
between investment and charity, be- 
tween emergency aid and development 
assistance. It is essential that we provide 
both short-term emergency aid and long- 
term development assistance. But it is 
equally essential that we not confuse the 
two- Many of our failures have resulted 
from precisely that confusion-from 
supposing that what was needed in the 
short term was also useful in the long 
term, or that the same principles a.pplied 
to both. For example, a critical need of 
any society is to ensure its people access 
to sufficient food. All else is secondary; 
food is the first necessity. America's 
agricultural abundance is one of the 
wonders of the modern world. This 
results partly fror. abundant, fertile 
l a d .  3ut it dso results from a highly 
developed agricwltmal technology- 
from advances in farm mechanization, 
fertilizers, pesticides, finance, storage, 
transportation, processing, and distribu- 
tion. In the United States, the 3 percent 
of the American people who live on the 
farm not only feed the other 97 percent, 
but also produce stlrpluses that feed 
much of the rest of the world. 3 y  con- 
trast, in Bangladesh, 74 percent of the 
people live on the h i d  and they still 
have to import over a million tons of 
food just to maintain inadequate con- 
sumption levels. 

An ancient proverb tells us that if you 



give a nan fish, he has food for a day; if 
you teach him to fish, he has food for a 
lifetime. One clear lesson of the world's 
present condition and future prospects is 
that its people must learn how to multi- 
ply their own agricuhural production- 
they must find the way to have food for a 
lifetime. And because we can help them 
do that, we must. But while they are 
learning, they need food to keep them 
dive. And because of our abundance, we 
must also help to provide this. Since 
1954, U S -  food assistance, under the 
Food for Peace (or P.L. 480) Program, 
has provided both the short-term 
sustenance and long-term development 
assistance so critically needed today. 
Rather than waste this country's most 
productive asset by idling productive 
farmland, we must use our agricultural 
abundance to feed the hungry and 
malnourished multitudes today and 
teach them to feed themselves 
tomorrow. 

America's own long-term interests 
have always paralleled the real interests 
of the world's people, precisely because 
of the kind of nation we are. Ours is a na- 
tion founded on an ideal. Ours is the only 
nation made up of the people of all 
nations. We grew rich not by being pred- 
atory, but by being productive. And peo- 
ple on every continent have looked to us, 
whether with admiration or with envy, 
as an example of what they want for 
themselves. 

GljTZtING 
PRIXCIPLES 

We believe that three grinciples 
should govern U. S. economic relations 
with the Third World. 

El First, we and the Third World 
countries hav~  mutual interest in their 
economic det elopmerit. Cooperation 
between us that serves that rn~tual in- 
terest will benefit both. 

C3 Second, economic growth is best 
achieved through vigorous development 
of the private sector. 

Third, economic and social develop- 
ment, which fairly benefits all, provides 
the f innest base for long-term political 
stability. 

In this report, we have sought to put 
flesh on those principles. We carry them 
not only into the techniques of economic 
development, but also into the means of 
organizing for economic development. 
We examine ways in which the extraor- 
dinary inventive genius of American 
business can be enlisted more fully in 
the task. We detail. new pclicies that sr& 
believe are needed to expand interna- 
tional trade, to make U.S. exports more 
competitive, to use US.  agricultural 
abundance to feed the world's people, 
and to share more broadly not only the 
h i t s ,  but also the roots of our own 
economic success. 

The short-term, narrow question 
before the nation is how do we get more 
impact from the billions in aid, credits, 
guarantees, and other related forms of 
assistance that the United States now 
provides? The longer term, broader 
question is how do we more effectively 
use our resources and our wisdom to 



create the kind of world we want for the 
world's people in the twenty-first 
century? 

It is this broader question we have 
sought to address. We believe that our 
generation has an obligation to the world 
to do what it can to make the tvrrenty- 
fxst century-our children's century- 
one in which the world's people at last 
enjoy what man's wisdom, invention, 
and initiative have possible. 
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INTRODUCTION 
Developing countries are trying to corn- 

press in a few short yea-s the sort of 
economic progress it took centuries to 
accompiish in the developed world. This 
places enonnous pressure on these 
societies. If they are to achieve rapid 
development, they must find ways to at- 
tract and use large quantities of capital, 
technology, and know-how in an effec- 
tive and efficient manner. Government 
can create conditions that will make this 
possible, but government itself cannot 
be counted on to produce the goods and 
services. Success depends on the 
vigorous stimulation of focal private 
enterprise, combined with a sufficiently 
high level of foreign investment. 

Coming late to the game, the LDCs 
are burdened with having to move faster 
to catch up. However, they do have the 
offsetting advantage of being able to 
draw on the experience and resources of 
those who preceded them. 

Lessons from the Past 
When the nations of the industrialized 

West first organized modem economies 
in the nineteenth and early twentieth 
centuries, government played 2 very 
limited role. That role began to expand 
in the latter part of the nineteenrh cen- 
tury, and in many countries it increased 
stif1 further in the middle third of the 
twentieth centu,y. 

In many developing countries, par- 



titularly since World War 11, the role of 
government has been dominant. A view 
of government as the primary instru- 
ment for promoting economic growth 
has been widespread among leaders, 
particularly in many nations emerging 
-from colonialism. Matever the social, 
historical, or political causes, the effect 
has been a dramatic increase in govern- 
ment's role in the economy and in the 
public share of GNP. This has been 
coupled with substantial growth in 
public sector ownership and concrol of 
the means of production and related ac- 
tivities including manufacturing, extrac- 
tive industries, finance, and trade. To- 
day, many governments control over 
half of their nation's capital formation. 

Nthough many countries have gained 
independence since 1945, only a handful 
of developing countries have achieved 
substantially higher living standards for 
their people. In general, these high- 
growth countries have been those that 
have emphasized market-oriented econ- 
omies and encouraged entrepreneurial 
initiative. 

For various reasons, there has been 
relati: -.y mtle academic research or 
theoretical analysis concerning the role 
of private enterprise, free markets, and 
competition as instruments of economic 
development. However, the empix-ical 
evidence is clear that where they exist, 
development flourishes; where they are 
absent, development fails. Perhaps the 
most striking examples of success are in 
Southeast Asia, where determined 
market-oriented policies have brought 
high economic growth rates, significant 
domestic and foreign investment, and 

manageable levels of foreign debt. Hong 
Kong, Taiwan, Singapore, and Republic 
of Korea alone now account for 50 per- 
cent of aI1 LDC manufactured exports. 

A limited but increasing body of 
literature, research and data, Southeast 
Asian success stories, and a growing 
awareness among Third World leaders 
that excessive reliance on the public sec- 
tor works to their disadvantage are 
beginning to have an impact on develop- 
ing country policy approaches. The 
Task Force believes that many deveiop- 
h g  country leaders are be8iming to 
rethink and reassess the pros and cons 
of market-oriented strategies and 
private investment. The time is ripe for 
the United States to provide encourage- 
rnext. advice, and assistance to those 
developing cowtries prepared to pursue 
private sector strategies and to support 
businesses that are in a position to take 
advantage of these new attitudes. 

The Role of Foreign Direct 
Investment in the 1980s 

During the 1970s, foreign direct in- 
vestment in developing countries more 
than tripled. Most of this investment 
was in the more advanced countries- 
Latin America, for example, received 
more than 50 percent-with tittle 
directed to the poorest nations. The in- 
crease was partly due to the expansion 
of the world economy, but other factors 
included the adoption of global manufac- 
turing and marketing strategies by 
multinational companies, an increase in 
the sta~dardization of products, and the 
growth of restrictive trade policies that 
forced companies to invest in order to 



retain their markets. D ~ r i n g  this same 
period, the U.5. share of foreign invest - 
ment declined as some of the other more 
advanced countries, particularly japan, 
Gemany, and France, increased their 
investment programs. 

However, even this threefold increase 
in direct investment was of less 
significance than it might appear. ODA, 
bank loans, and export credits .grew 
eve2 faster. At its peak; foreign direct 
investment zccaunted for only 15-20 per- 
cent of total foreign fi'inancial flows to 
the LDCs during this period. Tzble 2 
compares investment fiaws with other 
sources of czzpital in recent years. 

At the :lame time, the relatively low in- 
terest rates of the 1970s, high interna- 
tional liquidity, heavy public expea- 
ditures, and restrictions placed by coun- 
tries or, direct investments led to 
massive debt assumption by many coun- 
tries, with no concurrent increase in in- 
ternationall y competitive productive 
capacity. In addition, there is strong cir- 
cumstantial evidence of a loss oi con- 
fidence and disinvestment on the part of 
nationals in many countries. Capital 
flight on a large scale scares off in- 
vestors; any country suffering massive 
outflows of capital is not likely to attract 
much private investment, domestic or 
foreign. As a result, there has been a 
significant deterioration in the quantity 
md quality of indigenous investment. 

A recent survey of major corporate in- 
vestors by the Group of Thirty indicates 
that these companies plan to increase 
their foreign investment, but at reduced 
rates. Further, their plans contemplate a 
significant increase in the Far East and a 

decline in Lath America where the debt 
problem makes it particularly urgent to 
attract investment capital. 

hIoxeover, the compa~ies intend to 
firlarice much of their expansion with 
locally retained earnings, which may 
pmia ly  reflect their inability to repa- 
triate, and ether external sources of fi- 
name rather than with new financing 
from the parent companies. The outlook 
for new invest-ent in the poorest coun- 
tries is particularly dismal, with a 
decline in total assets projected by 1987. 
JAJhile these projections do not tell a 
complete story, they illustrate the direc- 
tion in which many investors are 
heading unless something is done to 
change their plap~. 

This st-idv mderscoxes the need for 
developiag countries to find %-.t-ays to at- 
tract more foreign direct investment. 
The rapid, easy growth years of the 
1970s are behind us; bank credits are 
not likely to increase at the same rate, if 
at ail; ODA caanot provide the needed 
capital; and export credits tvifl be much 
more difficult to secure. Thus, foreign 
direct investment u6Il be el-en more 
critical for developing corntries in the 
coming decade and beyond. However. 
this investment will not take place 
unless there is significant change in LDC 
attitudes and the internal conditions that 
are necessary to attract such 
investments. 

These changes have to come from 
both sides: investors and host comtries. 
In the past, foreign investors have been 
much maligned in the developing world. 
Too often they were portrayed as yred- 
ators who added little to the domestic 



econonly. In fact, the role and attitude of 
most foreign investors have changed 
dramatically over the last two decades. 
while public perceptions have lagged. 

The benefits of such investments are 
demonstrable and increasingly essential 
to development. Foreign investment 
creates jobs, often at wages nigher than 
the prevailing rates; it attracts addi- 
tional, often domestic, investment; it 
pays taxes, in many cases more honestly 
than nation21 institutions; and it brings 
technology, know-how, and rnanage- 
rnellt skills. 

The obligations of and benefits to in- 
vestors and host countries must be clear- 
ly defined and understood. Investors 
must be willing to consider creative 
forms of investment that will meet their 
needs and still satisfy the pol'tical and 
economic realities of host countries. 
Production-sharing agreements, licens- 
iag and service contracts, franchising, 
and other contractual types of invest- 
ment can reduce or eliminate negative 
perceptions in the host countries that 
sometimes srurolrnd foreign ownership 
and control, while still providing the in- 
vestor with necessary incentives and 
protection. 

For its part, the host country must 
pro ride basic assurance of fair and 
eq~titable treatment for the investor, 
rz isonabie access to a continued supply 
Q I ranT materials, and freedom from 
unreasonable interference with com- 
pany decision making, as well as stable 
r. 7d predictable laws ar,d policies. When 
these essential elements are provided, 
private investment-both domestic and 
f ureign-will increase. The results- 

TABLE 2: 
Total Net Resource Receipts of 
Developing Countries from all 
Sources, 19'10-1982 (constant prices) 

I. Official Development Assistance - 2 - . - - 

A. Bilareral . . .  -. - 

I. IEAC countries . - . - .. -- 

2. OPEC . - COuntries . . - . - . 
. A -  - - - --- 

3.  - CMEA - -. and -- - other . . . donors . . . .  - - . -. - - - 

B. &iultilateral agencies 
11. Grants by private vofrtqtary agencies 
111. Nun-Concessional ..... flowsa - - - - - - . . 

. -- - A . - 

A. official or officially .. - - - - supported - - . -  - .- s 

1. Private export . .- - credits (DAC) -. - - -  - - - -  

2. official . -. . export - - . . . credits - . - -. (DAC) - . . A . . - -- 

3. Multilateral - . . - -. - -. . . -- - - -. 
- " .- 

4. Other official and private flows (DAC) - -  

3. Other doiorsb - . - .  

B. Private 
- - - - - -  

1. Direct .- . investment . - - - -- .- 
2. Baak sectora 

- - .  -- 

- 3. Bond lending 
Total receipts (I -t- II + 111) 

hlemorandurn items: .- . . . . . . . . .  , . ....... -- ....................... . . . . . . . . . . . . . . . . . . . . . . . . .  

Short-term ................... bank lending ............................... .--.....-. 

IIMF purchases, netc ... ... -- ..- . - .. 
........................................................ 

GNP deflator (1981 = 100) . .  ... .-........... 
. . . . . . . . . . . . .  , ..... ., - 

SOURCE: 
Development Coopera- 
tion, 1983 Review. 
Organization for 
Economic Cooperation 
and Development. 
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mn-OECD banks in in- ODA above. They may therefore not 
ternationat syndicates. d) ( ) estimated cornpfy in all respects 
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more economic activity, a rise in 
employment, increased public revenue, 
improved technology, and a higher stan- 
dard of living-will benefit all. 

The U S .  Government's Role 
Whether i~reign investment will flow 

to a developing country depends 
primarily on the actions ~f the host coun- 
try and investors. However, the U.S. 
Gonmnnent also has an important role 
to play. Not only must U.S. policies en- 
courage the free flow of investment, 
whether in the form of capital, 
technology, or intellectual property, but 
U.S. foreign assistance resources mutt 
be enlisted to stimulate increased flows 
to developing country markets. The 
positive impact of airect foreign invest- 
ment must be communicated to LDC sf-  
ficials and the impediments to achieving 
pol icy changes must be identified and 
clearly stated. Finally, we must be 
prepared to support positive policy 
responses through appropriate use of 
foreign assistance resources. 

As an adjunct to this report, we have 
prepared a Prizute Enterprise Guidebook 
to provide guidance on ways investment 
can be encouraged and development aid- 
ed through creative use of private enter- 
prise. We consider the Guidebook to be 
a unique and s i~ i f i can t  contribution by 
the Task Force. It is designed for use 
principally by U .S . Government person- 
nel at home and abroad. Essentially, it 
ams the U.S. Government official with 
facts, ideas, examples, and arguments to 
help perstlade developing country of- 
ficials that their countries w i l  be better 
served by taking the market-oriented 

route. Tlze Guidebook provides ex- 
amples of how foreign assistance funds 
have been used creatively to foster 
private enterprise. We believe that this 
Guidebook can signiGcantly increase the 
effectiveness of our representatives 
overseas in aiding development, enlarg- 
ing trade, and promoting prosperity. 

FINDINGS L I D  
RECOMMENDATIONS 
Finding 
Countries that fail to create conditions- 
including appropriate laws and 
policies-that will attract investment 
will relegate themselves to slow growth. 
At the present time, there is no central 
source of advice to help developing 
countries foster the conditions necessary 
for private sector g-rovvth.. 

O~ewiezti: Without economic grewh 
there is little to distribute, whether to a 
stable or expanding popdation. Govern- 
ments establish the basic conditions that 
determine whether privzte initiative can 
flourish and growth can take place. 
Private initiative is necessary to create 
that growth. Among the necessary con- 
ditions, the key factors are affirmative 
support for private owmership and the 
right to transfer such ownership. Both 
law and custom must recogxize the right 
of private ownership not only of proper- 
ty, but also of the means of production; 
private contracts must be recognized 
and enforced; and the right of in- 
dividuals to form associations for the 
purpose of doing business as private 
enterprises must be protected. In addi- 
tion, there must be sufficient freedom 



for businesses to make their own deci- 
sion and a general attitudinal climate 
that encourages, rather than inhibits, 
private enterprise. Other conditions of a 
general nature are also important, in- 
cluding reasonably free access to 
markets in which to buy and sell, ade- 
quate supporting infrastructure, a stable 
operating environment, and the 
availability of labor. 

Wher, conditions are attractive, 
busiaess responds with investment. 
When conditions are not right, foreign 
investors will not invest alzd, worse, 
even local investors will sexid their funds 
elsewhere. The responsibility of the 
developing country government is to en- 
sure that the proper conditions exist. 

Developing country d e ~ a n  d for 
domestic and foreigi~ investment will far 
outstrip the amount likely to De available 
in the coming decade. In effect, there 
will be a seller's market for capital. 
Those countries that fail to create aa at- 
tractive investment clirna te will attract 
less investment, whether domestic or 
foi.eign. They will thus relegate them- 
selves to a period of slow in which 
they fall further behind. Developed 
countries must seek to stimulate in- 
creased private investment flows to the 
developing world. For those countries 
with limited resources, it simply makes 
common sense to encourage the chzn- 
nelfing of those resources where they 
will do the most good. 

In the case of the United States, total 
foreign direct investment abroad is 
estimated at over $220 billion, of which 
about one-fourth is in the developing 
world. Because of the need to supply 

raw materials and other inputs to foreign 
subsidiaries or outlets, some 30 percent 
of U.S. exports are directly related to 
foreign private investment. Howe~.er, 
many U.S. investors have found it ex- 
tremely difficult to operate in some 
countries. In these instances, they have 
been unable to achieve satisfactory earil- 
ings and repatriation of capital and pro- 
fits, which has reduced their en- 
t husiasrn. They need encouragement 
from the host countries. They also need 
encouragement in the fom of incentives 
from the U.S. Government. 

In 1983: Pi-esident Reagan issued a 
statcrnent clarifying U.S. policy on 
foreigr, investment. Its fundamental 
eernise was that "foreign investment 
flows ~ ~ h i c h  respond to market forces 
will lead to more efficient international 
production 2nd thereby benefit both 
home and host countries. " It strongly 
supported measures to improve the in- 
vestment climate, ef irninate restraints 
on the free movement of investment, 
and secure equitable treatment of na- 
tiond and foreign investors. This state- 
ment provides a solid underpinning fcr 
U.S. efforts to improve the international 
environment for the free movement and 
protection of capital, technology, and in- 
tellectual propefiy. It can be an impor- 
tant foundation for future action. 



Tghe United States, working with 
other donor nations, developing 
countries, rnu3tifateral institutions, 
and pfivate business, should 
establish a Private Enterprise In- 
situite that will serve as a research 
center to advise developing countries 
on how to create those conditions 
necessary to attr&t investment and 
foster trade. 

Discztsshn: The debate over how best 
to foster development hzs been 
dominated by those who believe that 
centralized economic management is the 
most effective and equitable means. As 
a result, there is a rcassive amount of 
academic and official literature deding 
1vit.h such development approaches, 
while relatively little provides qualitative 
and quantita~ive anal>-ses on the effect 
of open markets and private enterprise 
on a country's development. Xo centr~l 
point for researc~,, infomation, or 
statistics exists to consolidate 
knowledge about the private sector and 
its impact on development. The Intema- 
tiond Monetary Fund (IMF), the 
Development Assistance Committee of 
the Organization for Economic Coopera- 
tion and Development (OECB), and the 
World Bank are all very good sources of 
ixrformation and statistical material. But 
because their focus is not directed 
specifically toward the private sector, 
significant gaps exist in terns of 
available infomlation and analysis. 

Recent establishment of the Center 
for International Private Enterprise 
(CIPE), under the axspices of the U.S. 

Chamber of Cornnlerce, is a creative ef- 
fort to give business a greater voice ixl 
promoting democracy abroad. It cannot 
fill the present void, however, because it 
speaks only from the American ex- 
perience. A broader perspective is need- 
ed in order to establish credibility 
throughout the world. 

To respond to this need, we propose 
that an independent Private Enterprise 
Institute be established. To win wide ac- 
ceptance, the Institute must have the 
broad-based sponsorship and active par- 
ticipation of donor and developing coun- 
tries, international institutions, and the 
private sector itself. The Institute's 
primary functions wodd inc!ude col- 
lection, analysis, and dis*<oution of in- 
formation pertaining to the private sec- 
tor's role in economic development. f t 
wodd collect and catalogue case studies 
on how the private sector functions in 
those countries that have the best rates 
of economic growth and developnent. It 
would promote the development md 
adoption of international standards to 
facilitate trade and investment. It would 
also examine the causes of slow gromh. 
It would give special attention to pro- 
jects funded by ODA that encourage 
private sector development. The 
analysis wodd be useful to governments 
as tvell as brrsinesses interested in know- 
ing hour and where the private sector 
works best; an element of training wodd 
be i~cluded to assure appropriate 
dissemination of the information and 
ideas developed. 



Finding 
New foreign investment will be difficult 
to attract for many debt-ridden LDCs as 
long as insufficient foreign exchange is 
available to the private sector. 

Overwiew: The effect of the massive 
assumption of debt by many LDCs, par- 
ticularly in Latin America during the 
1970s and early 1980~~ has been 
devastating to those countries in various 
ways. One ef£ect that has not received 
sufficient public attention is the impact 
on privately owned businesses when 
foreign exchange is not made available 
to them for their reasonable needs. 

During periods of foreign exchange 
shortage, private enterprise is usually at 
the end of the queue at the Central 
Bank. It is often difficult or impossible 
f ~ r  businesses to secure foreign ex- 
change to pay for needed imports in 
order to keep a~ investment operative, 
to s e ~ c e  foreign debt or, for that mat- 
ter, to repatriate capital. Such dif- 
ficulties diminish the prospect that new 
foreign investment will be attracted to 
the developing country. 

To date, the United States has fol- 
lowed a five-point strategy for dealing 
with the debt situation on a country-by- 
country basis. That: strategy calls for: 
Kl continued pursu-it of economic ad- 

justment policies by debtor countries; 
sustained world economic growth 

and recovery with open markets; 
El encouagement of the adjustment 

process through strong support of the 
IMF; 

emergency infusions of liquidity, as 

necessary, to allow countries financial 
breathing space; and 
CI adequate amt.).,unts of commercial. 

bank financing, both medium-term and 
I I 

trade. 
At the London Economic Summit in 

June of 1984, the leaders of the major in- 
dustrialized countries took a somewhat 
longer term approach to the problem, 
stressing the need for longer term 
reschedulings, substituting long-term 
debt for short-term debt, and encourag- 
ing the flow of long-term direct invest- 
ment. Foreign investment will remain at 
depressed levels and trade will continue 
to be distorted, however, until a more 
active and positive approach takes hold. 
The more positive approach will create 
the needed international confidence that 
the debt crisis will be equitably resoived 
and foster the perception that private 
enterprise will not be disadvantaged in 
international transactions. 

Recommendation 
The United States s h a d  take the 
lead in assuring that private needs for 
credit and f o r m  exchange in LDCs 
are not pushed aside by preferred ac- 
cess of the public sector. 

Discztssion: Foreign exchange short- 
ages have resulted in the government 
allocation of available convertible cur- 
rencies in most borrowing countries. 
Private firms in need of hard currencies 
to pay for imports or to senrice their 
foreign debt generay compete unsuc- 
c e s s ~ y  for allocations of foreign ex- - 

change against government en~ittes that 
are more likely TO be faw-zed by the 



government allocation system. Private 
enterprises lose their creditu~orthiness 
and, as a consequence, potential in- 
vestors become unwilling to invest. The 
result is exactly the opposite of what is 
needed: encouragement of the dynamic 
forces of the private sector. 

The United States should take the 
lead in making this problem clear to 
LDC debtor countries and in devising 
ways to secure more balanced foreigr 
exchange allocation systems %.her< i !-ley 
are needed. This is a subiect that should 
be addressed by those responsible for 
the U.S. position in LDC debt negotia- 
tions, whether in connection with officiz2 
obligations to the U.S. Government, or 
as related to coordinated approaches to 
commercial balk debt. Essentially, U.S. 
negotiators should be looking for urays 
to asswe more reasonable private sector 
access to scarce foreign exchange in any 
allocation process. 

Finding 
The United States and other donors do 
not make sufficient effort to increase 
private investment and improve the in- 
vestment climate in developing 
countries 

Ouemiew: Among the principal in- 
vesting countries, there is a general 
recognition of the need to improve the 
investment climate in developing coun- 
tries and to establish ground rules under 
which investments can be made. This 
need is less well-recognized among the 
developing countries, although accep- 
tance of the idea is growing. 

Recommendation 
The United States should strongly en- 
courage international dialogue on 
ways to support increased foreign 
direct investment. 

Discussion: The key to the ecoaornic 
success of the United States is its 
reliance on private enterprise and free 
rr- arkets. We should transfer this sue- 
- r qc +hruugh all available ,neans7 in- 
c;: laillg our foreign assistance programs. 
W e shi, I: 1, in effect, use our diplomatic 
ar_! ' l~rograrns to teach other nations 
nolh &.s move away from government- 
$. ninated economies toward open 
rr; xkets. In 1982, the leadership of the 
OECD rec~gnized the growing im~or-  
tance of international investment flows 
for global economic growth and the need 
to strengthen Liternational cooperation 
on investment issues. The organization 
has begun to "identify ways to increase 
the flow of foreign direct investment to 
developing countries and to enhance the 
contribution of this investment to 
economic growth, development, and 
world trade." Several OECD commit- 
tees are examining this subject, with 
particular attention to the types of 
policies-for both developed and 
developing countries-that mill increase 
the flow of foreign direct investment. 
Some of the areas under consideration 
include institutional reforms, the 
establishment of policy advisory serv- 
ices, increased capital investment in in- 
termediate credit institutions, in- 
frastructure essential to the industrial 
sector, and subsidies to small and 
medium-sized private foreign investors 



in certain sectors. The Task Force 
believes that all of these subjects are 
worthy of further consideration and 
study. 

United Nations bodies have also 
sought to address aspects of tbe foreign 
direct investment issue. For example, 
the United Nations is attempting to 
develop a Code of Conduct for Transna- 
tional Corporations that is acceptable to 
both host and home countries. The 
United Nations Industrial Development 
Organization (UNIDO) established a serv- 
ice in New York to conduct training of 
LDC officials as a way to assist these 
countries in their efforts to attract U.S; 
private investment. UNIDO has ako 
fonned a Caribbean Investment Prorno- 
tion Service (CIPS), partially financed 
by AID, for investment pro;;notion in 
that area. The Uni~ed Naticms Center on 
Transnational Corporations. is closely in- 
volved in data gathering and responding 
to private investment questions. Related 
issues have also been discussed In the 
United Nations Commission on Trade 
and Development (UTTCTAD) as we11 as 
other United Kations fora. 

We do not expect these United Na- 
tions efforts to provide any near-term 
breakthroughs or to substantially in- 
crease common understanding between 
the United States and the developing 
world concerning foreign in~~estrnerit- 
They are useful, however, in reducing 
the ernotiord content of the debate and 
in sensitizing policymakers to the issues 
and stakes involved. 

Recommendation 
The United States should substan- 
tially increase its support of private 
investment activities in developixlg 
countries. 

Uisczzssiolz: Under existing procedures 
and practices, the prospects for channel- 
ling significant U.S . foreign assistance 
resources directly to the private sector 
in recipient countries are severely 
limited. There are various reasons for 
this, including the fact that responsibili- 
ty is spread among several U S .  Govern- 
ment agencies, with no single entity hav- 
ing the development of the LDC private 
sector as its primary mandate. General- 
ly, this issue is given insufficient ztten- 
tion within the U.S. bureaucracy. Con- 
versely, in many developing countries, 
private sector proposals are given too 
much s a t i n y  by the government. This 
makes investment decisions difficult and 
stifles private sector initiatives. 

The United States should demonstrate 
its commitment to, and belief in, market- 
oriented private sector solutions to de- 
velopment problems by allocating 
substantial resources for private sector 
development and investment, particular- 
ly through intermediate credit irrstitu- 
ticms. (For additional discussion G ~ I  this 
subject, see page 57.) More U.S. foreign 
assistance h d s  should b~ available for 
purely private entreprmemrial undertak- 
ings, s u p p ~ ~ g  those frequently disad- 
vantaged in obtaining foreign exchange 
and other smce  resources that are 
usually provided more readily to state- 
rn enterprises through state-controlled 
development budgets. The African 



Economic Policy Initiative (see ?ages 46 
and 97) is consistent with this approach. 

T o  encourage continued U .S. private 
sector participation in these efforts, ex- 
isting tax and other incentives for U.S. 
business involvement in developing 
countries should be maintained; new in- 
centives for investment in selected in- 
dustries or countries should be 
considered. 

Finding 
In order to increase foreign investment, 
developed and developing countries 
need to adopt uniform standards for host 
country and investor responsibility and 
conduct. 

Oz;emiiew: Many developed countries 
with long histories of active extemzl in- 
vestment and trade have found it useful 
to enter into agreements with develop- 
ing countries on the treatment of their 
natiunals when they invest. Some coun- 
tries, such as the Federal Republic of 
Germany (FRG), make investment 
treaties a precondition for investment in- 
surance. In fact, Western industrial 
countries now have over 200 such in- 
vestment treaties in place. 

Recommendation 
'khe United States should encourage 
developing nations to negotiate 
bilateral. investment treaties. The 
United States should assign priority 
in its aid programs to those countries 
that sign such treaties. 

Discussion: The United States has 
signed five investment treaties with 

developing countries since 1981 and is 
discussing such treaties with a number 
of others. The purpose of the Bilateral 
Investment Treaty (BIT) program is to 
improve the investment climate in reci- 
pient countries (the treaties apply to in- 
vestment in both directions) by pro- 
viding certain protections and 
guarantees to foreign investors- 

The common objective is to provide a 
stable and predictable legal framework 
for investment and business operations. 
The treaties establish the ground rules 
fox investment as well as the terms 
under which business is conducted. 
Generally, areas that are covered in- 
clude: equal treatment with national in- 
vestors or most favored nation status; 
prompt, adequate, and effective com- 
pensation for expropriation; the right to 
transfer profits; dispute settlement pro- 
cedures; and the right to international 
arbitration. 

The Bilateral Investment Treaty ap- 
proach has not been as successful as it 
might have been. In fact, no contry 
with significant US.  private investment 
has yet signed such a treaty; only 
relatively small countries, or those with 
little appeal to investors, have accepted 
the provisions. To date, those develop- 
ing countries with large American in- 
vestment have felt no compulsion to 
enter into such an agreement. A major 
related problem is that in Latin America, 
many countries adhere to the Calvo Doc- 
trine, which essentially requires dispute 
settlement in the country- where the in- 
vestment is made. The effect of this doc- 
trine is to eliminate one ~f the main 
potential benefits that might be obtained 



from the investment treaty. 
Nonetheless, the effort to negotiate 

such treaties with foreign governments 
should be continued. The dialogue sur- 
rounding the negotiations, even though 
unsuccessN in the short run, is an effec- 
tive means of educati~lg LDC leaders to 
the benefits of encouraging the private 
sector. Consideration should be given to 
negotiating a wider range of possible 
agreeaents, from more limited pro- 
tocols and understandings to the full 
range of assurances desired in a corn- 
plete bilateral investment treaty. More 
limited agreements might be entered in- 
to with ; ~untries that, although they are 
logical recipients of US. investments, 
are not yet prepared to negotiate a full 
scale treaty. 

As a means to underscore the impor- 
tance the United States attaches to these 
treaties, AID should give priority to na- 
tions that sign or adopt the principal 
components of such treaties. 

Finding 
Expanded investment insurance (or 
guarantee) is a key to increasing invest- 
ment in developing countries. 

Investment insurance (or 
guarantee) is one important direct 
means by which investor countries can 
ease the way for expanded investment in 
develoiiing countries. The objective of 
most such programs is not to remove 
commercial risk, but to protect against 
certain risks peculiar to investment 
overseas. 

While many investor countries pro- 
vide some form of investment insurance 

for their nationals, in all cases it is 
limited in amount and restricted as to 
which countries are covered. Further, 
each investor country has its own rules 
and regulations. With each investor 
country negotiating separately, the 
developing countries are faced with a 
plethora C ,  different terns and conditions. 

Recommendation 
Overseas Private Investment Cor- 
poration (OPIC) funding and in- 
surance capabilitv ::hodd be substan- 
tially increased ar - its mandate 
broadened to inr , de a range of 
financing and services to U.S. 
business, large and s m d .  

Discussion: The Overseas Private In- 
vestment Corporation (OPIC) mobilizes 
and facilitates the flow of investment 
capital and skills from the United States 
to developing countries. It insures U. S. 
private investment against certain 
political risks, as well as providing direct 
financing and limited amounts of corn- 
rnerciai guarantees for projects of U.S. 
investors in eligible countries. OPIC is 
self-sustaining, earning over $82 million 
in FY 1983. (It has received no ap- 
propriations since 1975.) OPIC has re- 
quested additional authority, but no new 
appropriations, for commercial guarantees 
and direct loans. 

The Task Force recommends a sub- 
stantial increase in OPIC's authorities to 
provide direct loans, loan guarantees, 
and investment encouragement. The 
OPIC board should consider various 
ways of broadening OPIC activities, 
such as increasing support for agri- 



industrial projects and reducing the 
threshold of U.S. business participation 
to a minimum requirement of 20 percent 
ownership. OPIC should also consider 
additional forms of insurance coverage 
for U.S. business that would contribute 
to further risk reduction and facilitate 
additional investments in developing 
countries. 

The 124 projects insured or financed 
by OPIC in 39 countries in FY 1983 
represent $4 billion in investment. Over 
half of these projects were in the poorest 
developing countries. In the recipient 
developing countries, during the first 
five years of operation, these projects 
are expected to generate approximately 
25,300 jobs, including 4,000 at the 
management level. Additional empioy- 
ment will also be created as a result of 
local procurement of goods and services. 
During the same five-year period, the 
projects are expected to generate net 
foreign exchange savings for the 
dev2loping countries of over $400 
million per year. 

Dur i~g  their first five years of opera- 
tion, these projects will generate over 
33,000 U.S. jobs in manufacturing, min- 
ing, growing, processing, and shipping 
of additional U.S. exports related to the 
projects. As the ecorkxnies of the project 
countries develo~. additional U. S. 
employment caik expected with in- 
creased demand for U. S. equipment , 
material, and services. The U.S. balance 
of payments position wiU also be irn- 
proved; OPfC estimates that the net 
direct trade benefit to the United States 
will amount to $2.4 billion. More fun- 
damentally, these programs are in- 

strumental in engaging small and 
medium-sized U .S. businesses in inter- 
national investment activities that would 
otherwise be beyond their grasp. These 
programs are well regarded by U.S. 
business and deserve continued support. 
At the same time, we are encouraged by 
the increasing availability of private in- 
surance for some of those purposes. 

Recommendation 
The United States should support a 
multilateral investment guarantee 
program administered by the World 
Bank. 

Discussion: The World Bank has 
estimated that less than 20 percent of 
the investments flowing from developed 
to developing countries are covered by 
insurance from national agencies such as 
OPIC; private insurers cover an even 
smaller proportion of the total. Most in- 
vestment, then, is not insured against 
the political risks inherent in the ex- 
posure of capital in developing 
countries. 

The concept of a multilateral in- 
surance or guarantee program has been 
discussed since the 1950s. In the early 
1970s, the World Bank made a major ef- 
fort to establish such an insurance pro- 
gram, but failed to secure the support of 
enough members. The differences were 
not only those of approach; they also 
arose because developing countries 
feared the less of sovereignty, while 
many donor countries feared cornpeti- 
tion with their national insurance pro- 
grams. The Inter-American Develop- 
ment Bank (IDB) made an effort in the 



late 1970s with regard to minerals and 
energy investments, but it failed for the 
same reasons. 

A specific proposal for a multilateral 
investment guarantee program has been 
raised again in World Bank circles. An 
investment sa ran tee  agency would be 
established under the auspices of the 
Bank to protect investments that are not 
being insured by national institutions or 
private Insurers, thus increasing total in- 
vestment flows. The new agency would 
cooperate with existing national in- 
surance programs and would comple- 
ment them through coinsurance and 
reinsurance programs. The agency 
u~ould be funded by World Bank 
members znd it would negotiate its own 
agreements, furthering the prospect for 
greater standardization in this area. 

At this point, the proposal appears to 
be gaining support among the members 
of the World Bank. Nonetheless, the 
underlying concerns of the developing 
countries continue to stem from fears 
related to loss of sovereignty and con- 
trol, while some developed countries 
continue to see it as a potential com- 
petitor for their national insurance and 
guarantee programs. The United States 
should strongly support this attempt to 
improve the conditions under which 
foreign investments can be undertaken. 

Foreim Assistance Programs 

INTRODUCTION 
Foreign assistance can have only a 

limited impact as a resource transfer 
mechanism, given the size of developing 
country economies and the problems 
they face because of debt burdens, the 
global recession, and internal economic 
diffic-dties. (On a global basis, the 
foreign assistance disbursements of all 
OECD members would cover interest on 
LDC debt for less than six months.) 
Nevertheless, much more could be ac- 
complished if aid resources were con- 
centrated on a few critical areas- 
particularly on strengthening private 
enterprise in, and fostering trade and in- 
vestment with, developing countries. 

Over the nearly four decades since the 
Marshall Plan came into existence, U.S. 
foreign assistance has grown into a com- 
plex of programs and budgetary ac- 
counts, each with a separate justifica- 
tion, legislative history, constituency, 
and reasofi for continuance. Many 
foreign assistance practitioners 
themselves get lost among the shifts of - 
nuance in definition and purpose from 
one assistance £ o m  to another. 

The Congress has not provided a clear 
direction either for the gods of aid, or 
for the terms under which it should be 
provided. Over the years, foreign 
assistance legislation has been heavily 
amended, with layer upon layer of re- 
quirements, caveats, prohibitions, and 
special instructions. Our foreign 



assistance efforts have become a patch- 
work of programs, addressed to dif- 
ferent constituencies and based on 
various theories of economic and social 
development. 

Through our foreign assistance 
resources we should continue to foster 
both economic and social development. 
But in the programs as they are now 
structured, there is an imbalance be- 
tween those aimed at meeting social 
needs and those that address economic 
needs, Public health, population, nutri- 
tion, and education programs, while im- 
portant, are not at the core of economic 
development. With economic develop- 
ment come the resources necessary to 
pay for the social programs which can, 
in turn, help accelerate the clevelop- 
ment. The flaw in our past foreign 
assistance strztegy was that it put the 
art before the horse. The "cart" is 
social development; the "horse" is the 
productive economic base to support 
social development. And this means 
private enterprise. The Task Force 
reviewed U.S. foreign assistance pro- 
grams, past and present, seeking to 
determine which have had the greatest 
positive impact and why. It is clear that 
if we were starting from scratch, the 
present system would not be ideal. The 
questions now are what is optimal, given 
the structure of the U.S. Government; 
what impact would any change have; 
a d  how long would it take to effect such 
change. 

In this section, we deal with major 
changes we believe necessary in the 
U.S. foreign assistance program to: 
1. effect long-term policy change; 
2. develop a long-term economic 
assistance s t ra tes  ; 
3. improve linkages between U.S. 
trade and aid efforts; 
4. expand agricultural assistance; 
5. support multilateral institutions; 
6. B+ stren,@hen AID'S private enter- 
prise initiative; and 
7. P increase training. 
These subjects are discussed in greater 
detail in the action briefs in the appendix 
of this report. 

We have not addressed the basic 
organizational structure within which 
foreign assistance programs are camed 
out. Whatever the structure of operating 
agencies, however, the same policy con- 
siderations would apply. It is those 
policy considerations that we have 
addressed. " 

'NOTE 
It fdloVs, obviously, 
that if funddms now 
perfond by AID, for 
example, w e  wen- 
tuaily rassigned. any 
comments in this 
report addressed to 
AID but related to 
those functionswould 
be intended far the 
agency to which the 
functions we= 
hansfevd. 



FINDINGS ATD 
RECOMMENDATIONS - 
I. w Policy Change 

Finding 
The U.S. Governmen? does not suffi- 
ciently encourage or assist recipient 
developing countries in making the 
policy changes necessay to dlow 
private sector growth. 

Overzriew: Public sector funds can 011137 
supplement, not supplant, the resources 
that must come from the private sector 
in the form of trade and investment. 

Internationally, there has been a 
tendency over the last 10 or 15 years to 
put virtually all foreign assistance on a 
government-to-government basis. In 
response to congressional mandates and 
the "Basic b a n  Needs" doctrine, 
U S .  foreign assistance programs have 
placed nearly their entire emphasis on 
meeting the immediate needs of the 
poor, rather than on developing their 
capacity to meet their own needs over 
the longer tern by stimulating private 
sector growth and employment. Within 
the U.S. Government, there appears to 
be a growing recognition of the need for 
market-oriented policy change. AID, in 
particular, has made a strong commit- 
ment to use its resources to promote ap- 
propriate policy changes in developing 
countries, but such efforts must be 
greatly intensified and more thoroughly 
ingrained 111 U.S. foreign assistance 
programs. 

We believe strongly that primary em- 
phasis must be placed fin the long tern, 
and that sustained economic growth 

depends on the private sector. Without 
rising levels of economic activity, basic 
human needs cannot be met. 

We owe it not only to ourselves, b ~ t  to 
the people of the developing countries, 
to try to persaade their governments 
that what we believe to be true is, in 
fact, true: that the key to development 
lies in a vigorous private sector. 
Politically, this bas its costs. Some 
developing country governments axe 
committed ideologically to statist ap- 
proaches; and many of their pslitical 
leaders profit, some of them i~nmensely, 
from statist economies. By pressing 
them to shift toward market-oriented 
models, we will irritate some and 
alienate others. But, while pandering 
may be good politics in the short run, it 
is bad politics in the long run. 

To the extent that ive can achieve it, 
close cooperation with other donor c01m- 
tries and institdons can buffer the ir- 
ritation and also achieve more signifi- 
cant policy results. In any case, if we 
d~monstrate that u7e are steadfastly 
committed to the principle of economic 
development thrsugh private sector 
growth, other developed and developing 
nations will be more willing to join ~bith 
us. Our own record 9.E economic 
development gives us a credential that 
we should use far more boldly. In this 
important area, we h ~ v e  both an oppor- 
tunity and a responsibility to lead, not 
just to fo!low, 



Recommendation - 
The United States should sharply in- 
crease its efforts to guide deveIoping 
countries toward market-oriented 
policies; it should reurard those coun- 
tries that adopt strategies that will 
lead to a positive climate for business 
and investment. 

Discussion: U.S. support for market- 
oriented policy reform must be clearly 
articulated, understood, and practiced 
by all U S .  agencies. There should be a 
concerted effort to identify the major im- 
pediments to private enterprise in each 
developing country and the steps the 
5.S. Govern~nent can take to help that 
country remove those impediments, in- 
cluding assistance to ease the burden of 
adjustment, if necessary. Our assistance 
programs should, to the extent feasible, 
reward countries that adopt appropriate 
market-oriented economic policies. 

Our present foreign assistance pro- 
grams do, to  some extent, help develop- 
ing countries stimulate private 
enterprise-for example, by trying to 
persuade developing cuuntries to adopt 
a,oricultural policies that will encourage 
Iwal farmers to increase production. 
There are other examples. In one coun- 
try, at AID's urging, retail fertilizer 
distribution was transferred entirely 
from the public sector to the private sec- 
tor; wholesale and import activities are 
now- under joint study for the same shift. 
In a Caribbean country, more liberal 
foreign exchange market rules were 
established to remove a significant 
disincentive to exports. In an African 
country, AID and a host of other donors 
agreed to provide food aid in exchange 

f'or a gradual restructuring of cereals 
marketing, abolishing a public sector 
monopoly. 

The AID African Economic Prslicy In- 
itiztive, a proposed five-year, $500 
million program that is specifically 
directed to those countries that establish 
a sound and comprehensive policy 
framework-particularly in agriculture- 
is a step in the right direction. The U.S. 
foreign assistance effort will be more ef- 
fective if this selective effort to identify 
and support sound policies and actions 
and enlist other donors in the process is 
followed by sirniiar initiatives 
eisewhere. 

These examples illustrate what can be 
done through persuasion. We under- 
stand the sensitive nature of sovereignty 
and the constraints that prevent foreign 
assistance agencies from publicizing 
some of their policy successes; however, 
we believe the U.S. Government needs 
to do much more in the area of "policy 
dialogue. " The P ~ i ~ a t g  E?zterprise 
Guidebook describes some AID policy 
successes that might be replicated. 

In its policy dialogue efforts, AID has 
sometimes found that it could not 
forcefully and credibly insist on policy 
reform to support: the private sector in 
exchange for AID funds. The ,re are 
many reasons for this, ranging from 
U.S. political considerations to the size 
of AID's program in countries where 
limited funds provide little leverage for 
change. On the other hand, in some 
countries where AID has a large budget, 
there is a commonly held belief among 
officials ir? both the U.S. missicr, and in 
the host government that threats to tie 



AID funds to policy reform are only a 
"bluff." In many cases, the host govern- 
ment believes that the U .S Govern- 
ment's political interests in the country 
are so strong that it cannot afford to of- 
fend that country by reduciiig AID'S ac- 
tivities. There is often a concern among 
U.S. poficymakers that if we cut off our 
funds, the recipient country will turn to 
anathltr donor, possibly the Eastern 
Bloc, which would be counter to U.S. 
interests. 

Even though we recognize the validity 
of these concerns, we believe that, in 
planning its foreign assistance budgets 
and future programs, the U.S. Govern- 
ment should more strongly take into ac- 
count the policies of recipients and 
devote a greater portion of its resources 
to those that actively encourage the 
development of private enterprise. Such 
an approach would serve as an incentive 
and a reward to those cotlntries that are 
prepared to adopt somd policies and a 
disincentive to those that are not. Xt 
would also place our resources where 
they would do the most good. 

Recommendation 
U.S. food assistance should be used 
ts a greater extent as an incentive for 
developing countries to adopt 
market-oriented policies that en- 
courage the private sector to increase 
agrimlturd production. 

Disczc;ssiun: While most developing coun- 
tries are capable of significantly expand- 
ing their indigenous food production, the 
task is often hampered either by 
resource constraints or by misguided 

policies. Many countries have used 
government resources to maintain urban 
consumption, rather than ad~pt  ap- 
propriate incentives to encourage 
agricultural production. 

Perhaps the greatest production con- 
straint is the legacy of inconsistent and 
often misguided agricultural policies. 
Developing country governments ;t-e in- 
creasingly involved in perfonring func- 
tions related to food production, pro- 
cessing, and distribution that could be 
managed more efficiently by the private 
sector. Furthermore, iv tclc! many c m -  
tries policies aimed at keeping urban 
food prices low are achieved by pa*ng 
low prices to producers. 

If effectively used, food aid can pro- 
vide leverage for negotiating changes in 
policies and can help cushion the impact 
of the adjustment process. For example, 
In countries that adopt policies to pro- 
vide adequate incentives to farmers, ap- 
propriately designed food aid programs 
can allow the gradual phasing in of 
higher consumer food costs, thus avert- 
ing major upheavals in the economy- 

Recognizing the primary importance 
of recipient government policies to 
dgricdtural development, the U.S. 
Government has, for many years, re- 
quired developing countries to agree to 
certain "self-help" measxes as a condi- 
tion of P.L. 480 Title I agreements. 
These measures are designed to pro- 
mote agricultural production, research, 
and development and create a favorable 
environment for private enterprise and 
investment. In negotiating new 
agreements, the U.S. Government 
should require firmer commitments to 



such policy changes. 
Adding to the misguided policy 

burden, the debt burden of many 
developing countries reduces their 
ability to import needed food supplies, 
use available foreign exchangn for 
private enterprise development, or in- 
itiate needed policy changes. In recogni- 
tion of this constraint to economic 
development, the President should ask 
Congess to restore the flexibility to per- 
mit P.L. 480 sales for local currency, ex- 
pand the use of the P.L. 480 debt 
forgiveness authority, and adopt other 
changes outlined in the P.L. 480 Action 
Brief (see appendix). This would irn- 
prove the use of P.L. 480 as a tool to 
support policy diahgue and !e?d flex- 
ibility to the foreign assistance program. 

2. b Long-Term Econornic Strategy 

Finding 
U.S. foreign assistance programs are 
often required to address problems other 
than those related to Tong-term stability 
md economic growth. 

Out?ruiew: In FY 1984, foreign 
assistance resources totaled about $15.3 
billion, of which $8.8 bilfion was 
described as economic and $6.5 billion 
as military assistance. Of the economic 
aid, however, $1.6 billion went to 
mdtiiateral institutions and $3.3 billio~ 
went to Economic Support Funds (EST;), 
which serve what are essentially security 
rather t h  long-term developmental 
purposes. This left about $3 -9 billi~n for 
direct economic assistance, both devel- 
opmental and humanitarian. 

The economic component of U.S. 
foreign assistance programs should 
have a higher national priority. 

Discussh: Secretary of State George P. 
Shultz identified four U.S. interests 
served by the foreign assistance pro- 
gram: (1) a growing world economy, 
(2) protection of America's vital in- 
terests; (3) building democracy and the 
rule of law; and (4) our humanitarian in- 
terests. A vigorous free world economy 
is a necessary suppdrt for all of these in- 
terests. Whatever level of military aid is 
required to satisfy 7J.S. security in- 
terests, it should n ~ t  be at the expense of 
economic aid. Levels of economic aid 
should respond to the extent of need and 
the dimensions of opportunity. 

In past years, it was fashionable to 
dismiss foreign economic ziid as a 
"'giveaway," as if we got nothing in 
return. Nothing could be further from 
the truth. Whatever waste there may 
have been in the past, a properly con- 
ceived aid program has been and can be 
even mare of an investment in 
America's future that will pay for itself 
many times over. With economic aid, we 
can buy much-needed stability in vital 
but vulnerable Third World countries. 
We can open new markets, increase 
trade, stimulate job growth, spread: 
hope, and create the sort of climate in 
which freedom can flourish ir, future 
generations. The more we invest in 
economic development now, the less we 
are likely to have to spend on arms later. 



3. B- Eiakhg Trade and Aid 

F h h g  
The links between our foreign 
assistance program and U.S. foreign 
trade are inadequate. 

Overview: In the nonnal course of 
designing development assistance pro- 
grams, the developmental impact of 
trade is often overlooked. Increased em- 
phasis on the trade-aid linkage will 
benefit both the United States and the 
developing countries. The need for a 
U. S. Government-wide policy to link aid 
and trade is discussed in the section 
dealing with the formatioc of U S .  
economic policy (see page 65). We also 
analyze separately, in part V, the subject 
of biefidlng aid and official export 
credits to Fiaixce major proiects. 

Recommendation 
The scope and financing of the Trade 
and Development Program (TDP) 
should be expanded. 

Dismsion: The Trade and Develop- 
ment Program is an excellent mode1 for 
the linking of trade and zid. On the U.S. 
export side, TDP has proven to be one 
of the most effective of the government 
programs that use foreign assistance 
h d s  to involve the U.S. private sector 
in trade and development activities. 
TDP finances feasibility studies 
other planni~g services in developing 
countries for projects, such as telecorn- 
municztion networks and hydropower 
facilities, which offer potential markets 
for U.S. exports. TDP-financed 

feasibility studies involve U.S. firms at 
an early enough stage to encourage 
subsequent contract awards to U.S. 
finns for equipment and s e ~ c e s  
associated with the projects. TDP also 
provides the developing country with 
comprehensive access to U. S.develop- 
ment technologies and project planning 
skills. This can lead, in hzm, to par- 
ticipation by U.S. firms in other projects 
in that country and can give the U.S. 
business sector increased knowledge 
about developing country markets and 
operating environments. In fact, TDP is 
m w  the principal link between our 
foreign assistance program and trade 
opportunities far US. business. The 
program has generated at least $500 
million in U.S. exports by financing a 
total of approximately $20 million in 
feasibility studies. 

There is fierce competition from other 
nations for large contracts associated 
with major projects in developing coun- 
tries. The Administration recognizes 
this and has increased TDP's budget 
fourfold since 1981 to a proposed $21 
million for FY 1985. However, our 
foreign competitors, particul&ly Japan, 
France, Canada, Italy, and Australia, 
finance TDP-type programs that are 
substantially larger than TDP. The 
organization's effectiveness would be 
enhanced if its authority were broaden- 
ed to include fhancing the training com- 
ponent of a feasibility study, or con- 
ceivably of a project, to be undertaken 
by a U.S. firm. 



Recommendation -- 
TDB techniques sheuld be applied td 
other foreign assistance programs, 
sgecSca1ly those carried out by AID, 
to the maximum extent possible. 

~ c ~ s s i m :  The Task Force has been 
impressed with the efficiency, 
flexibility, and effectiveness of TDP. 
TDP's basic approach is to involve 
primarily business, not government, in 
delivering assistance. This benefits both 
the United States and developing coun- 
tries. Various techniques have been 
refined by TDP to leverage its 
resources, such as sharing the cost of 
feasibility studies that result in projects. 
These techniques could be adapted to 
AID's broader development zssistance 
activities, not merely to feasibility study 
financing, but for integrated project 
financing as well. For example, in 
agribusiness, AID and U.S, firms could 
cooperate in the financing and execution 
of ar, 2-$business project in Africa. If 
the init~al, jointly financed study con- 
f i e d  the feasibility of such an under- 
taking, the prospect of developing a 
csflnancing package would be improved 
as a result of the familiarity of both en- 
tities with the project. At that juncture, 
outside financing could be sought for 
most of the project, AID could 
elect to finance some infrastruc- 
ture aspect of the project-such as im- 
proved housing for workers, training 
programs, or a health care system. 

Reconime~dat ion 
U.S. foreign assistan- ~e resources 
should be used to build up the trading 
capacity of developing countries. 

Discassion: We believe the trade-aid 
linkage is a two-way street. Just as we 
recommend using aid finds to increase 
trade from the United States, we also 
recommend using aid funds to burlci up 
the capacity of developing countries to 
export goods and services. We elaborate 
on this recommendation in our action 
brief on AID's private enterjrise thrust. 

Recommendation 
U.S. foreign assistance resources 
should be used to assist in China's 
modernization process. 

Discussion: With over a billion 
people-one third of the population of 
the entire developing world-China 
represents a special case. In effect, its 
size and its history together put it in a 
category by itself. 

Since the Communist takeover, 
China's political and economic history 
have been tumultuous. Its economy is 
now in a dramatic state of transition. 
The present government is pressing for- 
ward with private sector incentives- The 
Chinese economic system is opening in 
ways that not oidy allow but encourage 
market-oriented operations. Hungary 
and Yugoslavia have already introduced 
capitalist incentives into their systems; 
now China has started on its own market 
incentive road. 

We recognize that there are unique 
geopolitics! issues involved in the 



development of additional ties with 
China and that China's recent past 
clouds forecasts of its future. Never- 
theless, we believe it is important to 
reinforce and encourage the steps 
toward private enterprise development 
that China has taken and to help China 
address some of the problems that have 
arisen as a result of its increasing 
reliance on market incentives. Various 
program options are dismssed in the 
US.-China Trade Relations Action Brief. 

Recommendation 
U.S. foreign assistance agencies- 
such as A D ,  OHC, and TDP-should 
package their financial andl other 
resources to promote greater two- 
way trade between the United States 
and uevelophg countries. 

Discussion: The International Develop- 
ment Cooperation Agency (IDCA) is 
composed of AID, OPIC, and TBP. In 
addition to the feasibility study financing 
and other plaming services offered by 
TDP and the insurance, reinsurance, 
and financing senices offered by OPIC, 
AID has a variety of financing and non- 
financing resources that can be blended. 
These resources include training funds, 
the Housing Investment Guarantee Pro- 
grams that provide shelter assistance, 
the Private Enterprise Revolving Fund 
to encourage private enterprise develop- 
ment, Development Assistance, 
Economic Support Fmds, P.L. 488, and 
programs for technology transfer/sdes 
to developing countries. The trade 
potential of such programs should not be 
an afterthought for Gogram managers. 

It is an important feature of foreign 
assistance for developing countries and 
for the United States. 

4. b Agricultural Assistance 

Finding - 

In implementing its agricultural 
development policies, AID has not given 
private agribusiness activities the atten- 
tion and support they desewe. 

Qverview: Historically, success in 
agriculture-both in the United States 
and in the developing world-bas 
depended upon the efforts of the in- 
dividual family farmer. With his in- 
itiative and energy, the individual 
agricultural producer offers the most 
realistic prospect for meeting the 
challenge of world hmger. 

In many countries, agribusiness ac- 
tivities axe performed by public bodies 
(parastatals). In most cases, these have 
performed unsatisfactoriIy and they 
themselves have frequently become 
serious impediments to development. 
Private agribusiness firms could per- 
form these functions more efficiently, 
while, at the same time, expanding 
markets and creating new jobs. 

Recommendation 
Private sector efforts to form private 
sector agribusiness development cor- 
porations should be encouraged and 
supported, 

Discussion: No private or public U.S. 
institution now provides the necessary 
combination of equity capital, manage- 
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ment expertise, and ability to bring 
together U S .  and developing country 

, agribusiness partners on any substantial 
scale. The World Bank's International 
Finance Corporation (IFC) is available to 
American firms, but it is not solely 
focused on agribusiness and, as a 
multilateral organization, it has no par- 
ticular responsibility to address specific 
concerns of U.S. companies. 

One example the Task Force re- 
viewec? was the effort of a U.S. private 
group to establish an American Agricul- 
tural Development Corporation, financed 
by both the public and private sectors, to 
provide equity and debt capital to LDC 
agribusiness and to help in the transition 
from public to private ownership of 
agribusiness activities in developing 
countries. The proposed corporation 
would be structured as a for-profit ven- 
ture expected to recover its costs, earn 
profits, and pay dividends. The equity 
capital would be subscribed by the 
private sector, with contributions to 
operating expenses in the initial years 
from private not-for-profit organizations 
(major private foundations). Additional 
capital would be sought in the form of 
low-interest loans from AID. Assistance 
might also be sought from OPIC. 
Another e m p l e  is the non-profit World 
Food Corporation (WFC), which 
organizeiand manages profit-oriented 
small-farm agricultural development 
projects financed by U.S. and host coun- 
try private investors and development 
assistance agencies. 

A successfid corporation would 
facilitate private enterprise development 
in developing countries, while also 

enhancing market development and 
trade objectives. U.S. private business 
participation through such a mechanism 
would provide increased direct private 
investment, with the related transfer of 
modern technology and management 
skills, fostering of an entrepreneurial 
spirit, and opportunities for import or 
export expansion. 

These are the types of private sector 
initiatives that hold out the greatest 
hope for success. The foreign assistance 
agencies should support this kind of 
private sector initiative with seed 
money, initial funding, and investment 
guarantees where appropriate. 

Recommendation 
Developing country agricultural en- 
trepreneurs should be supported by 
gua!die:> 3.S.  executivemanagerid 
and czckzical personnel "on loan" 
from the griarate sector to assure the 
ongoing pmgress of companies and 
hdh6duds ming 1Fizlanced with U.S. 
foreign assistance funds. 

Disms3i:m: Greater use should be 
made of US. business skills to help 
agribusiness in developing countries. 
Representatives of American business 
can act as a bridge between U.S. 
Government and host country officials, 
providing the perspective of practi- 
tioners in matters relating to a broad 
range of policy options; they can dso  
provide needed technical assistance and 
continuity in the project and gost- 
financing stage to assure the long-term 
effectiveness of the assistance being 
provided. They can raise the host coun- 
try's level of technical sophistication, 



identify obstacles to free trade and free 
markets, and alert U.S. business to op- 
portunities in developing countries. 

5.* Support for 
Multilateral Institutions 

Finding 
.- 

The international financing institutions 
play a constructive role in Third World 
development. 

Ovemiew: The multilateral financial 
institutions, founded shortly after the 
end of World War If, have assumed a 
prominent role in the economic history 
of the LDCs. The IMF concentrates on 
short-term economic adjustment and 
balance of payment problenls, while the 
multilateral development banks pri- 
marily provide capital and technical assis- 
tance for longer term development pro- 
grams. Their assistance is generally pro- 
vided within policy guidelines that are 
consistent with private sector growth 
objectives. 

Recommendation 
The United States Government 
should utilize its resources to support 
broad economic changes in develop 
h g  countries and, where appropriate, 
coordinate its efforts with those of 
the International Monetary Fund, the 
World Bank, and the International 
Finance Corporation. 

DGcussion: Foreign assistance 
resources should be used to encourage 
policy adjustments the United States 
identifies as necessary to strengthen 
economies in developing countries. This 

should be an objective of bilateral pro- 
grams as well as multilateral efforts. 

The IMF has done yeoman service in 
dealing with problems associated with 
the debt crisis over the last few years. It 
has taken the lead in convincing coun- 
tries to adopt sometimes painful policies 
that were necessary to put them on 
sound financial footing. The IMF has 
also taken the lead in devising interna- 
tional financing packages to tide these 
countries over until their new adjust- 
ment programs become effective. 

It is particularly appropriate that these 
activities be performed by an interna- 
tional (rather than a bilateral) institution. 
Frequently, the IMF has both develop- 
ing and developed country confidence, 
providing a professionalism that is not 
seen as tainted by national interest. It 
does a difficult and unpopular job as well 
as it can be done. 

Recommendation 
The United States should continue to 
support the multilateral development 
banks' efforts to support private 
ent~~prise development. 

Discussion: Since its founding, the 
World Bank Group, including the Inter- 
national Development Association 
(IDA), has provided over $1 00 billion in 
financing to the developing world. 

The IFC is an affiliate of the World 
Bank that was established specifically to 
help promote productive private enter- 
prise in developing countries. In its 
fiscal year ending June 30,1984, IFC ap- 
proved investments totaling $696 
million, about half of which was for its 
own account and the other half for syn- 



dication to others. (Only $75 million of 
this amount represented IFC equity in- 
vestments.) These commitments sup- 
ported a total investment of almost $2.5 
billion. Many of these, however, had 
some form of government involvement, 
reflecting the pervasiveness of govern- 
ment ownerskip in the developing world 
and the difficulties development agen- 
cies face in promoting private enter- 
prise. As noted in the previous section, 
one approach f 9  providing greater 
private sector iocus is the establishment 
of a Private Enterprise Institute. The 
IFC might be the natural entity to carry 
out this concept. 

The regional development banks- 
Asian, Inter-American and African- 
have operated largely along the same 
lines as the World Bank. The Asian 
Development Bank recently established 
a private sector financing facility that 
began operating early this year. The 
Inter-American Investment Bank (IDB) 
recently decided to establish the Inter- 
American Investment Corporation, 
which will support p-ivateenterprise in- 
vestment. However, the IDB's facility is 
not yet funded or in operation. 
Too often, these institutions have 

followed the easy path of supporting 
state-owned or managed activities. 
There are signs of change and greater 
focus on the need to stimulate growth 
and productive efficiency, which the 
United States sh0ul.d support. On 
balance, they have made a major con- 
tribution to development. 

6. Strengthening AID'S 
Private Enterprise Initiative 

Finding 
The breadth and scope of AID'S private 
enterprise activities are too limited. In 
order to expand them, AID needs a 
clearer mandate, improved skills, and 
greater flexibility. 

Overzriezc?' AID is the principal entity 
for the programming and disbursement 
of economic assistance and Economic 
Support Funds.* In the 1970s AID's 
main focus shifted from supporting large 
infrastructure projects, such as hydro- 
power and fertilizer plants, to basic 
human needs. The BHN approach em- 
phasizes providing help for relatively 
small scale social proje~ts in the form of 
technical assistance, modest loans or 
grants, and cornmodities-such as seed 
and fertilizer-related to the project. 
AID's mandate thus took on more cf a 
social development focus than it had 
previously; some refer to the shift 3s 
moving from a " top-down ' to a ' 'bottom- 
up" approach. With this shift came a 
change in the expertise of the agency. 

In 1981, the Reagan administration 
placed increased emphasis on the role of 
the private sector in the development, 
process and in our bilateral assistance 
programs; in MD it was superimposed 
on the existing agency structure and 
mandate. The Bureau for Private Enter- 
prise fPRE) was established within AID 
to spearhead this effort. It has been 
given only limited budget and staff. The 
genesis of what is cdIed the "Private 
Enterprise Initiative" in AID flows from .see footnote on 44. 



the basic belief, derived from the 
American experience, that emphasis on 
private enterprise is unequivocally the 
most rapid and efficient economic 
development approach. Further, a 
private enterprise, market-oriented 
economy will lead naturally to, and sup- 
port, a pluralistic society based on in- 
dividual political freedom. 

In support of this effort, it is important 
that both business and AID develop 
mutually reinforcing relationships. This 
will require greater ~ ~ d e r s m d i n g  on 
both sides than now exists. Through 
trade and investment, U.S. companies 
can increase profits and make a greater 
contribution to development. We in- 
clude here only a few suggestions i s  to 
how AID and the private sector can 
work together to build additional 
cooperative relationships. This process 
can be greatly enhanced by dearer 
policy fidance to AID, enabling it to 
make necessary changes in approach, 
style, and personnel. 

Recommendation 
AID's congressional mandate, its 
policies, its programs, and its 
o r g e t i o n  must be revised to 
reflect greater private sector 
emphasis. 

Discussicm: The Agency for Interna- 
tional Development has had essentially 
the same form since it was extensively 
reorganized in 1961. In the intervenir-, 
period, the world and AID'S mission 
have both changed dramatically. In the 
fate 1960s, AID had over 18,000 
employees; today it has about 5,000. 

Congress has added requirements that 
have greatly limited -AID'S ability to deal 
with the developing world. Operating 
procedures established by the agency 
over the years, partly in response to new 
congressional mandates, have added 
rigidities that further inhibit effectivz 
action. The BHN mandate drastically 
altered the character of the agency, its 
personnel, and its activities. I4uring this 
Administration, AID has altered its ap- 
proach to stress policy influence, institu- 
tional development, technology transfer, 
and private sector development. 

To reflect these changes, AID's 
private sector mandate should be 
strengthened in terms of legislative 
language, resource availabiXy, and 
organizational structure. Further, both 
Congress and the executive branch must 
recognize that private enterprise is 
synonymous with risk-taking. Private 
sector projects do fail; there is no reason 
to try to disguise this fact. AID must feel 
free and willing to engage private en- 
trepreneurs in its development work by 
sharing risks itself. 

Private sector project approaches 
must be integrated more fiAy into all 
AID activities. Financing of verxkre 
capital, intermediate credit institutions, 
management training programs, pro- 
totype private enterprise projects with 
replication potential, cohancing, - 
brokering between U.S. and LDC 
businesses, and the new Private Enter- 
prise Revolving Fwd should have full 
executive and legislative support. 

Because of its past zocial development 
orientation, many AID ernployee~~ere 
hired for training and skills related to 



publicly-adminis tered programs, such as 
population planning, health, nutrition, 
and agricultural development. Some 
brought experience in international af- 
fairs, as well as area studies, and a large 
contingent of AID employees were once 
Peace Corps volunteers. While AID will 
continue to need experts in such 
disciplines, a different balance of skills is 
required to cany out the private enter- 
prise initiative. Without supportive per- 
sonnel, well-versed and experienced in 
private enterprise, the effort to design 
development programs with a private 
sector orientation will founder. To cor- 
rect this imbalance, AID hiring practices 
and personnel training programs must 
be oriented more heavily toward private 
enterprise skills. 

PRE has not yet gained adequate 
financial support or influence. We 
recognize that PRE's separate budget 
and staff have been deliberately kept 
small in order not to isolate or "cub- 
byhole" the private sector initiative. 
Nevertheless, we believe that PRE's ap- 
proximately 1 percent share of tile AID 
budget since 1981 hardly indicates a suf- 
ficiently strong agency commitment. 
PRE's resources and its influence within 
AID need to be expanded. It also needs a 
greater presence in the field missions; 
the great majority of AID missions 
should have at least one private enter- 
prise specialist and, in larger missions, a 
fully stafTed office. 

Recommendation 
AID should turn to the U.S. business 
community to assist it in developing 
practical modes of business- 
government cooperation. 

Discussio~z: Most AID relationships 
uith the private sector are with univer- 
sities, private voluntary organizations 
(PVOs), foundations, and consulti~g 
firms rather than with U.S. businesses 
engaged in manufacturing, trade, and in- 
vestment. U.S. business has little oppor- 
tunity to work directly with AID in 
development programs or for the im- 
provement of commercial relationships 
between U.S. firms and developing 
country enterprises. At the program 
level, placing greater reliance on private 
business would extend AID'S capacity to 
do more for the same amount of money 
and energy. By making use of an enter- 
prise already involved in a country or 
business sector, AID can tap into the 
local business's technical know-how, 
management experience, and practical 
judgment. 

By enlisting the strengths of U.S. 
business, AID can also improve the 
leverage of its limited development 
resources for such traditional activities 
as agriculture, shelter, health, popula- 
tion, and training. The challenge to 
business is to find ways to work -with 
AID in areas of mutual interest as a way 
of developing knowledge, markets, and 
new opportunities. 

AID should assess whether various 
government and nongovernment entities 
established to promote expanded private 
sector trade activities, such as the Na- 



tional District Export Councils (DECs) 
and the advisory committees of the 
Department of Commerce and the U.S. 
Trade Representative, might assist in 
recommending new modes of govern- 
ment-business cooperation. 

Recommendation 
The U.S. Government, to the max- 
h u m  extent feasible, should channel 
its foreign assistance resources 
through the private sector and not 
througb governments: AID should 
substantially increase its support of 
private intermediate credit institu- 
tions (%CIS). 

&cussion: The provision of credit, 
technical assistance and, in limited 
cases equity to private business ven- 
tures in developing courltries through in- 
termediate credit institutions is one of 
AID's more successful activities. By 
relying on a local or U.S. financial in- 
stitution that understands the way 
business is done and the risk inherent in 
any given undertaking, AID shifts ques- 
tions of feasibility and administrative 
management to those who will ultimate- 
ly be responsible for investment deci- 
sions, or who are expert in this field. 

AID's experience as a wholesaier of 
funds and technical assistance-through 
financial institutions and otherwise-has 
genzrally been better than its experience 
where AID has managed projects direct- 
ly. The agency has a long history of sup- 
port to ICZs, with a considerable legacy 
of new ventures, successful institutions, 
and improved capital markets. AID can 
do'more to help establish and expand 

private ICIs that combine local capital 
and business knowledge with foreign 
private capital ;and business develop- 
ment experience. To be effective, AID 
must be flexible in the type of assistace 
provided, both to the institutions and 
through the institutions ta their bur- 
rowers. We believe that the payoff from 
moving more AID funds though 1CIs 
w-ilZ be very large. 

Recommendation 
AID should increase its equity fhanc- 
ing through IICIs. 

Dsismsim: One of the principal short- 
falls in fi~ancing businesses in develop- 
ing countries is the  lac^ of sufficient 
equity capital to provide a solid under- 
pinning for business. In the past, AID 
has provided funds to such equity-taking 
institutions as the Latin Americm 
Agribusiness Development Corporation 
(LAAD) and Latin Caribbean In- 
vestments (LCI), but these are relatively 
exceptional cases; in fact, little AID fun- 
ding has been available to support equity 
financing in the last ten years. 

AID should review its efforts to 
catalyze private investment, foreign and 
domestic, in those countries in which it 
operates and should systematica!ly 
evaluate the potential for ICI expansion. 
As AID develops a stronger in- 
termediate credit program, it should 
establish equity windows In ICIs for 
local borrowers. U.S. venture capital 
companies, International banks, and in- 
vestment banks also need to be enlisted 
to provide assistance and support to an 
AID staff inexperienced in these matters. 



One of the arguments leveled against 
AID'S financing of business is that 
economic circumstances in recipient 
countries are frequently heavily 
distorted by governmental control, 
regulation, subsidy, or public sector 
competition. The argument is that 
private investment in such countries 
does not respond to free market signals 
and, as a resuir, AID finances ventures 
that are not economically sound, though 
they may be profitable. While this argu- 
ment has merit, it is also true that distor- 
*-&ns exist in all economies and the alter- 
native can be worse. Assistance to the 
public sector, under such conditions, 
strengthens its control over the 
economy, and deprives the private sec- 
tor of resources. 

In our view, it is much better to risk 
exring on the side of support for private 
enterprise thm to do nothing or provide 
an undue amount of support for the 
public sector. AID should adopt a clearly 
stated position that a dollar spent on the 
private sector is likely to be more 
beneficial than a dollar spent on the 
public sector. The burden of proof to the 
contrary should rest with those who 
want to finance public sector activities. 

Recommendation 
AID should serve more as a broker 
between U.S. businesses and pro- 
spective overseas partners by pro- 
viding inexpensive, curpent, and 
easy-to-use information on the h- 
vestment climate m d  operating con- 
ditions in developing countries. 

have great potential for contributing to 
economic development. But someone 
has to get the intci-sted parties 
together. Public sector programs ulder- 
taken by develcping countries to help 
their businesses acquire new technologies 
or devebp new markets have achieved 
only limited success. ?Jot only have they 
come up against bureaucratic obstacles 
and funding constraints, but frequently 
they have failed to recognize that most 
such resources needed by business firms 
(particularly new technologies and 
marketing know-how) are developed by, 
and reside in, other businesses, not 
research institutes or public programs. 

Most small and medium-sized U.S. 
businesses need help if they are to 
develop international ventures; by 
themsc!ves they hck the infonnation 
and experience needed to reduce the 
risks to manageable levels. AID codd 
perform a valuable service by assembl- 
ing the necessary information, much of 
it publicly available but not easily ac- 
cessible, and providing it to businesses 
in useful form. 

By working closely with U.S. trade 
ass~ciations and voluntary business 
associations, AID and the private sector 
could effectively leverage their exper- 
tise in a cooperative relationship. AID 
should help such organizations become 
more active in generating and 
disseminating information and ideas to 
their members and in facilitating member 
involvement in international markets. 

Discussion: Joint ventures between 
U.S. and developing country businesses 
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termediaries in conducting AID pro- 
grams and as independent entities in 
their own right. Total AID-administered 
resources to PVOs for overseas pro- 
grams in FY 1983 exceeded $600 
million. (The m?.,jority of these funds 
were for food aid distribution.) 

At a time when AID's financial and 
personnel. resources are severely 
limited, PVOs have been able to extend 
AID's effectiveness. mirnber of 
PVOs, such as tlze Young President's 
Orgznization (YPO), Technoserve, 
Volunteers in Technical Assistance 
(VITA), Partnership for Productivity 
(PFP), and the Overseas Education 
Fund (OEF), are making significant con- 
tributions to private enterprise develop- 
ment. Another f VO, the International 
Executive Services Corps (IESC), has 
provided the services of thousands c~f 
retired executives to solve problems tor 
indigenous LDC businesses. Because of 
theif nongovernmental standing and 
credibilit;, they often serve as a link be- 
tween the public and pxofit-making sec- 
tors in a developing country. The efforts 
of most c e ~ t e r  on training, technics! 
assistance, and resource management 
for small enterprises and agriculture. 
Qthers are active in project planning, 
project management, and credit 
assistance. Partnerships between PVOs, 
government, and priv& enterprise of- 
fer an attractive means of meeting 
development goals. 

Because of their continuity and on-the- 
ground knowledge of developing co-un- 
tries, some PVOs are uniquely suited to 
facilitate the movement of U.S. products 
and services, particularly those of small 

business and agribusiness. Others can 
provide various support services, such 
as training and infrastructure develop- 
ment, that augment U.S. investment. 
Familiarity with local business customs, 
market needs, and sor lrces of supply 
enables PVOs to help U.S. businesses 
enter into new ventures in developing 
countries. In effect, PVQs can serve as 
intermediaries for U.S. business by pro- 
moting trade a ~ d  irrves trnent relation- 
ships that meet local development objec- 
t ives. 

We support the steps AID has already 
taken to increase cooperation between 
PRE and its Office of Private and Volun- 
tary Cooperation and, in particular, the 
recent transfer of Cooperative Develop- 
ment Organization activities to PRE. In- 
itiatives with U. S. cooperative organiza- 
tions have great potential f ~ r  mobilizing 
private American financial and ndhuman 

resources that assist in the development 
process and enhance the ability of rural 
and urban poor to participate in their 
own ~ountry's development process. 
These initiatives are designed to 
strengthen their service capabilities, in- 
crease U.S. cooperative-to-developing 
country programs, and funnel additional 
resources through them. An informal 
samgfing of AID missions found that 
t h e e  is considerable field experience in 
bringing together the PVOs and 
~usiness community. AID ought to 
analyze ways various missions have ap- 
proached these cooperative efforts and 
build on the knowfedge gained. 



Recommendation 
AID should streamline its ad- 
ministrative and procurement 
processes. 

Discussion: Procurement and contrac- 
ting negotiatioss are normal business re- 
quirements. There is a point, however, 
at which excessive requirements 
become severe disincentives to those 
who might otherwise be interested in 
participating. In our view, this has too 
often been the case with AID. Un- 
necessary regulations and bureaucratic 
procedures choke smaller firms when 
they deal with AID and dissuade larger 
firms from engaging in such business. 

7. Training 

Finding 
Training, in t srious forms, is one of the 
most effective !ong-range means of pro- 
moting developmmt. Fulfilling training 
needs offers the United S t s k s  a signifi- 
cant opportunity. 

Ovemim Many U.S. Government 
agencies-the Departments of 
Agriculture (USDA), Defense (DQD), 
Health and Human Services (HHS), the 
United States Information Agency 
(USLA), and others-are involved in the 
training of people from developing 
countries. 

Since 1943, AID and its predecessor 
age~cies have financed training for over 
240,000 developing country participants 
in the United States or in a third coun- 
try. As indicated in Figure 2, at the pres- 
ent time the AID Participant Training 

Program annually sponsors over 9,000 
students in the United States. About 
half engage in formal academic studies. 
The others are enrolled in technical 
training and in short courses, observa- 
tion visits, or internships. Most par- 
ticipants come from the public sector 
and generally return to predetermined 
public sector jobs. Individ~als from 
private enterprise have little opportunity 
to participate in U.S.-based training 
programs. 

The Task Force was impressed by the 
number and quality of people who 
received training in the united States. 
Developing country businessmen, 
government officials, a d  educators felt 
that it was a positive experience and an 
opportunity they would otherwise not 
hz-. : had. As a result of such programs, 
the iegacy of good will toward the 
United States is substantial. 

Recommendation 
The United States should s i w -  
eantly expand US.-based training 
and place stronger emphasis on 
private sector participation and needs. 

Diswsioat: Gradually doubling the 
size of the present program financed by 
AID to lS,O00 participants per year 
would be feasible if more private sector 
support were generated to administer 
the progrzm and share the cost. Based 
on current costs, s ~ c h  an increase would 
n lire approximately $150 million. This 
amount could be sr~bstantially reduced if 
existing AID resources were spent more on 
short-term programs and if private sector 
cost-sharing programs were developed. 



FIGURE 2: Academic, 4,016 Total: 9,012 
AID Pzrticipant Training f rograms Technical, 4,996 1 
by Subject Area for FY 1983 
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Miscellaneous Training, Agency for In- 
ternationat Deve!op 
ment (I 964). 

Acquiring the skills needed for 
available home ct;lmtry jobs is of para- 
mount importance. While some highly 
sophisticated trzining is appropriate, 
lower-level, practical, hands-on training 
is needed in most cases. This includes 
managerial, vocational, and technical 
training. Special emphasis on small and 
rural. enterprises, the source of most 
economic activity in developing coun- 
tries, is needed. 

More on-the-job training in U.S. 
business, financial, and rnanrrfactwing 
organizations-including small 
businesses-is dso needed. Programs 
that supplement institutional and 
business-related academic programs and 
place emphasis on work-related prac- 
tical experience should be increased. 
Participants brought to the United 
States mder AXB auspices would 
benefit from greater exposure to 
American business techniques; in twn, 
they could offer U.S. business expanded 
contacts with present and future leaders 
of developing countries. U.S. firms 
should be aware of the potential trade 
and investment benefits that can be 

derived from training developing coun- 
try personnel. 

Variwas facilhting organizations, 
such as trade and business associations, 
educational institutions, PVCs, and in- 
ternational finance and trading firms, 
could be employed to develop contacts 
and hmdle arrangements. Developing 
country business and professional 
associations could help with participant 
selection, along with the indigenous 
companies that share training costs for 
their employees. (This is zn illustration 
of the kind of PVO-busicess community 
interaction AID could stimulate.) 

Public sector officials should also be 
educated to business and trade tech- 
niques so that they develop a greater 
awareness both of what the private sec- 
tor needs and of what it can contribute to 
economic growth. 

Because AID has not had extensive 
experience working with U .S . private 
enterprise on training activities, an ad- 
visory board could provide AID with 
valuable insights on how to involve the 
U.S. private sector in developing cam- 
try training programs. 
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INTRODUCTION 
Private enterprise in development 

cannot flourish if other U, S+ economic 
policies are askew or out of kilter. In 
fact, our examination of U.S. economic 
interaction with the developing world 
has made it forcefully clear to us that, in 
the age we are now entering, the entire 
fabric of our domestic and international 
economic relationships will become 
tightly internoven. This has important 
implications fur development strategy, 
but it has equally important implications 
for the machinery of economic policy- 
making generally. 

In this section, we focus on what has 
been t h ~  economic policy formulation 
process; what we see as the need for a 
new kind of "process machinery" to ad- 
dress the economic challenges of the 
near and long-term future; and some 
specific measures that we believe re- 
quire immediate attention. 

Historically, U.S. economic success 
has resulted from a strong private sec- 
tor; government policies that have been, 
on balance, more supportive than in- 
hibiting; able people making policy deci- 
sions; and a policy process that has 
enabled the government to respond to 
changing needs in a timely fashion. To- 
day's challenges include those of 
economic development. But the inter- 
connections between these and broader 
economic and security concerns are such 
that neither can be dealt with in 
isolation. 

The security and economy of the 
United States, other developed nations, 
and the developing nations will depend 
on how effectively we design and ex- 



ecute an integrated set of strategies to 
deal with the linkages 'between domestic 
and international economic issues. 

One of the basic facts of life in these 
final decades of the twentieth century is 
that economically we live in a new 
world. Rapid changes are taking place 
all around us: in the patterns of trading 
activity, in technology development and 
dissemination, in exchange rate deter- 
minations, in the structure of intema- 
tional debt, in the competitive environ- 
ment, in migration, and in a host of other 
interrelated activities. To take just one 
example, the number and diversity of 
major trading nations has increased 
dramatically, with such nations as 
Brazil, South Korea, India, and China 
joining their ranks. And, at the same 
time, the volume of world trade has in- 
,creased enormously, while the patterns 
cf U.S. trade have undergone a dramatic 
shift. It was not very long ago that total 
U.S. trade was less than this year's 
estimated U.S. trade deficit of some 
$130 billion. 

One factor contributing to that deficit 
has been the strength of the U.S. dollar 
against other currencies. In turn, this is 
related to interest rates, capital flows, 
and budget deficits. Other countries pro- 
test that the strong U.S. dollar and high 
US.  interest rates are hampering their 
own recoveries; ironically, five years ago 
alarms were sounded in international 
circles about the weakness of the dollar. 
This comtxy's own industrial profile 

has changed radically from that of a 
goods-producing country 20 years ago to 
that of a predominantly service 
; zonomy. The development of the 

microchip and other technological ad- 
vances continue to foster rapid change. 
In turn, this affects such matters as our 
attitudes toward immigration and our 
bilateral relations with neighboring 
developing countries. U.S. banks worry 
about their foreign loans. U.S. labor 
unions worry about competition from 
lower-paid foreign workers. U .S. com- 
panies worry about the impact of anti- 
trust laws and tax policies on their abili- 
ty to compete abroad. 

Our point here is not to prescribe 
specific remedies for all of the worid's 
difficulties, or even to enter the debates 
about macroeconomic cause and effect, 
but rather to emphasize the degree t ~ .  
which our own and the world's economic 
concerns are interrelated and 
interdependent. 

In the years ahead, both the interrela- 
tionships and the complexity of our 
economic challenges will continue to in- 
crease. We can no longer view intema- 
tional and domestic economic concerns 
in isolation, or economic concerns 
separate from political and security con- 
cerns. Therefore, we believe the time 
has come when there must be a regular, 
institutionalized mechanism for dealing 
with these matters in a coordinated way 
at the highest level. This mechanism 
must cut across the separate jurisdic- 
tions of the various cabinet departments, 
just as the challenges themselves do. 



The BoXicv Formulation Process 

PAST APPROACHES TO 
WHITE HOUSE ECONOMIC 
POLICY FORMULATIGN 

Each President organizes the White 
I-louse and Executive Office of the Presi- 
dent to suit his personal management 
style. With respect to economic policy 
formulation and implementation, there 
have been essex.tially three basic ap- 
proaches: (I) reliarice on the appropriate 
cabinet departments and agencies, 
working through interagency cornmitt- 
tees when necessary; (2) creation of a 
separate entity, reporting to the Presi- 
dent, which deals primarily with interna- 
tional economic policy; and (3) establish- 
ment of an entity responsible for both 
domestic and international policy, also 
reporting to the President. President 
Dwight D. Eisenhower chose the second 
approach, relying on the Council on 
Foreign Economic Policy (CFEP) to 
coordinate his foreign economic policy. 
President John F. Kennedy abolished 
CFEP, choosing to depend on his 
Secretary of state and the National 
Security Council (NSC) for international 
economic policy advice. (Presidents 
Lyndon Johnson and Jimmy Carter 
essentially followed the Kennedy 
approach.) 

President Richard M. Nixon recog- 
nized the need for better coordination of 
international economic policy. In 1971 
he established the Council on Interna- 
tional Economic Policy (CIEP) to 
develop and coordinate international 

economic policy and its relationship to 
domestic economic policy. In addition, 
CIEP was to provide top-level focus on a 
full range of international economic 
policy issues including trade, invest- 
ment, balance of payments, and finance; 
consider international economic aspects 
of essentially foreign policy issues (e.g., 
aid and defense) under the general 
policy guidance of the NSC; and main- 
tain close coordination of those activities 
with basic foreign policy objectives. 

CIEP achieved some successes, as 
demonstrated by its ability to force 
agency cooperation on certain issues 
(such as the exchange rate). It was alsc 
able to play a major role in hammering 
out the necessary Administration and 
congressional corrlprornises in the Trade 
Act of 1974 and served as a channel to 
the President for unreconciled views. 
However, during this period, real power 
rested wich the Departments of State, 
Treasury, and the NSC, all of which 
often sought to override CIEP actions. 

Partly because of these prr ?ilerns, 
President Nixon created the Council on 
Economic Policy (CEP) in 1973 to better 
coordinate the formation and execution 
of all economic policy, domestic and 
foreign. In 1,974, President Gerald Ford 
absorbed CEP into a newly created 
Economic Policy Board (EPB). It had a 
multitude of functions, including advis- 
ing the President on all aspects of na- 
tional and international economic policy; 
overseeing the formulation, coordina- 
tion, and implementation of U.S. 
economic policy; and serving as the focal 
point for economic policy decision mak- 
ing. The idea was not to create an addi- 



tional staff or entity that would compete 
with existing departments or agencies, 
but rather to facilitate the economic 
policy decision-making process. Many 
felt it was one of the more effective ap- 
proaches to economic policy organization. 

TRZ EXISTING POLICY 
FORMULATION PROCESS 

Under the Reagan administration, 
high-level interagency economic 
policymaking is carried out through four 
main institutions: two cabinet councils, 
the Trade Policy Committee (TPC), and 
the Senior 1 nteragency Group-Inter- 
national. Economic Policy (SIG-IEP). 

The cabinet councils are subgroups of 
the cabinet, designed to review issues 
requiring presidential decision. The 
Cabinet Council on Economic Affairs 
(CCEA), chaired* by the Secretary of 
the Treasury, considess both domestic 
and international economic issues. The 
Cabinet Council on Commerce and 
Trade (CCCT), chaired by the Secretary 
of Commerce, bas predominant respon- 
sibility for trade issues. The activities of 
the cabinet councils are, in turn, coor- 
dinated and supported by the White 
House Office of Policy Development 
(OPD). Given the significant impact of 
international trade actions on the 
domestic U.S. economy, a l l  of the 
cabinet councils, to varying degrees, 
I-rave become involved in trade issues. 
Nevertheless, the OPIE continues to 
have a predominantly domestic orienta- 
tion as did its predecessor, the Office of 
Domestic Policy. 

The TPC is the initial high-level route 
for consideration of most trade issues 

and resolution of agency disagreements. 
It is chaired by the ambassador-ranked 
United States Trade Representative. 
When agreement cannot be reached on 
an issue through TPC and a presidential 
determination is required, the issue is 
sent for resolution to the CCCT. 

Differences within the Administration 
over international economic issues, such 
as the U.S. embargo of energy-related 
equipment to the Soviet Union, 
highlighted the need for a top-level 
group to examine the foreign policy, na- 
tional security, and economic implica- 
tions of international economic policy 
questions. To respond to this need, the 
National Security Council established 
SIG-IEP in 1982. SIG-IEP has con- 
sidered a wide range of issues, including 
grain sales to the Soviet Union, pipeline 
sanctions, U.S .-India relations, and 
renewal of the Export Administration 
Act (EAA). 

The Secretary of the Treasury is 
chairman of the SXG-IEP in addition to 
his role as chairman of the CCEA. As 
chairman of CCEA and SEG-IEP, the 
Treasury Secretary provides leadership 
in discussions on international issues 
with rnajor economic implications. The 
CCEA also provides Treasury with a 
vehicle for presenting analysis to the 
cabinet, while SIG-IEP gives Treasury a 
mechanism for providing analysis to the 
NSC. 

While this arrangement has improved 
the Administration's capacity to coor- 
dinate economic policy in response to in- 
ternational events and crises, more must 
be done. 

Turmoil in international financial 

'NOTE: 
All cabinet wuncik are 
officially chaired by the 
President. The cabinet 
member most directfy 
concerned with the 
issues of each council 
serves as chairman pro 
tempore. 



markets, debilitating effects of the debt 
crisis, both on developing and developed 
countries, and rising protectiofiist 
pressures at home and abroad are all ex- 
amples of challenges that demonstrate 
the need to deal more comprehensively 
with long-range strategic economic 
issues. Not only are these issues becom- 
ing more critical to our own future, but 
increasingly, domestic policies have im- 
portant impacts on the economies of 
other countries. The U.S. policy on, il- 
legal immigrant amnesty not only af- 
fects our domestic labor market, but has 
serious international political irnplica- 
tions, as does U.S. farm policy. The 
economic policies of other countries, 
designed to address domestic objectives, 
also have widespread strategic implica- 
tions. For example, the European 
Economic Community (EEC) Common 
Sugar Policy has had a devastating ef- 
fect on the economies of many develop- 
ing countries. It raises serious trade sub- 
sidy issues most important, has na- 
tional security implications for the 
United states. - 

There will, of course, be many situa- 
tions in which the various interests of 
the United States conflict with one 
another or in which domestic considera- 
tions conflict with foreign policy con- 
siderations. These conflicts may make 

Establishing an 
Economic Security Council 

During the course of our work it 
became clear that any efforts by the 
U.S. Government to specifically en- 
courage the growth of private enterprise 
for development, particularly through 
our foreign assistance programs, will be 
hampered if other U.S. economic 
policies are askew or contradictory. The 
intercc-mnection of so many aspects of 
governmental policy-such as trzse, 
finance, agriculture, foreign relations- 
as we1 as the need to enknce the way 
we organize U.S. Government 
resources, gzve rise to our analysis of 
the U. S. economic policy formulation 
process. As a result of these defibera- 
tions, we recommend establishment of a 
new mechanism in the White House, 
nzmely the Economic Security Council, 
and the creation of the position of Assis- 
tant to the President for Economic 
Affairs. 

Finding 
In order to cope wi.th the new and chang- 
ing circumstances, r: ~ e w  institutional 
structure is needed to ensure better for- 
mulation and coordination of U.S. inter- 
national and domestic economic policy. 

coordination messy, but they also make 
it necessary. The greater the conflicts, Overview: High stakes are involved in 

the greater the need far an institutional the integration of U.S. domestic and in- 

structure to manage them. ternational economic policies. The ex- 
ecutive branch m ~ s t  be structured so 
that those decisions that are crucial to 
our economic future are given thorough 
and fully coordinated consideration. 



FIGURE 3: 
Membership of Trade and International 
Economic Policymaking 'institutions 
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a h e  merntmrship of 
the interagency units is 
cornposed of me heads 
of ihe line -net 
departmentsand 
agencies. For example. 
the Secretary of Corn- 
rnerce, as opposed to 
t!w Department of 
Commerce, is a mem- 
ber otthe Cabinet 
Coumil on Emnmic 
Affairs. 
b h e  Presictent is 
chairman of the 
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Commerce and Trade 
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(as well as the other 
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Commerce and the 
Secretary of the 
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Trade Representative 
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Recommen&tion 
The President should establish an 
Economic Security Council (ESC) to 
f ormdate and coordinate domestic 
and international economic policy. 

Dz'scussion: As the world's markets 
grow more internationalized, other na- 
tions increasingly approach interna- 
tional politics as, to paraphrase 
Clausewitz, an extension of economic 
policy by other means. Our government 
institutional arrangements should reflect 
this new reality. 

The increasing complexity of interna- 
tional economic problems, cutting as 
they do across the jurisdictions of the in- 
dividual cabinet departments, makes the 
need for a coordinating point within the 
Executive Office of the President almost 
self-evident. 

We propose tha#he President estab- 
lish, inirially by ~ggcutive Order, a 
White House council called the 
Economic Security Council. This council 
would be chaired by the President and 
include those cabinet rank officials 
needed to fulfill the ESC mandate. 

The ESC would parallel the NSC in its 
advisory and operating capacities, rais- 
ing economic policy issues to a level 
comparable to that of international 
political issues. Ultimately, legislation 
should be proposed to institutionalize 
the ESC structure and thus to ;tssure its 
permanence and the development of an 
institutional memory and appropriate 
linkages among various cabinet depart- 
ments. The ESC would advise the Presi- 
dent on all aspects of domestic and inter- 
national economic policy; oversee the 

formulation, coordination, and im- 
plementation of U.S. economic policy; 
and serve as the focal point for economic 
policy decision making. 

Among other functions, we would ex- 
pect the ESC to: 
G examine the domestic, foreign 

policy, and national security implica- 
tions of international economic policy 
issues; 

identify ways in which the various 
U.S. Government resources can be used 
to increase U.S. trade with developing 
countries and strengthen their 
economies; 

develop common priorities and 
government-wide guidelines for specific 
agency actions affecting international 
economic policy; 

insure that international economic 
considerations are brought to bear in the 
development of domestic policy; 
Cl coordinate preparations for interna- 

tional economic summit conferences; 
and 

El assure the consideration of develop- 
ing country issues in the policy delibera- 
tion process. 

With the Economic Security Council 
in place, it should be possible to 
streamline the present cabinet council 
structure. The ESC would need a 
minimum staff to provide, within the 
White House, an interdisciplinary reser- 
voir of those skills and backgrounds 
necessary to the analysis of economic 
issues and their wide-ranging impacts. It 
would maintain close liaison with the 
various departments and agencies, en- 
suring that issues needing ESC attention 
received that attention. It would also 



provide an institutionai memory through 
which past experience could be readily 
5rought to bear on current issues. 

The ESC, thus structured, would be in 
a position to analyze such questions as, 
for example, the effect of economic 
sanctions against another country on 
U.S. industry ilnd agriculture, the trade 
implications of U.S. monetary policy, or 
the impact of pollution or anti-trust 
regulations on U .S . productivity and in- 
ternational competitiveness. I s s e s  ad- 
dressed elsewhere in this report, such as 
~ o s e  related to the foreign assistance 
budget, trade policies, and f .L. 480 
funding levels wodd, of course, be 
within the province of the ESC. 

Recommendation 
The President should designate an 
Assistant to the President for 
Economic Affairs who would par- 
ticipate k the Economic Security 
Copmd. 

 cussi ion: An organizational stmc- 
ture, a set of principles, and a system 
cannot assure the necessary level of at- 
tention to a multitude of policy issues. 
The way in which a policymaking 
system operates also depends on the 
people involved. Presidential decisions 
are often influenced by the personal and 
professional relationships that exist be- 
tween the President and his chief ad- 
visers and agency heads. A point of con- 
tact and coordination in the person of a 
close, trusted, expert adviser who would 
have the President's ear is needed to in- 
sure that the economic dimensions- 
both domestic and international-of pend- 

ing issues are taken fully into account in 
the presidential decision-making process 
and that this is done early enough in the 
process to Xet the economic considera- 
tions work their way through it. The 
Assistant to the President for Economic 
Affairs must be such an individual. 

The assistant to the President would 
be unconstrained by departmental 
jurisdictional boundaries and constituen- 
cy interests and would have a "presiden- 
tial" perspective. The assistant could 
identify for the President points of view 
that might not otherwise be adequately 
represented within existing policy coor- 
dinating groups. This official could also 
call attention to emerging issues that 
might not, at the time, seem important 
to any single department or agency, but 
that could offer prospects for positive 
action or pose serious pro-blems if not 
dealt with. 

Such a senior adviser to the President 
would insure that linkages between 
domestic and international economic 
concerns, including those linkages that 
deal with developing nations, are ade- 
quately factored into presidential deci- 
sion making. 

Not long ago, it was common in 
government circles for international 
economics to be consigned, like other ar- 
cane matters, to the specialists with the 
hope that it would intrude as little as 
possible on the consciousness of those 
charged with the more "glamorous" 
work of looking after the nation's 
political relationships. But economic 
concerns can no longer be separated 
from political concerns. Economic 
welfare can no longer be separated from 



human welfare. The structure of the ex- 
ecutive branch must reflect this in- 
terweaving of economic c~nsiderations 
through the whole fabric of domestic 
and international politics. 

In the advanced technological age we 
are now entering, the changing 
dynamics of the world's interlocking 
economies will hold the key to the future 
fcr the next generation. This is true of 
the develcping and developed nations 
alike. We believe that these organiza- 
tional changes-the creation of an 
Economic Security Council and designa- 
tion of an Assistant to the President for 
Economic Affairs-taken together, will 
equip the executive branch with the 
means to give economic issues the quali- 
ty and degree of attention they wil need 
if we are to master that future. 

Major Immediate 

While we believe an Economic Securi- 
ty Council and an Assistant to the Presi- 
dent for Economic Affairs are needed 
for the long-term future, there are also 
several more immediate policy issues 
directly related to our pa~ticular man- 
date that we believe need to be resolved 
now. We trezt these policy issues in this 
section of the report because, were the 
Economic Security Council now in place, 
we would look to the ESC to help resolve 
them. We note that we elaborate on 
some of these issues in the find section, 
which concentrates on food and trade. 
These issues include: strengthening 
foreign assistance, linriing trade and aid, 
harnessing ow tremendous agricultural 
producti-%*ity, and reorienting the 
government's role in regulating US.  
business. 

STRENGTHENING 
FOREIGN ASSISTATVCE 
Finding 
Both legislatively and administratively, 
our foreign assistance programs suffer 
from confused mandates, from divided 
responsibility, and often from a percep- 
tion that economic development has a 
low priority. 

Overview: In the past, economic 
development policy was generally seen 
as something apart from the U.S. 
economy itself. There was little ex- 
amination of the interaction between the 
two. At the same time, foreign 



assistance programs frequently fccused 
on social development objectives at the 
expense of those principles necessary 
for sound, 'long-term economic growth. 
Individual aid programs were often 
launched with little regard for their rela- 
tionship to overall aid objectives, and 
then encumbered with successive layers 
of specific legislative requirements that 
further limited their responsiveness and 
flexibility. The bureaucratic structure 
that has evolved is a product of historical 
accident as much as it is of deliberate 
planning. Ecdnornic assistance has fre- 
quently been treated as the "poor rela- 
tion" in both the foreign policy family 
and the economic policy family. 

U .S. econonic policy formulators 
tended to emphasize our relations with 
other industrialized nations, allowing 
foreign assistance institutional ar- 
rangements to proceed on a separate 
track. Given the limited impact of the 
Third World on U.S. economic perfor- 
mance and the fact that foreign 
assistance programs answered to a dif- 
ferent d m m e r ,  we tended to overem- 
phasize our social development objec- 
tives without applying the key economic 
principles we had learned in building our 
own economy. What we have in place to- 
day represents an amalgam of sporadic 
attempts to influence our foreign 
assistance pragrarns. 

Recammendation 
There must be greater, mare 
regularized consideration of develop- 
ing country issues in the policy 
deliberation process. 

Discussion: Over the last four decades, 
U.S. policymakers have concentrate* 
far more 011 East-West relations and on 
Europe and Japan than on developing 
country matters. The reasons for doing 
so were legitimate at the time, but times 
have changed dramatically. The 
developing countries are now the ones 
with the greatest potential for economic 
growth; at the same time, they are the 
or,es whose economic problems are the 
most likely to jeopardize the interna- 
tional trading and financial systems and 
world security. These countries have 
become far more sophisticated in their 
economic relations and require more 
thoughtful treatment by U.S. Govern- 
ment policymakers than ever before. 

The IntemationaI Development 
Cooperation Agency (IDCA) is now the 
government's focal point for economic 
matters affecting U .S. relations with 
developing countries. IDCA's mission is 
twofold: first, to ensure that develop- 
ment goals are taken hl ly  into account 
in all executive branch decision making 
on trade, financing, monetary, and other 
economic policy matters affecting 
developing countries; and second, to 
provide strong direction for U.S. 
economic policies to~vard the developing 
world. Yet, the IDCA director is a 
member of only the statutory Trade 
Policy Committee. 1DCA should be a full 
participant in other U.S. policy formula- 



tion and coordination units, specificaliy 
including the proposed ESC. 

Recommendation 
-- 

Changes must be made in AID'S man- 
date and organization in order to im- 
pmve the effectiveness of foreign 
assistance programs. 

Discussim: Congress has rnandzted 
many requirements for U.S. foreign 
assistance programs; some are mutually 
exclusive and many are counterproduc- 
tive. For instance, so many legislative 
demands have been placed on AID that 
the organbatyon is now smothered by 
review procedures and strangled by red 
tape. As a resdt, when it finally does do 
something, the product is often too late 
and too "safe" to achieve its intended 
objective. The extremeiy complicated 
and unduly burdensome P.L. 480 ap- 
proval pxocess is a good exarn~ie of the 
kind of obstacles sensible programs eo- 
counter. At least six separate agencies 
with vastly different mandates must all 
agree on even the must minor aspects of 
each P.L. 480 project. (The P.L. 480 Ac- 
tion Brief provides additimal details ofi 
this subject.) 

Also, in an effort to respond to 
perceived congressional priorities, 
foreign assistance programs have tend- 
ed to support either nonproductive spend- 
ing or government involvement in pro- 
ductive activities. Even now, the bulk of 
development funds go to or through 
public agencies, pubIic ~nterprises, and 
publicly-owned fillancia1 institutions. 
Because public agencies never go bank- 
rupt, they can continue to commmd 

resources even though they may be inef- 
ficient and may fail to achieve their ob- 
jectives. Over the last four years, AID'S 
efforts have demonstrated a pctIicy shift 
away from the public sector to the 
private sector. It shotalld be commended 
for that. But much more needs to be 
done in this respect. 

While we agree on the main problems 
in existing foreign assistance programs, 
the Task Force is not entirely of one 
mind as to the solutions. wehave cozl- 
sidered a variety of alternatives. Some 
of these would involve major congres- 
sional action to rearrange respon- 
sibilities and to clarify duties among 
agencies. Others would require 
presidential but not legislative action. 
Still others could be accomplished by 
different departments and agencies. 

The Task Force is in general agree- 
ment that: (1) the bulk of aid funds 
should be routed to the private sector, 
with particular emphasis within AID on 
intermediate financial institutions, the 
PRE revolving furid, and training; 
(2) AID procedures must be stream- 
lined and action speeded rap; arid (3) the 
P.L. 480 program shodd be managed 
prirnari!~ by USDA. %me members feel 
that OPIC and TDP should be given new 
developmental responsibilities and in- 
creased >tinding; that the US. and 
Foreign Commercial Service (US. & 
FCS) shodd manage the private sector 
loan program: and that ESF and 
humanitarian assistance should be 
managed by the Department of State, 
using senior AID personnel. Some 
believe a totally new development in- 
stitution should be established 



specifically to support private sector ac- 
tivities. Others would prefer more 
modest measures, building on the suc- 
cessfd begirurjng steps already taken to 
increase reliance on private enterprise to 
achieve development objectives. 

'We did not attempt a comprehensive 
management study of the sort that 
would be needed to chart specific pro- 
posals for reorganization of our foreign 
assistance programs. We did become 
convinced, however, that changes in the 
mandate a d  management structure are 
needed to improve the impact of U.S. 
foreign a-ssistace in general, enhance 
private enterprise development, and im- 
prove the ability of the private sector to 
participate in development assistance ef- 
forts. We believe this is an area that 
needs close examination. Our central 
f m s  was an policy approaches and on 
h e  pokv process; the structure of our 
aid program.s dso  needs a detailed 
management survey. 

T~fiXMLVG 
TI?A..DE AND AID 

Responsibility for the W.S. Guvem- 
meit's trade policies and programs is 
fragmented among several government 
agencies. Policies and progams do not 
operate within an averall strategy aimed 
at benefiting both the United States and 
developing countries, nor are they 
designed to  address both U.S. trade ob- 
jectives and broader U S .  economic 
objectives. 

Ouen~iew: Despite the growing impor- 
tance of trade to the health of the U.S. 

economy, the United States still concen- 
trates its attention on specific import 
problems rather than on broader 
strategies of export generation. A par- 
ticularly troublesome aspect of this lack 
of an overall strategy is that, unlike our 
foreign competitors, the United States 
does not specifically link its aid and 
trade activities to promote both trade 
and development except in its relatively 
small Trade and Development Program 
(TDP). 

Trade is nzcessary for promoting 
broad-based sustained economic 
developrnei~t. As we have indicated, its 
importance to the economic well-being 
of devclopi~lg countries, the United 
States, and other industrialized nations 
has grown considerably over the past 
decade. It is clearly beneficial for all par- 
ticipants to further increase such trade 
floxrs: for, in the long term, trade is tihe 
primary source of external reswarces 
and the impetus for growth for all coun- 
tries. Ho~vever, thei-e is no central point 
in the executive branch where trade and 
aid issues can be reviewed, nor is there 
an opportunity to evaluate trade and aid 
isstles within a broader U.S. economic 
strategy. 

Rwomme~?dation 
The W.S. Government rnu,c*_ develop 
an aggressive, consistent tr,-rde policy 
that mixes aid m b  trade resources, 
enables U.S. firms to be more com- 
petitive is1 world markets, and meets 
the challenges posed by the grswhg 
governmental role in world 
competition. 

Dzkcmsim: US.  Government agencies 



rarely folbw common trade strategies, 
except w h e ~  the m i t e  House identifies 
critical short-term political or security 
interests in a particular country or group 
of cohries, e.g., the Caribbean Basin. 
The absence of a consistent American 
trade strategy and the patterns of stop- 
go or zig-zag courses of action have 
discouraged private business efforts to 
expand exparts and to encourage 
overseas production and research and 
development. The United States needs a 
longer term vision of international 
economic problems and opportunities as 
well as a greater integration of, and con- 
sistency among, trade policy and 
domestic economic, agricultural, and 
regulatory policies. The establishment 
of an Economic Security Council would 
provide a focal point to develop such a 
vision as well as a framework in which 
trade policy could be developed to ad- 
dress these needs. 

A coordinated, aggressive, consistent 
trade policy would enable the United 
States to respond quickly to oppor- 
tunities as wePf as to anticipate its corn- 
petitors' actions and counter unfair com- 
petition. To do so will require an 
understanding of the changing character 
of competitive conditions and of the rela- 
tionship among trade, U.S. long-term 
strategic interests, and foreign 
assistance policies. An effective ap- 
proach must be built around: 

a consistent strategy geared to the 
expansion of trade and private sector 
activities; 

effective coordination of U.S. inter- 
national economic policies md programs 
so that agency policies become mutually 

supportive rather than conflicting; 
El establishment of long-term 

economic linkages and increased 
cooperation with other countries, with 
particular emphasis on those economies 
that are guided by market-oriented 
principles; 

common priorities and guidelines 
for a11 agencies that provide export 
financing or influence trade in order to 
strengthen the competitive position of 
U.S. industries in international markets, 
while retaining the flexibility to respond 
to, or to anticipate, changing market 
conditions; 
a pressing bilateral and multilateral 

institutions to prohibit or at least limit 
lending or granting funds to parastatals 
that compete unfairly with private enter- 
prise; and 
!I strong business-la bor-government 

cooperation. 

Recommendation 
The United States must link its trade 
and foreign assistance programs. 

3is~~ssion: The United States does 
not now link its trade foreign 
assisrance programs to enhance long- 
term economic relationships with the 
recipient countries. Establishing such a 
linkage will require the United States to 
re-eduate its trdding and assistance 
relationships with those countries. 
This linkage should focus on designing 
aid programs thzt promote two-way 
trade, while also helping a nation's 
development, md on continuing long- 
tern private sei- .>r ties that are consis- 
tent with broad American objectives of 



trade liberalization. As a corollary, our 
trade policies sh~uld also promote 
development. For example, using 
foreign aid funds to finance project com- 
ponents of a major export-generating 
facility in a developing country could 
help a co7atry improve its trade balance. 
The pr03ect could also be designed to 
develop a h ~ a - e  market far U.S. con- 
stntcfion,, engineering, and equipment 
firms. In "tms of trade policies, grant- 
ing Generalized System of Preferences 
(ESP) and nlost favored nation status, or 
changing tw-i£f and quota levels have a 
tremendous impact on the ability of a 
de~eloping com~xy to export. U .S. trade 
and assistance relati~nships should have 
multiple chjectives: strengtklezed 
reco@itian of rnutud economic, social, 
and political interests: enha~cement of 
long-term interrelationships in trade, in- 
vestment, and other economic activities; 
development of strong economies and 
markets in developing countries; 
reorientation of development in direc- 
tions consistent with market forces; and 
enco-rrragernent of entrepreneurship. 

Given the inherently parochial views 
of independent agencies and de?art- 
merits charged with administering in- 
dividual trade and aid programs, the 
United States must have an institutional 
mechanism with a broader view of U .S. 
economic relations with Third World 
coxinties so that such aid and trade 
lbkages can be fcrm~ed within a consis- 
tent policy framev~ork. 

Recommendation 
The United States should consider 
ways to give higher fiority to the 
need for a h e r  and more open inter- 
national trading system and continue 
to press for a new round of multi- 
lateral trade negotiations. This new 
round should include adopting a 
trade-in-services code; tihe applica- 
don of trade rules to middle-income 
developing countries; and strength- 
ening enforcement procedures 
agairast government-subsidized trade. 

Pliscusswn: Over more than 36 years, 
the General Agreement on Tariffs and 
Trade (GATT) has provided the 
framework for most of the world's trade. 
It h ~ .  s adapted to change though a 
series of multilateral negotiating rounds, 
each focusing on practices that con- 
strained the growth of world trade. In 
addition to the negotiation of codes to 
deal with nontariff barriers, much atten- 
tion in the last round (the Tokyo round 
toek place between 1973 and 1979) was 
devote0 to defining special rules for 
developing country participation. 

In 1385, the five largest industrial 
democracies (the United States, Japan, 
West Germany, the United Kingdom, 
and France) will all have at least two 
years before their next elections. This 
could provide a good opportunity to 
make progress on a new round of Wade 
talks. Passage of the Trade and Tariff 
Act of 1984 represents a vexy positive 
achievement of the Administration. It 
giveL- the President new authority to 
pwsw talks on trade liberalization, 
And, bj strengthening executive branch 



power to retaliate against unfair trade 
practices by other nations, it gives us ad- 
ditional negotiating leverage. 

Assuming that some satisfactory solu- 
tion is devised for the debt crisis, a new 
round of talks could concentrate on such 
co~cepts as the application of differem.- 
tial treatment (LDCs would have fo /er 
obligations and receive preferenti I 

treatment under GATT), graduation 
(where preferential treatment is phased 
out for more advanced LDCs), and the 
role of government in trade, Also, the 
dramatic growth in services is changing 
the structure of trade and transforming 
the world economy. Banking, insurance, 
and telecommunications have grown to 
enormous proportions. A growing 
number of sophisticated manufactured 
imports require continued service to 
keep them operating, and this praduct 
servicing (such as user training or 
maintenance) may not be available in the 
importing market For their own 
benefit, developing countries should en- 
courage trade in services to flourish 
without excessive barriers. Codification 
of rules for trading in services is ex- 
tremely diff icult-banking is different 
from telecornmmications-but the ef- 
fort must be made. 

developing an overall U.S. economic 
policy as well as the framework for a 
coordinated strategic trade policy. 
These responsibilities do not diminish 
the traditional role of the U.S. Trade 
Representative. Once U.S. economic ob- 
jectives have been clearly defined and 
given appropriate priority, it becomes 
much easier to attain the objectives of 
the more narrowly focused agencies and 
policies. 

In our view, the authority of the 
USTR and the TPC, which he chairs, 
should be strengthened. The Trade 
Agreements Act of 1979 and 
Reorganization Plan No. 3 of 1979 (on 
irrternational trade reorganization) ex- 
panded the role of the USTR and the 
TPC from providing interagency coor- 
dination of U.S. positions in multilateral 
trade negotiations to include respon- 
sibility for negotiating multilateral aid 
bilateral trade agreements, import 
remedy policy, energjj trade issues, 
East-West trade policy, international in- 
vestment policy, and internatiulal com- 
modity negotiations. In addition, the 
scope of the work of the present private 
sector advisory system that advises the 
USTR on negotiating questions should 
be ridened to deal with other issues that 
require extensive public-private interac- 

Recommendation ti&. In strengthening the role of the 
The authority of the Uxiteri States USTR, we believe there is a need to 
Trade Representative (USTR) 2s clarify the distinction between the 
trade policy negotiator and nanager USTR7s ~olic~making, coordinating, 
should be strengthened and expanded. and negotiating mandate and the Com- 

merce Department's responsibility for 
Discussion: As previously discussed, irnple~ienting trade policy and export 

the ESC wwdd be responsible for promotion. 
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GETTING THE 
MOST OUT OF AlclEBICA'S 
AGRICULTURAL 
PRODUCTIVITY 
Finding -- -- 

The United States needs a more coor- 
dinated policy to integrate domestic 
agricultural programs, food assis tame 
programs, and agricultural trade 
programs. 

Ovemiew: The advent of the United 
States as a major trader in world 
agricultural markets scarcely more than 
ten years ago has broxighi groblems not 
previously encountered. These grob- 
!ems relate to: (1) Inconsistencies within, 
and lack of coordination between, 
domestic agricultural policies and export 
strategies; (2) miltiple, sometimes con- 
flicting, ~bject.:ves among our foreign 
assistance efforts; and (3) differences 
between the trade practices followed by 
our competitors and those followed by 
the United States. 

U .S. agricultural export policy has 
traditionally tended to be reactive and 
geared more toward disposing com- 
modities thzt cannot be absorbed in 
domestic commercial markets than 
toward an integrated, aggressive export 
marketing approach. Senator Robert 
Dole recently said: "To my knowledge, 
no effort has ever been made to ra- 
tionalize their differing and, at times, 
contradictory objectives in order tu 
establish a unified and coherent policy 
for U.S. agricultural trade and food 
assistance. ' ' 

Recsmmendation 
The United States must integrate its 
agricultural! trade, food aid, and 
domestic farm policies. 

Dismssio~: The impact of domestic 
agricultural programs on the com- 
petitiveness of 1i.S. commodities in 
wi:rl? markets, and the ability of the 
United States to use its agricultural pro- 
durCiVity to address the food ceeds of 
*L: -)*loping countries, must be more ex- 
: .~liitly recognized in domestic policy 
ionnulation. This will be especially im- 
portant when the Congress considers 
replacement 1eg;islation for the 
Agrkdture and Food Act of 1981, 
which expires in 1985. 

The Federd Government has inter- 
vened directly in domestic agricultural 
production and marketing since the 
depression days of the 1930s. The focus 
has been primarily donz ;ticay 
oriented, in pursuit of socially accept- 
able incomes for the farm population. A 
complex set of price supports, produc- 
tion controls, direct payments, and 
related mechanisms was put into place 
over the years in pursuit of this objec- 
tive. These measures, however, fziled to 
fully account for chacging world market 
conditions. One unintended result of this 
domestic focus is that government price 
supports far many commodities have 
again been allowed t~ approach levels 
that impede the competitiveness of US.  
products in foreign markets and the 
ability of tke United States to use its 
agricultural productivity to meet critical 
food needs in LDCs. The domestic farm 
income orientation has dso resulted in 



the imposition of extensive production 
constraints at a time when many 
developing countries are not able to 
meet the food needs of their people, and 
many thousaids of their poor are suffer- 
ing from severe malnutrition and 
hunger. The United States could face a 
calamitous deterioration of its image and 
influence around the world if it were to 
continue its policy of giving billions of 
dollars to its producers to abort the pro- 
duction of focd. 

F.xt'fier, unlike foreign competitors, 
our food aid policy and programs are not 
effectively integrated with our cornrner- 
cia1 agricultural export policies, In addi- 
tion to its humanitarian objective, one of 
the original objectives of food aid was to 
develop markets for U.S. food exports. 
T i e  U.S. Government needs to establish 
a policy for using U.S. agncdtuml pro- 
ductivity t o  address both objectives. For 
example, today the United States is the 
world's largest concessional food ex- 
porter. It provides over on e-half of the 
total government-assisted agricultural 
trade rnoving ii: the world market, but 
its share of commercial agricularal 
trade is only 15 to 18 percent. By 
recognizing the benefits of market 
development efforts to both the U.S. 
economy and the economies of develop- 
ing countries and n~aking simple, flexi- 
ble credit programs available to U.S. ex- 
.~orters in an integrated international 
agicicultural trade policy framework, 
U.S. exports can make a much larger 
contribution to economic growth. 

Recommendation - -  - -- - -- - --- . - "->-A -- - 

The Adminisriaticion should seek to 
better relate U.S. responses to LDC 
food and domestic security 
requirements. 

Bkcussion: Often what eventually 
erupts as a security threat has roots in 
food shortages; this is particularly likely 
when economic reforms needed for long- 
tenn growth bring painful short-term 
disiocations. 

Recent civil disturbances in the 
Dominican Repub!ic, Tunisia, and 
Egypt had ts be quelled by militaxy ac- 
tion. In these cases, civil strife +heat- 
ened to seriously undermine guyem- 
ments the United States perceived as 
taking positive measures necessary for 
:conomic growth. Additional food 
assistance might have succeeded in 
:oftenkg the impact of adjustments and 
1 zduced thz need for a military solution 
to r2sulting problems. 

As long as food aid, trade, economic 
development, and other programs af- 
fecting our relations with developing 
countries are fragmented in different 
agencies having different objectives 
with no os~erriding body to coordinate 
these objectives, we will continue to 
forego opportunities to marshal1 our 
resources to maximum. effect and assure 
a constructive resolution of conflicting 
interagency goals. 



BUSLXESS 
REGULATION 
Finding 
Some U.S. Government measures have 
discouraging or disadvantageous effects 
on Arnericar, firms that are involved or 
might become involved in long-term 
relationships with private enterprise in 
developing countries. 

Ocerview: U. S. trade policy has too 
frequently involved an extraterritorial 
extension of U.S. policies and laws to 
other nations, thereby creating conflicts 
for US. businesses and economic ten- 
sions with other governments, Although 
some efforts have been made to reduce 
the discouraging effects of such laws 
and administrative measures (especially 
through recent regulatory reform in- 
itiatives of the Reagan administration), 
the lack of an effective high-level coor- 
dinating mechanism has resulted in in- 
consistencies in policies and mutually 
conflicting practices. 

Ilistorically, one reason so few U.S. 
businesses participate vigorously in ex- 
port trade has been the U.S. Govern- 
ment's failure to take intemationali con- 
siderations sufficiently into account in 
sewing domestic economic policies. 
Government policies often raise the cost 
of producing for export, %crease the 
sales price, critically ex . : d the contract 
negotiating period, or ix. : ~oduce other 
uncertainties that discourage U. S firms 
from voluntarily entering the interna- 
tional marketplace. The United States 
must have an institutional capability to 
view trade and domestic econonlic 

issues as inseparable components of a 
coordinated and consistent U.S. 
economic policy. 

W ecomrnendation 
The U.S. Government should coor- 
dinate more effectively its efforts to 
assure that U.S. laws and regulations 
reflect greater sensitivity to struc- 
tural changes in the international 
marketplace. 

Bswsw%: State companies, con- 
glomerates of competing firms, and a 
host of other factors are rapidly rear- 
ranging the structure of the interna- 
tional trading system and the terms of 
trade. Yet the U.S. Government has no 
institutional abil.ity to assure that the 
new structure is reflected in its laws and 
regulations. For example, nearly a cen- 
hrjj ago the United States enacted 
stringent antitrust laws to regdate its 
domestic market. Over the years, 
changes in US .  antitrust laws have lag- 
ged behind changes in the configuration 
of our economy. Today, in& sectors of 
our domestic markets are poweh11y a£ - 
fected by foreign competition. Measures 
of domestic concentratior, and competi- 
tion that were appropriate to the United 
States in the 1940s make little sense 
now. They need reappraisal-not simply 
by the legal community, but by those 
who understand commerce and trade. 
F\ +r example, the United States is the 
only country whose antitrust laws are 
applied to both its foreign and domestic 
commerce. Similar observations have 
been made about the Foreign Corrupt 
Practices Act, the Internal Revenue 



Code, and the taxation of Americans 
who work overseas. While an extrater- 
ritoriality policy can be tailored to fit dif- 
ferent legal and regulatory provisions, 
objective criteria must be established. 
Our trading partners, as well as 
American exporters and investors, need 
clarity and predictabiiity in rules that 
reflect today's realities. Another exam- 
ple of an originally well-intentioned-but 
now seriously outmoded-regxlation is 
the cargo preference requirement for 
U.S. food assistance programs. This re- 
quirement will reduce o w  food aid by 
more than $100 million this year alone. 

There have been recent signs that 
there is greater awareness of the need to 
review and revise U.S. laws and regula- 
tions related to the international 
marketplace. Enactment of the Export 
Trading Company Act of 1982 was a 
step forward- The response to the law 
has been limited, partly because of in- 
adequacies with Its language, partly 
because there were disagreements 
within the Administration as to how the 
regulations should be written aqd inter- 
preted, and partly because tn? business 
community has been suspicious and 
cautiozs in testing this new vehicle. Can- 
tinuous review of regulations and pro- 
gress in ironing out differences is re- 
quired to assure consistency with overall 
U.S. economic objectives. 
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*NOTE: 
Task Force members George Ferris and 
Myer Rashish take exception to Part V 
as not germane to a report on private 
enterprise and development . 

Ttvo key elements of any development 
strategy are trade and food. Trade 
nourishes the economy; food nowishes 
the people. There can be no successful 
economic development without enough 
of both to sustain it. 

As it happens, trade and agriculture 
are also both matters of key importance 
to the economy of the United States. 
There are a number of specific measures 
with regard to trade policy and food aid 
that we believe should be taken for the 
benefit of both the United States and the 
developing countries. These proposed 
measures would serve the cause of inter- 
national private enterprise. They would 
serve the cause of economic develop- 
ment. They would also serve the in- 
terests of the United States and the peo- 
ple of developing nations. ' 

Trade 

INTRODUCTION 
For developing countries, particular1.y 

those struggling to accommodate heavy 
debt burdens and debt service 
payments, trade offers the ody realistic 
path tom.t-d long-term economic 
growth. For the United States, trade is 
vastly more important to the economy 
now than it was over the past century. 
For both the United States and the 
developing countries, how the global 
trading system evolves over the next 
few years will determine whether we are 
to share in a future of peace, stability, 
and prosperity r>ther than one of 
hunger, want, and unrest. 



Importance of Trade to Developing 
Country Economies 

For developing countries, the future 
depends increasingly on expanding 
trade. This is so because internal 
markets are limited, foreign assistance 
programs axe declining, and many donor 
countries face budgetary crises. At the 
same time, economic difficulties con- 
tinue to plague industrialized nations, 
which are the major market for LDC 
goods and s e ~ c e s .  (These conditions 
will not change in the short term.) Not 
only is expanded trade critical to provide 
the wherewithal to service massive 
debts, but trade stimulates more effi- 
cient internal production as competition 
from imports and for exports drives local 
producers to improve productivity and 
encourages innovation. 

In general, the most effective way for 
deveIoping countries to participate in 
the international trading system is to 
pursue an export-oriented development 
strategy. Such a strategy places primary 
emphasis on production processes that 
generate exports rather than on those 
that substitute for foreign imports. A 
successrul export-oriented development 
strategy will also tend to discourage tire 
adoption of nonmarket policies that are 
inner-oriented and restrictive. 

The Newly Industrialized Countries 
(NICs), such as Hong kiong, Singapore, 
and South Korea, many of which axe 
former recipients of sizable donor 
assistance, developed their economies 
by relying on export-oriented trade 
policies. These are now vibrant 
economies, whose value as trading part- 
ners far exceeds the funds expended on 

them by donor nations. The assistance 
given these NICs during the 1960s is 
small compared to the sevenfold in- 
crease in their imports from the United 
States between 1972 and 1981. 

Importance of Developing Country 
Trade to the United States 

The international trading system 2nd 
the level of U.S. exports to developing 
countries have substantial impact on the 
entire U .S. economy. U .S. exports and 
imports worldwide represent approx- 
imately 25 percent of the $3 trillion 
value of goods and services generated in 
the United States in 1982, compared to 
only 5 to 10 percent 15 years earlier. 
Developing countries in ~xtic-ndar ac- 
counted for most of the growth in 
American exports from 1975-i3SS and 
thus for a significant share of the new 
jobs created in U.S. mmufacting 
firms during this period. Thus, the 20 
percent decline in U.S. exports to Latin. 
America in 1983 as a result of the debt 
crisis cost approximately 250,OOG 
Americans their jobs. 

Unfortunately, many in the United 
States have been slow to recognize the 
importance of international com- 
petitiveness to the health of our own 
economy. The seemingly secure, attrac- 
tive and growing United States and 
developed country markets of the past 
have left a legacy of complacency. Only 
now are we beginning to recognize that 
domestic 2roducers are vulnerable in 
domestic markets to international pro- 
duct improvements or lower prices. Few 
businesses can continue to ignore the 
consequences of the fact that often their 



SOURCE: 
7he Export Trading 
company Guidebwk. 
US. Department of 
Commerce, Inter- 
rrational Trade 
Administration, 1984. 

FIGURE 4: 
Balance of Merchandise Trade, 
1970-1982 
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FIGURE 5: 
Participants in U.S. Trade, 1984 

Total. Exports 
U .S. Manufacturers: 
Estimated at almost 300,000. 



raw materials, component parts, or en- 
~ ( 3  products may originate in the 
developing world. Competition in the 
U.S. marketplace is no longer national, 
but International. American businesses 
that adapt to changing circumstances 
and recognize opportunities will pros- 
per; those that do not will, at best, sur- 
vive temporarily at a cost to themselves, 
the U.S. consumer, and U.S. relations 
wiLh friendly nations. 

As one advocate put it, "the unrnet 
needs of the developing countries are 
business opportunities." Attention to 
the developing world will mean bigger 
and better markets, a larger manpower 
pool, and increasing operational flexibili- 
ty for those businesses engaged in the 
international arena. It will also mean 
greater economic security for the United 
States. 

Based on price and other considera- 
tions, the Department of Commerce 
estimates that between 10,000 and 
25,000 U.S. business f ims coda export 
their products, but do not. It is also 
estimated that 100 U. S, companies ac- 
count for 50 percent of U.S. foreip 
trade and that only 250 U.S. fims ac- 
count for 85 percent of our foreign trade. 
(See Figures 4 and 5.) 
Tkhis is much too narrow a base on which 
to rely for an economy as large and 
diverse as ours. American companies 
need to recooize and understand the 
opportunities ?;-ailable to them. 
Through investment and trade, U.S. 
business can improve long-term profit- 
ability and make a greater conAbution 
to LDC development. 

The International Marketplace 
Xew techaologies are dramatically 

changing the competitive positions of 
firms, industries, and nations and may 
even alter the process of development 
itself. Technological change is hastening 
the evolution of local and regional mar- 
kets into global markets. Sophisticated 
systems of licensing, commu.lications, 
coproduction, and finance link firms of 
various sizes. These networks provide 
economies of scale previously attainable 
by only a few large fims. While these 
developments offer significant oppor- 
tunities to ali participants in the interna- 
tional marketplace, they have also given 
rise to a variety of trade distorting prac- 
tices as countries attempt to minimize 
the internal disruptions that may result 
from changes in external txading 
patterns. 

The increased use of protectionist 
trade measures has had a significant im- 
pact on world markets. Many Free 
'[ATo,rld gnvemmerrts, including the 
United States, have increased the sub- 
sidies and trade barriers by which they 
protect old, inefficient industries and 
agricultural producers from import com- 
petition. The new style of developed 
country protectionism relies on domestic 
s~bsidies, voluntary export restraints, 
and other devices that are more difficult 
to quantify, rather than on tariffs. The 
relative invisibility of these tactics, 
which often operate though ad- 
ministrative discrztion, makes it almost 
impossible to assess precisely either 
their impact or their value. But the 
results are just as pernicious 2s are those 
of older forms of protecfion. 



SOURCE: 
Export-import Bank of 
the United Staes, 
1982. 

FIGURE 6: 
A Comparison of Total Exports 
Supported by Official Finance in the 
Major Trading Nations in FY 1982 

($ billions) - -- - - -- - .- . - - . -- .. ---. 

United States 

Federal Republic of West Germany 

France 
United Kingdom 

Similarly, developing countries have 
taken measures that have a negative ef- 
fect on the world trading system. Many 
developiag countries rely on stringeat 
government control of every element of 
a tra~saction; enact policies that 
discowage business rather than attract 
it; and, in essence, favor goverr-lrnent 
resource allocation over economi:; 
growth. 

Once protectionism has taken mot, a 
prolonged period of prosperity may be 
zecessary bef 3re countries are prepared 
to back away from their protectionist 
policies. Also, protectionist tactics by 
the developed countries reinforce the 
temptztion tsward iaward-11fioking ~ P F G -  
tectionist policies by the devebping 
countries themselves. 

Many foreign governments have beeil 
increasing their official efforts to pro- 
mote exports to developing countries. 
They enhance standard financing 
packages with special features to give 
their exporters a competitive edge in 
developing corntry markets. Examples 
of such enhancements i~clude: financing 
of Iocal currency costs for turnkey pro- 
jects; inflation insurance for large con- 
tracts requiring long construction 
periods; exchange risk insurance for 

foreign currency-denominated loans; 
mixed credits that combine concessiofial 
government finds with commercial 
h d s  to produce lower than market- 
based interest rztes and more lenient 
isan tenns for exporters; and. tied-aid 
credits that utilize the gm ernment's 
foreign assistance ]pro&raszls to influence 
procaxement decisions in their ex- 
porters' favor. Some sense of the esent 
of sffi :id government assistance is pro- 
vided in Figure 6. 

Thus, increasingly U.S. exporters find 
themselves having to compete against 
the nation21 treasuries of inercitatilist 
nations. These mercantilist states are at- 
t2C~-:v .-..a the 5ec e ~ t e ~ r i s e  system in the 
Western wo::.ld through their use of 
mixed creri:~s and other subsidies. 'This 
kind of carripetition also raises develop- 
ing country expectations that U.S. firms 
will offer similar trade packages. Fur- 
ther, the absence of U.S. Government 
support of a similar nature deprives 
developing country businesses of 
valuable U.S. technical expertise that is 
critically needed. It also diminislles op- 
portunities for U.S. private companies, 
especially small and medium-sized, to 
pa?ticipak ia the L.DG develapme& pro- 
cess. To cope with this situation, we are 





qvality, and intrinsic v&ile. Subsidized 
financing does not contribute to the 
~7aXute of these goods or lead to evenp~al 
reduction of production costs. 

in OECn negotiations, the United 
States has attempted to eliminate the 
use of those mixed credits used prirnari- 
iy for commercial purposes. Little pro- 
gress has been made. We believe that 
U.S. negotiators need a more forceful 
position more effective bargaining 
chips to help h e m  achieve their goals. 
The mixed credits recommendaticjns we 
make wodd provide the U.S. Govern- 
ment with more negotiating leverage to 
end foreign governments' use of unfair 
or gre Qatory concessiond financing and 
level flie playing field for international 
trade, opening the way to market foi-ces 
and competitian. 

Recommendation 
The United States should use ag- 
gressively the mixed credixs author- 
ity of the Export-Xmport Bank (Exim- 
Smk) to counter competitors' mixed 
credit offers. 

~ m s s i m :  Eximbank should operate 
up to the fuU limits of its combined $14 
billion i3 guarantee and lean authority to 
fight predatory mixed credit practices of 
our foreign compet;iors. The use of 
mixed credits and other conzessioniil 
financing prograxris by foreign govern- 
me& increasingly serves to exclude 
US. exporters from markets in develop- 
ing countries and elsewhere, and results 
in substantial long-term bl~siness losses 
without increasing totai world trade and 
without tht benefits of expand2d trade 

opportuxities for developir~~ countries 
and their private sector businesses. In 
the strrjngest terms, we are clearly of 
the view that the use of mixed credits is 
not a policy we desire, but rather a 
weapon we must use to respond to the 
policies of others because negotiating an 
end to the use of mixed credits in the 
near future is unlikely. In fact, the in- 
cidence of mixed credit offers and fi- 
nancing continues to increase. The in- 
creased use of mixed credits tends to 
sbif t scarce highly concessional funds 
from the poorest cotmtries to higher in- 
come developing countries. Further, 
mixed credit financing can divert con- 
cessionai funds from the recipient zoun- 
try's highest priority development proj- 
ects becausc mixed credits frequently go 
to sophisticated, capital-intensive proj- 
ects that may not be at the top of the 
recipient country's development 
agenda. 

The United States should ure the 
financing capabilities nf the Eximbank 
to the fall extent oi its resources as a 
temporary weapon in a strategy that will 
provide the U.S. Government with more 
negotiating leverage to roU back the 
mixed creait programs of others and 
enable US.  exporters to meet this unfair 
competition. Existing authorities are 
adequate fox Eximbank to maintain an 
aggressive mixed credits program, as 
demonstrated by its recent mixed 
credits offers. Eximbank has substantial 
unused financing authority and total 
financing ceilings that are sufficient to 
accorflrnodate any activity likely to be 
generated by this program in tlhe near 
future. Use of Eximbank resources in 



this manner tvill serve notice to our com- 
petitors that the United States will pro- 
vide the necessary assistance to U.S. 
firms that find themselves competing 
against predatory financing, thereby 
zubstantially improving cur negotiating 
gosition. In FY 1953 arid PI'Y 1984, we 
estimate that the total mixed credit of- 
fers by our foreign competitors may 
have been as  much as $7 billion. We 
believe that, if necessary, the Eximbank 
should use the full extent of its authority 
to fight mixed credits. If this requires $7 
billion or more on our behalf, that Is only 
half of Eximbank's annual loan and 
guarantee authority, much of which has 
been unused in recent years. We en- 
dorse such an expenditure to provide 
short-term protection to American firms 
and help end the use of predatory trade 
practices by our foreign competitors as 
soon as possible for [he long-term 
benefit of all global trade participants. 

Recommendation 
AID should also use its limited mixed 
: -a.x !. ,.ts authority, although the 
Export-Import Bank will be the ma- 
jor source of mixed credit financing. 

Discussior,: Legislation on export 
financing passed by Congress in 1983 
directed Eximbank and AID to establish 
a mixed credits program. AID would 
probably not be as effective as Exim- 
bank in c a v i n g  out a mixed credits pro- 
gram because of its strong developmen- 
tal and political mandates, in which 
trade and export promotion are not key 
factors. In addition, AID'S limited 
resources are primarily allocated to 

countries where the mixed credit pro- 
grams of our competitors are not 
directed; new legislation would be re- 
quired for it to expand its mandate to 
other purposes in other countries. Start- 
up time wodd be long, instihtional dif- 
ficulties great, and the benefits not as 
clear as n~aintaining the program with 
Eximbank. AID does have the authority, 
however, to engage in mixed credit ac- 
tivities under limited circumstances in 
certain countries, such as its Trade 
Financing Facility in Egypt. AID should 
continue and expand these practices 
under appropriate circumstances. 

Finding 
The current debt crisis in the developing 
countries requires close cooperation bet- 
ween the U.S. private and public sectors 
to assure that adequate trade financing 
is made available. 

O~ewiew: Many middle-income LDCs 
are in serious debt trouble because of 
heavy borrowing during the 1970s. This 
year the V.S. private sector has begun to 
look at scme new methods of export 
financing. Private sector sources of ex- 
port financi~g include banks, exporters, 
trading companies, commodi~y com- 
panies, countertraders, private in- 
surance companies, and other financial 
intermediaries. Bowevzr, the resources 
available are considera'bly less than they 
were three years ago, and U.S. Govern- 
ment trade financing programs do not 
operate in a manner that adequately ad- 
dresses the current debt crisis. 



' NOTE: 
The primary supplier 
of ofkid export credit 
support in the United 
States is the Export- 
fmpart Bank of the 
United Staies (Erim- 
Sank), in mjunaion 
w+th t+, Foreign 
Credii 
M a t i o n  (FCIA). 
and the Private Expo< 
Funding Copxatiin 
(PEFCO). The prin- 
cipal uther U.S. 
Government agencies 
that support U.S. ex- 
ports are AID, the 
CcrnrnMty Credit 
Corporatbn (CCC) 
and the Foreip 
: grihskural Setvice of 
I SDA, tf?e Cherses 
f . Nate investment 
-ration (oalc). 
the SmaH Bus- 
Administration (SBA), 
and the Trade and 
Development Pre 
gram flElP). 

Recommendation 
U.S. Government foreign credit pro- 
grams should operate under consis- 
tent guidehes. 

Dz'scussion: The U.S. Government pro- 
vides varied export financing and serv- 
ices support through many agencies and 
programs. A coordinated approach has 
been impeded by protectiveness toward 
agency prerogatives and limited in- 
teragency cooperation, which has been 
evident to the users of these programs 
for a long time. The proposals contained 
in the Formation of U.S. Economic 
Policy section should remedy the long- 
t e rn  coordination problem. hleanwhile, 
general guidelines are necessary. 

We suggest that the U.S. Government 
support financing of U.S. private sector 
exports and developing country imports 
when any of the following conditions 
exist: 

3 credi~ is not available for develop- 
irig countries in the commercial 
markets; 
5 unfair financing practices are be%g 

used by foreign governments to sub- 
sidize their exports; or 

the national security interest of the 
United States requires the support of's 
particular export or export activity. 

Better coordination among U. S. 
Government agencies with respect tq 
export support programs should bring 
more effective diplomatic results re- 
garding U.S. trade and the quality of our 
foreign assistance, It should alsc help 
neutralize the unfair trading practices of 
our foreign competitors. A clear, overall 
policy framework should be established 

within which all these trade financing 
programs would operate.* 

Such a coordinated approach requires 
explicit, consistent agency-to-agency 
g-uidelines on terms and definitions, ap- 
plication and filing procedures, and 
coverage. These guidelines sho~dd 
reflect developing country and region21 
prioriries and be drafted so as not to 
disturb established markets for US. ex- 
ports (by offering concessional terns 
when they are not required). Such 
guidelines for trade financing would 
benefit the private sector as well, a first 
step in effectively blending private and 
public sector resources. 

For example, among the more irnpor- 
tant shortcomings of the different 
guarantee programs is the lack of con- 
sistency in coverage. Eximbank, OPIC, 
CCC. and SBA $1 issue guarantees, but 
specific coverage varies significantly 
between each agency and all have dif- 
ferent guidelines for submitting claims. 
Another complicating factor is the dif- 
ferent type of coverage provided for 
past-due interest. While knowledgeable 
exporters and banks can benefit from 
the lack of consistency among agency 
programs, these inconsistericies 
discourage other exporters or potential 
exporters. 

'The new coordinated approach would 
also allow the innovative blending of 
seemingly unrelated public and private 
sector resources. This could be done by 
dividing a single, large-scale project, 
turnkey project, or commodity sale irto 
components. Special financing, 
guarantees, or insurance for some com- 
ponentc; of the transaction could be pro- 



vided, while leaving other components 
to be handled by the market or by of- 
ficial errport credit support within the 
OECD guidelines. A second method 
could entail providing development 
assistance in a non-earmarked form that 
is parallel with, but not formally linked 
to, a project or set of transactions fi- 
nanced with commercial or official ex- 
port credit support. A third method 
wodd be cofinancing, with public funds 
used to soften the overall credit tenns of 
private funds and leverage greater 
private financial support at the same 
time. 

Recornmeadation - 
As part of an integrated tr.. "- ?oLicy, 
the participation of the U.S. private 
sector in countertrade should be 
.facilitated w-hen it is in tbe best in- 
terest of the TJnitedl States. 

Dismssian: Estimates of the volume of 
countertrade vary widely, but projec- 
tions suggest that, unless matters 
change, a significant amqunt of world 
trade will involve some form of counter- 
trade by the turrl of the century. Due to 
the scarcity of foreign exchange, 
developing countries are increasingly 
employing barter and countertrade, par- 
ticularly with agr icu lmd products. In 
part, it has been brought about by in- 
creased protectionism in developed 
countries (which has deprived develop- 
ing countries of a market for their gmds) 
and the debt crisis. Developing countries 
use cow.tertrade as a means of bypass- 
ing foreign exchange limitations and 
continuing trade when commodity 

markets are depressed and financial 
markets L re shrinking. 

In a healthy international trade en- 
vironment, barter and other forms of 
countertrade may represent market 
distortions. In the current international 
trzde environment, however, many 
developing countries belieT;e nlandatory 
countertrade requirements improve 
their ability to expand much needed 
trade and to develop errgort oppor- 
tunities that wol_rld not otherwise exist 
While the Uniceri States should continue 
to oppose such countertrade mandates, 
it should not impede the ability of U.S. 
private firms ro expand trade through 
countertrade arrangements. Direct U.S. 
Government involvement in counter- 
trade should be primarily related to ac- 
quiring strategic materials. 



INTRODUCTION 
Among all the human needs that 

economic development serves, food is 
the most basic. In most developing coun- 
tries, agricultural development is fun- 
damental to economic development. 
And in the development of the market 
sector, agriculture frequently leads the 
way. In developing countries, the over- 
whelming majority of "entrepreneurs" 
zre small scale family f m e r s .  

Americzn agricultural abundance is 
one of the wonders of the modem world. 
Historiczlly, we have used our abun- 
dance to respond quickly and generously 
to the plight of others facing h q g e r  or 
starvation. It is a tradition that reflects 
well the basic decency and values of the 
American people. Not only ow 
agricultural products, but also our 
knowledge of how to grow, store, 
transport, process, and distribute them 
can be of enormous value to the develop- 
ing nations. As these countries improve 
their economies, they become increas- 
ingly important commercial markets. 
Thus, expanding world markets for U.S. 
agricu1tural resources can, at the same 
time, be of enonnous value to the U.S. 
economy. 

Importance of Agriculture to 
Developing Country Economies 

To an extraordinary degree, eccnomic 
development in the Third World de- 
pends on agriculture. This sector pro- 
vides srrstenmce, jobs, and foreign ex- 
charge. Mare than two-thirds of the 

developing world's people live in ma1 
areas and most of thein work at jobs 
related to agriculture or agribusiness. 

Unfortunately, progress in agricd- 
turd development in the recent past has 
been extremely disappointing. 13 31 of 
the least developed countries, agricul- 
tural production over the past decade in- 
creased only 1.6 percent per year com- 
pared to a population increase of 2.6 per- 
cent per year. Starvation is thus a con- 
stant threat and increased production is 
a vital and urgent necessity. 

The President has proposed two ma- 
joy initiatives in recent months to ad- 
dress the most critical aspects of the 
poor hgricultuxal performance in 
developing countries. 

The first of these, the establishment of 
a $50 million Special Presidential Fund, 
would enable the United States tc re- 
spond more eaectively to acate food 
crises. It would help avoid delays and 
clear the way for the United States to 
take the lead in emergency relief efforts 
cven when annual food aid funds are 
severely limited. 

In the long term, however, indigenous 
agricultural production must be in- 
creased. This reqr;.,rc: developing coun- 
try policies that exourage agricuItura1 
prudrlction. In too many cases, existing 
policies fail to provide sufficient incen- 
tives to farmers to increase production, 
and preckde the efficient operation of 
the market. To help remedy this, the 
President has also proposed a five-year, 
$500 n~lllion program, referred to as the 
Economic Policy Initiative (EPI). The 
EPI is designed to provide additional 
support to African governments that are 



either kee-market oriented or are taking 
steps in that direction. In particular, it 
wodd provide additional develcpment 
resources to nations that have chznged, 
or are in the process of changing, their 
systems to (1) provide greater incentives 
to f m e r s  and (2) reduce the state's role 
by eliminating state marketing boards 
and price controls that artificially skew 
resource distribution in ways that are 
harmful to farmers. This initiative will 
also serve as a catalyst for improve- 
ments in other bilateral and multilateral 
assistance efforts. 

Importance of Agriculture to the U.S. 
Economy 

Despite the small percentage of 
Americans actively engaged in farming, 
the 2-giculture sector in the United 
States-including farmers, zgribusiness, 
and retail food operatior-,-provides 
over 20 percent of U S .  * NP and 22 per- 
cent of U S .  employment. 

Before the 1970s, the U S .  w2s not a 
major participant in world food markets. 
Agricultural exports were only 10 per- 
cent of farm cash receipts in 1950 and 14 
percent in 1960.3y 1980, exports pro- 
vided almcst 30 of total cash 
receipts. Today, the production froin 
four acres of every ten is destined for 
foreign markets. Overall, at feast one- 
third of the total production capacity of 
U.S. agriculture produces for foreign 
markets- The growth af agricultural ex- 
ports has given farmers, labor, and the 
agribusiness sector a vital stake in U .S. 
international economic policies. 

'C1.S. agricultural exports consistently 
set new value and volume records 

through the 3 Q70s, but peaked in 1 2". 
They have declined precipitolisly .- r !-+: 

then. In FY 1583, expurts fell tc 5- - 2 ,  

billion, 2 1 percent below the rec 
high. This resulted primarily frtb- . - 
slackening in den. -nd brought abt ., 
the worldwide recession the deL- 
c h i s ,  strong appreciation of the dolla:, 
which placed our products at a com- 
petitive disadvantage, an increased use 
of export subsidies by our competitors, 
and abundant harvests elsewhere in the 
world. While some reco17ery in exports 
is expected this year, the decline 
brought to the surface troublesome, 
long& term problems fcr U S ,  trade. 

Despite the importance of this sector 
to the U.S. economy, we have adopted 
agricul'wal policies iri f i t h e  past that have 
attempted to reduce farm outpur: rather 
than &e our agricultural potential to 
benefit 6.S.  farmers, U.S. and world 
economies, and the millions of stanring 
and rnalnomished in the developing 
\+-orid. Under the 1983 Payment-in-Kind 
(PIK) program, for example, 50 million 
tons of corn and 16 million tons of wheat 
(valued at $10 billion) were returned to 
farmers with corresponding 40 million 
ton and 16 million ton reductions in 
production.* This would have been 
more than enough to supply the 33 
million tons of -iwd needed by develop- 
ing countries to achieve minimally ac- 
ceptable nutritional levels. (See Table 5 
on page 11 5.) At a time when the inter- 
national donor community is having dif- 
ficulty accommodating even eme;gency 
food needs of one tc tu-o million tons in 
drought-stricken African countries, a 
domestic farm program that results in 



'NOTE: 
The reduced p:oduc- 
tion and declines in 
carryover stmb at- 
tributable to the PIK 
p r w m  venus the ef- 
fscts of the dmght 
are tiifficutt to differen- 
tiate. This figure 
represents an in- 
formed estimate by 
USDA. 

such a massive reduction in production 
is unacceptable. A better way must be 
fomd to harness America's agricultural 
bounty that will provide an appropriate 
reward to the labors of ow fanners, 
while addressing the food needs of our 
fellow men. 

Global Competition 
Hope of achieving the full potential of 

expanded markets for agriculture, with 
resulting benefits for the United States 
and developing country economies, 
hinges, in large part, on whether or not 
we can achieve a truly market-oriented 
world trading system. As in other trade 
areas, in recent years we have seen corn- 
petitors increase agricultural exports 
while employing predatory trade prac- 
tices to protect their domestic markets 
and exploit foreign ones. Many of these 
countries have artificially stimulated a 
higher level of production to promote 
agricultural exports with subsidies 
greater than their domestic resource 
base would justify. Thus, our fanners 
now compete against the national 
treasuries of other countries. Many 
developing countries have also attempt- 
ed to achieve agricultural self- 
sdficiency, often supported by the im- 
port substitution policies of development 
institutions in the past, in ways that 
resulted in the inefficient use of increas- 
ingly scarce resources. 

Most important, other expcrting na- 
tions with abundant supplies compete 
fiercely for the available markets, £re- 
quently employing practices not 
available to U.S. exporters. The most 
direct of these is the use of export sub- 

sidies to penetrate markets, a practice 
used most notably by the European 
Economic Community (EEC). Such 

,.we a trade distorting practices can h-: 
devastating impact on developing coun- 
tries. The European Economic 
Community-Common Sugar Policy 
(EEC-CSP) provides a striking example- 

The EEC-CSP, which subsidizes both 
production and kxports of sugar, has 
resulted in massive increases in surplus 
sugar production (EEC production rose 
from 9 million tons in 1974-1975 to a 
high of almost 16 million tons in 
1981-1982, while consumption fell from 
10.6 to 10.1 million tons). Surpluses : 
have been dumped upon the w~rld's . 
sugar markets. Today's low world 
sugar prices can be attributed to the 
EEC-CSP, which has contributed about 
two-thirds of the current price depress- 
ing buildup of world sugar stacks. In 
turn, the low sugar price has had a 
serious impact on the economies of 
many developing countries, particularly 
in Latin America a d  the Caribbean, 
stamping o ~ t  private enterprise. The 
EEC, thraugh its market-distorting use 
of Treasurqr funds, forced prices down to 
levels sharpIy below the cost of produc- 
tion. Countries in this region lost about 
$3.7 billion in foreign exchange earnings 
over the past three years from sugar 
sales alone. Millions of dollars of addi- 
tional income would have been lost each 
year had the United States not assured a 
reasonable price for its quota imports 
from this region. 

Not only are the economic impacts of 
such golicies severe, but the close link 
between t~conomic stability and political 



stability has had major national srcurity 
ramifications for the United States. At a 
time when the United States is cornmit- 
ting billions of dollars in military 
assistance to its European allies, the 
EEC, through its farm policy, has con- 
tri33uted to political and economic in- 
stability in Central America and 
throughout the region. Part or all of the 
billioas of dollars spent by the EEC on 
export subsidies could be more con- 
structively used to pay for the costs of 
N4TO. 

The use of concessional financing and 
2redatory export subsidies accounted 
for $950 million, or 13 percent, of the 
drop in U.S. agricultural exports from 
1981 to 31 953. Such measures are used 
less when markets a-e expanding rapid- 
ly, but their adverse effect on U.S. 
agricultural exports becomes pro- 
nounced in slow growth periods. Given 
the outlook for slonTer market ycwth in 
the f-utrlre, they can be expected to be a 
persistent concern in such a trade en- 
vironment. Moreover, the scope of 
preferential credit is likely to expand to 
ameliorate the credit constraints im- 
posed by the groi;ng Third VCTorld debt 
pressures. Exporting countries have 
chosen to compete with predatory trade 
financing mechanisms rather than in- 
crezse the availability of food assistance 
or address the root causes of the inabili- 
ty of importers to purchase food in corn- 
rnercial markets. 

FINDINGS AND 
RECOMMENDATIONS 
Finding 
Many developing countries face chronic 
food shortages that will undermine their 
political stability and econcrmic 
development. 

Ozvrriezc: At the begiming of this 
deczde, food production for all deveiop- 
ing countries was 38 percent greater 
than in 1970, but population growth was 
so rapid that production per 2cj1-s ,., was 
only 8.9 percent greater and, even then, 
there were Iarge variations between 
countries. As production expands to 
marginal land and capital 10 meet invest- 
ment needs becomes scarcer. prospects 
for growth in per capita food production 
to the end of the century are con- 
siderably less favombie than they were 
in the 1970s. 

By the year 2000, the world will have 
1.5 billion more peopie to feed than it 
does today. This is more than seven 
times the c w e n t  population of the 
United States. Each year the world must 
fei 4 and clothe 90 million more people. 
While the absolute number of additional 
people tc be fed is an important detemi- 
nant of future food needs. so is their 
geographical distribution. Most of the 
additional people-93 of every 100-uill 
Iive in the lor%-er income developing 
countries, where people are struggling 
co increase their consumption and 
upgrade their diets, but many lack the 

power to do so. 
By the end of the century, the addi- 

tiona) global food requirements will be 
enormous-some 40 percent more in 



-NOTE: 
Reference to a doubl- 
ing of the P.L. 480 
program is bas& on 

1 the approximately S 
miitin ton l e d  
0rigihaEy approved for 
N t984 and planned 
for FY I985 at ?he tine 
me Tasrc Fofce 
deeieped this remm 
mendation. Subse- 
quent increases in the 
program, whjctl are 

I expaed to increase 
f?' t985 shipments to 
akm~  8 million tons. 
were not consdered 
in ?he Task Force 
ana@rs. 

2000 than in 1980-just to maintain 
averagl? consumption. An even greater 
increase would be needed to provide 
malnourished people in poor countries 
with an adequate diet. While every 
region of the ~ o r l  can be expected to 
expand food production in an attempt to 
meet the growing demands, large sup- 
plfldemand imbalances will still exist in 
more regions. Addressing these im- 
balances will require significant efforts 
by both developed and developing 
countries. 

Recommendation 
. -. . 

Food aid should be at least doubIed to 
help avert star-~ation, alleviate pover- 
ty and malnutrition, expand develop 
ing country agricultural markets, and 
support private sector growth. 

Disatssion: In the short term, food aid 
can help meet emergency food re- 
quirements, particdarly in lower income 
countries. In Iight of serious credit con- 
straints, heavy debt burdens, and poten- 
tially higher food prices, tbere is the 
strong possibility that the developing 
world will face a major food shortage 
within a decade-far greater than even 
the present shortage in Africa. To help 
a v z t  this crisis, we should at least dou- 
ble our P.L. 480 program, keying the ac- 
tual increase to meeting needs and a- 
verting starvation, while increasing the 
flexibility of pr~gram terns to meet the 
individual -. . .r i .- of recipient countries. * 
Specific rec~r-:.:;;lendations on more flex- 
ible terms are outlined in the P.L. 480 
Action Brief. 

For 1983-1984, USDA estimated that 

low-income countries would require 12 
million tons of food aid just to maintain 
average fwd consumption levels. To at- 
tain a minimally acceptable level of food 
consumption, as prescribed by Food and 
Agriculture Organization (FA@) stan- 
dards, 33 million tons of food aid (of a 
total 48 million ton import requirement) 
would be required (see Table 3) with : 7 

additional 2.7 million tons required ta 
rebuild depleted stocks for food sec~'J:r:r 
purposes. These figures compare to the 
current donor country commitment 
under the international Fwd Aid Con- 
vention to supply 9 million tons of f d  
aid, the originally planned FY 1984 U.S. 
P.L. 480 program of 5.7 million tons, 
and an 18 million ton per year U.S. food 
assistance program in the 1960s. (See 
Figure 7.) 

With our abundant resources and 
well-deserved image as a humanitarian 
nation, we should t h e  the lead in in- 
creasing relief efforts in Africa and 
elsewhere in the world. A significant in- 
crease in P.L. 480 will (1) help meet 
critical food needs; (2) signal the inten- 
tion of the United States to-meet these 
needs though official food aid; and 
(3) provide significant benefits to th? 
U. S. ecor,omy while strengthenkg the 
long-term ability of developing corntries 
to meet their own needs. After all, how 
can we expect private erterprise to 
possibly flourish and grow in areas 
where most of the fanning and labor 
forces are in a starvation cycle. 

We recognize the concern that large- 
scale inL-reases in food aid could serve as 
a disincentive to local production. 
Therefor?, as an important component 



TABLE 3: 
Cereal Import Requirements 
and Food Aid Needs to Support 
Consumption 

1983-84 1983-84 
Import Recpirenen~ Food Aid Needs 

(In thousand tons) Status Quo2 Nub itionb Status QUW Nutxitionb 
North Africa 10,153 6,430 3,3i7 377 
West Africa 2,099 3,685 985 2,754 
Central Africa 714 1,715 16? 1,169 
East Africa 1,974 5,613 1,624 5,296 
Southern Africa 1,988 2,772 1,314 2,097 
MiddIe ,4frica 1,378 1,525 277 423 

subtotal 18,306 21,710 7,884 12,116 

- 
South Asia . . 1,164 18,024 1,270 15,647 
Sc l-itheast Asia -- 4,981 3,700 1,946 2,688 

Subtotal 7,145 21,724 3,216 18,335 

Caribbean 998 11.227 227 465 -- 
Central America 600 626 144 288 
South America 2,770 2,765 963 1,501 

Subtotal 4,368 21,618 1,334 - 2,254 

Total 29,819 

of the expanded program, appropriate 
assurances should be obtained that reci- 
pient countries will adopt poiicies to 
maintain their domestic producer 
prices-where these are adequate-as 
incentives for domestic production and 
kvease them where they are not ade- 
quate. Sufficient safeguards must also 
be in place to assure that these addi- 
tional supplies wili not disrupt commer- 
cial markets or exceed the capacity of 
the local distributian infrastructxi. AID 
should consider establishing a program 
to provide short-term financing to help 
developing countries address these con- 
straints wherever they preclude the pro- 
gramming of additional food aid. 

Recommendation 
A much larger share of totd U.S. 
foreign assistance should be food 
assistance. 

Disczcssion: In times of low- commodity 
prices m d  large U.S. agricultural 
surpluses, food assistance is one of the 
most cost effective Porms of foreign aid. 
In fact, rather than adding to govern- 
ment costs, savings in deficiency 
payments, loans, and storage costs 
under price support pragrarra from an 
expanded f .L. 480 program can actually 
result in a net gain to the U.S. Treasury. 
Fzr illustrative purposes, the Task 

SOURCE: 
World Food Aid Needs 
and Avail&iljties, U.S. 
Deparbnent sf 
AgricuRum, Emnomic 
Fiesearch SRFviCB. 
1983. 

NOTES: 
a) To naintain current 
consumption lev& 
based on per capita m- 
take of food at 
Ievels reported over last 
four yesrs. 
b) To raise per capita 
intake of staples to 
tevels m a t e d  with , 
lhe Food and 
Agrictdture Organ&- 
tion's recommended 
mininums. 



FTGURE 7: 
P.L. 480 Shipments 1955-1983 Thollsand Metric Tons 

1 20,000 

Year 

NOTES: 
'See footnote on page 
107 and assumption ~3 
o n t a ~ e 7 -  IW). 
' 'in tabk 5 MI page 
104. we calculaie the 
nonreoowrable ccsls 
of $2.5 billion as the dit ' ference between me 

Force examined the impact of doubling 
the P.L. 480 program for the next five 
years.* Such an increase would provide 
approximately six million additional tons 
of food per year to help meet critical 
food needs a d  allow improvement in 
curreni;:~ inadequate diets. This would 
result in a direct benefit-cost ratio of 
nearly 2:l to the U.S. Treasury, with 
nonrecoverable costs totaling on!y $2.5 
billic;. : -mpared to price support sav- 
ings 3f $4 to $5 billion. (See Table 4.)* * 
This does not include additional benefits 
to be deiived from expanded commer- 
cial market opportunities for U.S. 
agriculhual exports, the impact of a 
higher level of exports on general 
economic activity, or the employment 
opportunities generated by the in- 
creased economic activity. Such a doubl- 
ing of the program funding would 
generate approximately $1.5 billion in 
additional economic activity, with 
benefits to the U.S. Treasury of approx- 
imately $300 million in revenue, $80 

vided so that critical food aid needs can 
be met in a timely manner. The 
establishment of the Special I? residential 
Fund proposed by President Reagan 
would be a major step toward meeting 
this objective. Additional steps midst be 
taken, hourever, including increased 
flexibility to use the emergency provi- 
sions of the Food Security Wheat 
Reserve Act and Commodity Credit Cor- 
poration (CCC) borrowing authority. 
(See P.L, 480 Action Brief for Mher 
elaboration.) 

Recommendation 
Agricultural export c r d i  programs 
should be signkficantly increased to 
help lessen the deve10prnent impact 
of large food deficits and Iarge debt 
burdens. 

Dismssion: U. S. agricultural export- 
financi,zg mechanisms offer the 
possibility of using U. S. food productivi- 
t v to helw ameliorate the adverse 

total cost of the in- 
crease in P.L 480 (~7 .4  million in unemployment savings, and development impact of large debt 
bitEm) and the total 
P.L 480 repayments 

approximately 20,000 additional jobs. burdens and large food deficits. These 
(s.9 bitlion). Additional flexibility must also be pro- include direct provision of credit, credit 



TABLE 4: 
- Benefits Achieved from an Increase in P.L. 480 

Basic assumptions of 
this table are: (1) Cost 
of Titie 1 commadities 
will be repaid ever 40 
vears: (2) One examDle 
assumes target pri& 
are froze,> at current 
levels. the o&er 
assumes continued 
escalation; (3) Costs 
and savings are based 
on a maximum FY 1984 
increase of $1 billion, a 
total program level of 
$3 billion in each of me 
next five years, and the 
originally planned 
f Y  1985 program lwel 
of approximately 
6 million tons. 

- . -- - - - -  . 

-- -- A . .- - . - - . . .- - -  . .  FY 84 FY 85 FY 86 FY 87 FY .- 88 - .. ~ ~ 8 9  .- - ~ Total ..... 

Total cost of (in $ millions) 
Increase in P.L. 480 - - 7 - --- - - - . - -- 

1,000 - - A  1,339 1,306 1,272 1,238 1,203 7,358 
Savings-Zrozei~ Targets - -  -- - " _ A . - . - - - 

P --- .L. 480 Repayments -. - -- 665 884 862 840 817 794 4,862 
....... ..... . ......-............. . . . . . - . .  -. . - - - . . . . . . - .  ................ 

Price Support 218 382 541 
Totall Savingsa . . . . . . .  ........_._.... 833 . . . . . . . .  1,266 ....... 1,403 - .. 1,706 1,937 - ... ........................... 

Net _ Benefi.t ((Cost) (117) ... ....,...... .- . .... -. -. ........ 97 434 ....... 699 .. 3 ....-............... ...........- - 

- - 
......-.. ... ............. . . . . . . . . . . . . .  .-....... ...... . - . - . . . . . . . . . . . . .  Savings-Escalated Target ._ - 

P.L. 480 Repayments - . - 664 884 862 840 817 794 4,862 
..... . . .  ...... .............-- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . .  - 

Price Support 2 15 382 666 1,305 1,200 1,422 5,193 
Total Savingsa . . . . ._  

. . . . . . . . .  .......................................................... ..... 
833 1,266 1,528 2,145 2,017 2,216 10,055 _ -  .. - 

guarantees, and the combination of the 
two (biended credit) as a financial 
package. The Task Force recommends 
that these programs be increased 
significantly to accommodate both U.S. 
market development objectives and the 
needs of financially constrained deveiop- 
ing country importers. 

Another innovative program, the CCC 
intermediate export credit program, * 
could be a particularly useful tool to help 
alleviate debt constraints while 
facilitating both market development for 
the Lhted States and agricultural 
development in developing countries. 
Local currency generated from the im- 
port and sale of U.S. agricultural com- 
modities in the importing country are 
used to establish facilities to improve the 
handling, marketing, processing, 
stor?.ge, or distribution of imported com- 
modities. Because this program would 
use the private sector to identify, plan, 
and implement intermediate credit- 
financed projects, it would greatly in- 

crease the involvement of U.S. and in- 
digenous private enterprise in the 
deveiopment process. This program has 
substantial long-term potential to ex- 
pand two-way trade and is an extremely 
flexible mechanism both in terms of 
funding and minimal legislative or ad- 
ministrative constraints. 

Fin&-g 
Present U.S. food assistance programs 
do not emphasize private enterprise 
development and U.S. private sector in- 
volvement in development assistance. 

Oz;erz)iezli: Historically, both in the 
United States and in the developing 
world, success in agriculture has 
depended upon the efforts of the in- 
dividual family farmer. The individual 
agricultural producer, with his initiative 
and creativity, represents the most 
realistic prospect for meeting the 
challenge of world hunger. 

SOURCE: 
USDA, Office of Bu-t 
and Fr0gw.n Analysis. 
Jmuary 1984. 
NOTE: 
a)Net benern cost is 
calwlated by 
s u b t d t n g  total 
savings from the total 
cost of increase in 
P.L. w. 

' NOTE: 
This program was 
established bu? has not been in 1980 used 

since the establish- 
ment of the export 
credit guarantee PIP 
gram in 1981. me 
program allows the 
Secretary of 
Agricufture to enter in- 
to pro@ct agreements 
with private U.S. entities. or foreigr! or with 

foreign governments, 
under which the CCC 
may finance the sale 
and export of U.S. 
agrictXural corn 
modiiies for periods in 
excess of three, but 
not more than ten, 
years. 



Recommendation - 
The U.S. Government should follow 
the instructions and intent of the law 
that most counterpart funds 
generated by P.L. 488 shodd be 
diatnneled &rough bushesses and 
not throu# government. 

Discussion: Essential as some public 
sectrjr projects may be to provide 
neczssary infrastructure, the absence of 
entrepreneurship, management skills, 
and enterprise-specific capital ac- 
cumulation critically limit the develop- 
ment process and seriously inhibit the 
potential of public sector investment. 
Therefore, a larger proportion of the 
focal currency generated by US. food 
assistance resources should be &an- 
neled to companies to stimulate priva~z 
business, rather than to government for 
public projects that are not required to 
meet the infrastructure needs of the 
private sector. 

A major portion of local currencies 
generated under P.L. 480 should be 
used for loans to the private sector and 
to stimulate private sector development 
by remedying inefficiencies that prevent 
the full play of market forces and the 
establishment of prices based on supply 
and demand factors. The emphasis 
shodd be on agricultural and 
agribusiness development and on 
facilities to handle U.S. food, feed, and 
fiber imports. Loans should be made 
through local financial institutions 
that h& the business expertise to 
evaluate private sector projects and can 
meet the needs of small and medium 
scale businesses, including farmers. 

Similar private enterpr;Lse stimulation 
should be provided by increasing the 
leeway to generate local cuarencies for 
these purposes under U.S. food donation 
programs. 

Additional mechanisms, s3r.e already 
authorized and some requiring new 
authority, must also be used to 
signifipantly increase private sector in- 
volvement in P.L. 480 assislimce efforts 
and to enhance the progrdm's impact on 
the development c: self-sustainirxg 
private enterprise in develoying coun- 
tries. Specific recommendations tc 
reinstitute P.L. 480 agreements with 
private trade entities, enhance the 
ole of PV3s under P.L. 480, and use 
'.L. 480 repayments to establish a 

private sector loan fund are discussed in 
the P.L. 480 Action Brief. In addition, 
we strongly recommend expanding 
foreign cwency funding of the USDA 
Agricultural Cooperator prockm as a 
means of attracting greater private sec- 
tor participation in trade expansiorl ef- 
forts and in the developmegt of expand- 
ed indigenous private enterprise 
capabilities. 

A commitment to private sector pro- 
rnotian and enhancement of market- 
oriented activities often depends on the 
continued, predictable avail?' ility of 
resources. If we wish to encowage 
resouce commitment and iisk-taking by 
the private sector in developing coun- 
tries (in this case primarily rural 
agricultural producers), multiyear com- 
mitments of resources mder our food 
assistance programs become even more 
necessary. 



T r W g  
Action Brief 

rlevelloping countries 
lack s~ficient private 
sector ~ 1 ~ s ;  the United 
States should undertake 
a major initiative to ex- 
pand training for pfivate 
enterprise. AID'S U.S.- 
based training program 
shsdd Ere doubled to 
98,008 participants per 
Y-• 

Training 

Introductior, 

A major international economic policy 
obj jective of the Reagan administration 
is to help developing countries rely less 
on their public sector and more on tbeir 
private sector. The Agency for Interna- 
tional Development (AID) and other 
government agencies can play a major 
role in impleaenting this poticy by in- 
creasing training related to private 
enterprise development. 

Human resources are at the core of 
any economy. Misdirected or underuti- 
lized, such valuable talent can be as 
much a drzin on an economy as it is 
potentially an asset . The training of 
future business leac!ers, entueprmeurs, 
managers, and the work force will con- 
tribute significantly to economic growth. 

Most developing country enterprises 
are hampered by a lack of adequate 
business and management skills. The 
means by which these skills can be ac- 
quired range from apprenticeship pro- 
grams that provide on-the-job W i n g  to 
f~rmal courses, including graduate 
business degrees. All too cften, 
however, there is little or no access to 
training progams of any type. 

Until recently, U.S. foreign assislance 
programs did not pay much attention to 
the importance of training for private 
enterprise. Yet, one of our most impor- 
tant resources is our technical and 
managerial business know-how and our 
tremendous capacity for conducting 
training and education programs, par- 
ticularly in areas related to private 
enterprise. 



PVhile considerable progress has been 
made over the past four years, the Task 
Force helieves that to strengthen private 
enterprise in many developing coun- 
tries, training for and by private enter- 
prise should be dramatically increased. 

Eurnmarii of Maior Recomme ?'fations 

country training activities. 
Increase AID assistance for in- 

country training programs that support 
U.S. investment, trade, and capid 
development projects. 

Establish a private enterprise train- 
ing advisory board composed of leaders 
from the U.S. private sector. 

The recornended actions have been 
divided into two sets: (1) those actions 
AID can immediately undertake within 
its existing authority, and (2) those ac- 
tions that may require outside authoriza- 
tion procedures (i.e., legislative action), 
or other US. Government approval by 
such entities as the Departxent of State. 
Keeping this division in mind, we pro- 
pose that AID undertake the following 
actions to support private enterprise 
training in developing countries. 

 develop and implement a detailed 
strategy for private enterprise traking 
and improve institutional capacity to 
monitor, -&ate, and document train- 
ing programs. 

a Focus on managerial, vocational, 
and technical training rather than on 
academic degree training. 

Emphasize training that supports 
the development of business skills. 
I Emphasize the needs and potential 

of private enterprise through training 
programs for public sector officials. 

#@ Double AID'S Participant Training 
Program to 18,000 participants with 
more opportunities for individuals from 
the private sector. 

Bfl Develop training relationships be- 
tween private enterprises in the United 
States and developing countries. 
I Establish in-colcintq- selection 

panels for participant training that in- 
clude I d  arrd U.S. business leaders 
along with host government and USAID 

- 

representatives. 
H! &Continue to support and expand ex- 

isting h-country educational institutions 
and training programs. 

HI Expand training approaches that in- 
tegrate the resources and capabilities of 
U. S. private enterprise into AID'S in- 

Background 

In 1983, about 334,000 individuals 
from the developing countries studied in 
academic programs in the United States: 
70 percent were privately funded, 25 
percent were funded by their home 
government and other institutions, and 
odp about 2 percent were funded by the 
U. S. Government. Thousands more 
were trained by nonaczdemic public and 
private organizations. 

AID TRAINING 
PROGRAhIS 

AID is largely responsible for U.S. 
govement-spo~scrred training of in- 
dividuals from developing cow-tries. 
AID poiicy encourages training fur three 
purposes: (I) developing Iwal staff for 
AID-assisted prajects; (2) strengthening 
key public and private sector develop- 
ment institutions; (3) developing local 
training capabilities. AID provides train- 
ing for individuals from developing 
countries in order to transfer knowledge 
and skills, enhance economic coupera- 
tion among nations, and to strengthen 
political ties between recipient countries 
and the United States. The building of 
self-reliant and productive societies con- 
tinues to be a major purpose of U.S. - - 

Government training programs. 
AID has two broad-based categories 

of training: participant traini~g, i-e., 
AID-sponsored training in the United 
States or in mother developing country 
(third country training), and in-country 
project-related traking. Refated pro- 
grams include the new training activities 
of AID'S Bureau for Private Enterprise 
(PRE). 

NOTE: 
I = nooutside 
aWrkation needed 
Qn-mutachanges 
W o r  reallocation of 
existing funds) 

= probableoulside 
authority neassary. 
new funding required 



FIGURE A. 1 : Academic, 4,016 
Am Participant Training programs by Technical, 4,996 
Subject Area for FY 1983 Total, 9,012 
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Training begins with Country 
Development Strategy SQtements 
(CDSS) that are established by each AID 
mission in conjunction with the host 
government. Specific projects are iden- 
tified that meet the country's develop- 
ment priorities. Training needs are then 
isolated in each project developmetlt 
paper. In the end, ahost  every develop- 
ment project has a training component, 
although some projects are designed ex- 
clusively for training. The mission deter- 
mines if training can be dope i i ~ - c o ~ t r y .  
If not, they look to  a third country (for 
example, a regional facility) or to the 
United States. In some cases, training 
for a project may take place in more than 
one Imztion. 

Participant 
Trai~ing 

Since the program began 40 years 
ago, over 240,000 individuals have taken 
part in AID'S participant training pro- 
gram. In FY 1983, over 9,000 AID- 
sponsored participants received 

academic or technical training in the 
United States. This is up from 6,700 
participants in 1978, but down from 
13,500 participants in 1969. The partici- 
pant training program costs rougbJy 
$150 million annually. AID traixing pro- 
grams are decentralized with program 
and funding decisions made at the 
bureau or mission level. AID sponsors 
two general types of participant train- 
ing: aczdemic and technical. 
Academic trainkg is defined as that 

which takes place in an accredited in- 
stitution of higher learning and leads to a 
degree. Of the total participants current- 
ly En training, about 45 percent are 
enrolled in U.S. colleges and univer- 
sities, with the majority a ~ o u e d  in 
graduate degee programs- Ivlany of the 
programs combine zcademic study with 
practical tr-g. 

Technical training, which accounts for 
about 55 percent of all participant train- 
ing, includes observational visits, on-the- 
job training, special programs and 
seminars and, in some cases, training in 



an academic iastitution not leading to a 
degree. Most t e c h i d  training pro- 
grams are of less than three months 
duration. 
Pn spite of a trend toward more 

technicdl training, project design deter- 
mines the appropriate ratio of academic 
to technical training. Although actual 
cost estimates vary widely, depending 
on the length and nature of a program, 
for planning purposes AID uses 
estimates of $3,100 per month for 
technical training and $1,700 per month 
for academic training. Table A.1 shows 
the composition of AID'S participant 
training program by subject area. 

Private enterprise training, as it is 
now defined by AID, falls under the 
"miscellaneous" category and primarily 
includes training for banking and 
finance, investment promotion, trade 
development, and general management. 
Other categories, such as industry, 
agriculture, labor, and housing/corn- 
mmity development, do contain 
elements of private enterprise training. 
AID does not have specific information 
on the percentage of participants trained 
in private enterprise-related activities in 
the United States. 

Participants seIected for training in 
the U-nited States are usually educated 
and at the mid-career level. Most come 
from the public sector in developing 
countries and generally return to 
predetermined public sector jobs. 
Agreements with AID require par- 
ticipants to return to their home country 
and to a specific job for a stipulated 
time. Less than 1 percent of AID- 
sponsored participants fail to  return 
home. 

h e  to staff and budget reductions, 
A_LD increasingly contracts with private 
and public institutions for participant 
training programs, with the Office of In- 
ternational Training (S&T/IT) serving 
as the overseer and coordiaator of train- 
k g  management s e ~ c e s .  S&T/IT 
directly manages about 35 percent of all 
participants. Several federal agencies 
(The Departments of Agriculture, 
Labor, Transportation, and Commerce) 

and about 100 private sector contractors 
are used to program and manage the 
participants who come to the United 
States. These contractors include 
universities, private training firms, in- 
dustry, labor, and other organizations. 
Examples include Partners for Intema- 
tional Education and Training (Part- 
ners), and the International Marketing 
Institute (IMI). 

Partners, a consortium of interna- 
tional. education and exchange orgas5za- 
tions, was established in 198% to manage 
programs for approximately 2,000 AID- 
sponsored participants each year. While 
most placements are in U.S. academic 
institutions, Partners has found many 
short-term placements for devel~ping 
country participants in U.S. businesses. 
About 20 percent of the participants 
have direct contact with U.S. industry. 
A recent program, for example, placed 
39 Caribbean participants with a m&er 
manufacturer, krnirure companies, 
food processors, and other private 
companies. 

A recent program sponsored by AID'S 
Office of Women in Development (WID) 
brought 33 businesswomen from 
developing countries to the United 
States. They spent three weeks in a 
smaU enterprise development program 
condtlcted by IMI in Boston. An optional 
observation study tour followed the of- 
ficial program. 6sits to many U.S. 
firms, s m d  and large, were included. 

AID uses private enterprise to do 
specialized technical training as part of 
the participant training pro,mm. Most 
of the AID training is purchased, but it is 
occasionally donated or given at a re- 
duced rate by private industry. Gener- 
ally, these programs," frequently offered 
as unsolicited proposals by training 
elements of large corporations, tend to 
be expensive. Unless off-the-shelf, they 
are costly in terms of the staff time re- 
quired by AID and its contractors to 
design and manage individually tailored 
pro&ams. complete data and statistics 
on Alf: training provided by U.S. 
private enterprise are not alraiIable. 

AID also operates a reimburszble 



training program in which aU par- 
ticipants are sponsored by their govern- 
ments, with most placement in 'CJ .S. COT- 
feges and universities. Outside organiza- 
tions, under contract to AID, orgmize 
a d  conduct: the trainig. The program 
is self-sustaining, with all program costs 
covered by fees from the sponsoring 
countries. (Reimbursable agreements 
have generated about $75 million since 
the pragr-dm began.) 

In-Country 
Training 

Training in recipient countries is 
limited primarily to on-the-job training 
of local nationals working under AID 
development projects-~sually in the 
functional areas of agriculture and nutri- 
tion, population and he~lth, and educa- 
tion and hmari resources. Training 
ranges from academic degree programs 
to technical seminars to short on-the-job 
instruction. 
Training in local eiiucationaf institu- 

tions is an AID priority. M%en possible, 
AID prefers to upgrade the local institu- 
tion rather than send the student 
overseas. However, if the local institu- 
tion c m o t  meet project requirements, 
participants are sent to the United 
States or a third country. 

In-country training generally costs 
much less than U .S. ox third country 
training, particularly for people at lower 
skill levels and for those who do not 
speak English. 

Participation levels cannot be ac- 
curately estimated, but the numbers 
vastly surpas those of the participant 
training program because the majority 
of AID projects include a training com- 
ponent. Isolating private enterprise 
training is d i c d t  because the defini- 
tion of private enterprise used by AID 
and others is not clear or consistent. For 
example, it has not been determined 
whether bushes skill training for an 
employee of a state-own ;cl enterprise 
should be defined as private enterprise 
training or not. Another reason why 
there is so little identifiable private 
enterprise training is that there are so 

few recognizable AID private sector 
projects. 

In varying degrees, all the AID 
regional bureaus are involved in private 
enterprise training projects. The Bureau 
for Latin America and the Caribh 
(LAC) has a number of innovative proj- 
ects associated with the Caribbean Basin 
Initiative. For example, the Barbados 
Institute of hqanagernent and Training is 
receiving AID support to assist the 
private sector in training and upgrading 
management and technical shills that 
are critical for business expansion, new 
investment, and employment oppor- 
tunities. In Hondaras, the National 
Training Institute is providing improved 
skill training for middle managers, i.e., 
mechanics, carpenters, eledricims, and 
machine operators. An AID grant is 
helping to establish a graduate training 
program in business administration at 
Catholic University in the Dominican 
Republic. A new institute for executive 
training and a magement research 
center will also be established. 

Bureau for 
Private Enterprise 
Traininn 

AID'S Bvxeau for Private Enterprise 
fP RE) recently began to provide training 
grants for projects it fiances. PRE has 
also financed innovative programs for 
technical and management skill develop- 
ment through institution-building and 
the employment of U.S. firms and 
business associations, but on a limited 
experimental scale. A $1 million grant, 
for example, will help Ba~gkok's new 
Institute for Management Education 
train working business managers using 
courses based on U.S. models. The 
Yomg President's Organization, under 
PRE sponsorship, is conducting semi- 
nars designed to share US. business ex- 
perience with local entrepreneurs. 

US. PRIVATE 
ENTERPRISE TRAINING 

Universities, other educational institu- 
tions, and private training firms account 



for most of AID'S training in the United 
States and ~vef-seas. However, US- 
business and private voluntary- organiza- 
tions (PLTOs) have supported AID train- 
ing programs and have conducted train- 
ing programs of their own for many 
years. 
US. private enterprise contributes to 

training through educational assistance 
programs, donations to existing institu- 
tions, and investment and trade-related 
activities. 

Many U.S. multinational corporations 
provide training in conjunction with 
their overseas operations. Within the 
scope of company operations, they have 
established a reputation for the efficierit 
transfer of knowledge to developing 
country employees, suppliers, and 
customers. Clearly some of the best 
long-term training has resulted from 
direct foreign investment in developing 
countries. Other sources of training in- 
clude licensing arrmgernents, technical 
assistance agreements? management 
contracts, engineering and consulting 
contracts, and training associated with 
the purchase of equipment and supplies. 

L. S. private enterprise sponsors many 
private sector training activities for 
developing cowtry participants in the 
United States and abroad. They include 
the following. 

E Several East Coast transportation 
companies arranged and paid for an 
obse;donal training program for five 
urban planners to study mass transit. 
MD funded only the per diem and the 
iriternational travel. 
B A recent AID Latin American 

Bureau project brought 2 group of Carib- 
bean business leaders to the United 
States for on-site training with various 
L.S. private firms, who provided many 
in-kind contributions. Nearly 42 percent 
of the program costs of the project were 
covered by the private sector. The 
u n p h e d  "spin-off'' results of the proj- 
ect have not been fully realized, but to 
date they include several US.-LDC joint 
ventilres, $250,000 in American equip- 
ment purchases, and a contract to 
manufacture a I2.S firm's product 

under license. 
D The U.S. Telecommunications 

Training Institute, a consortiurn of ma- 
jor firms, such as AT&T, IBM, GTE, 
and many others, trains individuals in 
the application of teIecommwiications 
technology. The institute, in conjunction 
with the Academy for Educational 
Development in D.C., 
trained over 200 peoplc from 65 
developing countries in 1983, its first 
year of operation. Training and ad- 
ministrative costs are donated by the 
participating firms. Most of the training 
took place in corporate facilities. Inter- 
national development institutions (in- 
cluding AID) funded 70 percent of the 
costs of transportati~n and suste* 
The program is designed t.0 introduce 
developing country participants to the 
products, services, and technologies of 
the U .S. telecommunications industry. 
The participating firms regard the pro- 
gram as a long-term investment that 
should lead to commercial benefits. 
Funding for the program comes out of 
the marketing rather than the training 
budgets of many of the Sms. Par- 

- 

ticipating firms have benefited from 
technical assistance relationships, new 
business contacts, and a better 
understanding of the developing country 
markets. 
5 The International Cooperative 

Education Program of Northeastern 
University in Boston, Massachusetts 
rec~gnizes a frequent shortcoming in in- 
ternational training: the reluctance of 
developing country participants (non- 
AID sponsored) to return home after 
completing an academic program in the 
Uni t~d  States. Northeastem offers a uni- 
que solutibn: home country work 
assignments. Engineering arid business 
students serve a designated period 
working for a U. S. multinational in [heir 
home comtry- midway du3ing tltrei; 
degree program. The firm benefits -from 
having a trainee on-site ~xi th  local 
knowledge, an effective means to sceen 
candidates for permanent ernplssyment - - 
at an early stage, and a good source of 
long-term busin-ess contzcts. Tb.e 



developing country gains a qualified 
engineer or business maTager after com- 
pletion of the formal ed~cation program. 

Cr For 35 years, Bechtel Corporation 
has incorporated specialized construc- 
tion, engineering design, and decision 
analysis training programs for local per- 
sonnel into its normal project operations 
in developing countries. This on-the-job 
training, which integrates the trainees 
into the Bechtel engineering team, even- 
tually transfers leadership of the project 
to the client, leaving Bechtel as ar, adviser. 

PVOs are also invofved in a wide 
variety of training activities in the less 
developed countries (LDCs). PVOs are 
an increasingly important source of 
training and technology for local f i ~ s .  
They also have assisted U.S. firms with 
meeting training needs in developing 
countries. Examples include the 
following. 

E The International Executive Serv- 
ices Corps (ZESC), utilizes the services 
of rerired U.S. executives to assist host 
country- private enterprise and some 
got-emrnent agencies with increasing 
productivity through management train- 
ing arrd technology irazlsfer; and im- 
prove ehe Image of U.S. business 
abroad. over 3,000 assistance 
projects they have pro-vidcd a variety of 
&thing and technical assistance pro- 
grams that: hare resulted in increased 
employment, increased investments, 
and In atrout 1,500 cases, enduring rela- 
tionships with U.S. iirms. 

D The In&~stry Council for Develop- 
merit offers industrial expertise to 
governments and enterprises to assist in 
development projects and programs. 
Long-term development though prac- 
tical cooperation between governments, 
aid organizations, and industry is their 
prime objecti~~e. Advisory services are 
dram born the comc3's primary 
resource- the a~rpertise of TJ .S . com- 
mercial enterprises. 
a The Center for htemaGond 

Private Enterprise (CIPE), a nonprofit 
dfiliate of the U .S . C h m k r  of Com- 
merce, is developing training programs 
for executives from trade associations 

2nd voluntary business groups. Trainiriy 
is designed to strengthen b~siness in- 
stitutions, improve managemen; skills, 
and share techniques for increasing 
business participation in the public 
policy process. The first program, con- 
ducted in the summer of 1984, brought 
28 executives from the developing coun- 
tries to the United States fox training at 
the chamber's Institute for Organization 
Management. 

TR4IhrING BY OTHER 
U S .  GOVERNhIENT 
AGENCIES 

11; addition to AT: J, US.  Government 
agencies with major prograins that bring 
LDC participants to the United States 
xe the Department of Defense @OD) 
anci the U.S. Information Agency 
(USIA). DQD provides military traini~lg 
for about 1 1,000 individuals kern 
developing countries every year. USIA 
conducts programs and offers schular- 
ships of a general natrrre for a large 
number of LDC participants. USIA's In- 
ternational Visitor Program brings 
about 3,500 Individuals to the United 
States every year for short-term study 
tours. Another U S U  program, the 
Hubert H. Humphrey No+&-South 
Fellowship Program, sponsors &cut 95 
professionals from 56 developing coun- 
tries at US.  universities. 

The Departments of Education, 
Energy, and Hedth and Human Serv- 
ices have sizable training programs, but 
they are designed around professional 
needs rather than geographic considera- 
tions. The Departme~t of Agriculture 
has a major training program, but most 
participants from developing countries 
are sponsored by AID. 

The Peace Corps conducts many 
training activities in conjunction with 
their in-cowtry development programs. 
The Overseas Private Investment Cor- 
poration @PIC) dso fmances some 
training associated with its investment 
and insurance projects. &1any other 
agencies sponsor training programs in 
areas specially related to their expertise, 



but progmms teed to be an a small s d e  
with only a few LDC participants 

The Impact of U.S. Government train- 
ing can be profound. As of 1983,44 cur- 
rent heads of state and 495 cabinet level 
ministers around the world had par- 
ticipated in educational and cultural ex- 
change programs jponsored by USIA's 
International Visitor Program. Many 
former AID participants are now in 
high-level policymaking positions in 
their home countries. Thousands of 
other foreigners who studied at U S .  
military academies have gone on to posi- 
tions of military and civilan leadership. 

TlbUMNG BY 
OTHER DONOR 
COUNTRIES 
In 1982, the United States ranked 

fourth in the number of participants 
trained on publicly financed fellowships 
by member countries of the Organk- 
tion of Economic Coopemtion and 
Deveioprnen!: (OECD). The Federal 
Republic of Germany led with 22,000 
followed by the United Mingdom with 
12,400, Japan w'ch 11,000, and the 
United states with 8,800. 

Dkect comparisons are misleading 
became US.  figures apply only to AID, 
not to other U.S. Government agencies. 
For instance, the Japan International 
Cooperation Agency, Japan's equivalent 
of AID, trains only 4,500 participants- 
under half of those reported in the 
OECD figures. 
In addition, some OECD countries 

concentrate on short programs and 
obserration tours, others offer partial 
scholarships, and some include training 
outside their borders. The German 
feUowship program, for example, in- 
cludes some in-country training. 
Program content of other OECD train- 

ing programs is similar to that of the 
United States. Emphasis is on training 
to support tmditiod development ac- 
tivities. Elements of the Japanese and 
British ti-ahhg programs place special 
attention on developing long-term corn- 
m e r d  relationships. 

The USSR's economic development 
programs have been accompanied by a 
comprehensive training effort. D-wing 
1983, more than 50,000 LDC students 
attended Soviet schools. Most of these 
students were on full scholarships that 
covered subsistence, living quarters, tui- 
tion, and transportation. This training is 
estimated to cost the USSR the 
equivalent of $250-$300 million an- 
nually. IvIoscou; has tiewed its academic 
program as a low-cost, potentidy high- 
yield effort. Half of aU Soviet scholar- 
ships have gone to 50 countries in 
Africa. According to the USU,  the 
Soviet bloc has increased total ex- 
changes in Central America sevenfold 
over the past five years. They offer 
scholarships to 14 students for each one 
who is invited to study in the United 
States. 

Recommendations 

TRADQNG FOR 
PRIVATE ENTERPRISE 
DEVELOPMENT 

AID needs to develop and imple- 
ment a d e a d  strategy for private 
enterprise training and improve its 
capacity to monitor, evaluate, and 
d x w e n t  its kainhg programs. 

Dismsion: Keither -iUD nor other 
U.S. Government training entities have 
a comprehensive strategy for training 
thz-t incorporates private enterprise 
development needs and offers a means 
of facilitating trade and investment be- 
Ween the United States and developing 
countries. 

Principally thro~gh PRE, AID has 
made significant inroads in the area of 
training as it relates to private enterprise 
development. However, AID has not 
raised private enterprise to a 
level of priority consistent with the 
depe~dency of private enterprise on a 
trained labor force. 

A training strategy should take into 
consideration the changing needs of 



developing countries, potential U. S. 
private sector assistance, and the ac- 
tivities and plalzs of other U.S. Govern- 
ment agencies and departments. This 
strategy should include Country Train- 
ing P h s  at the mission level, which 
would require private enterprise training 
to be included. Standardized procedures 
for identifying training projects and for 
reporting results shodd be developed. 

The lack of readily available data on 
the extent of training fcr private enter- 
prise and information on the oii0.3ln and 
post-trainirsg location of trainees limits 
AID'S ability to develop strong, effective 
training programs in h m m y  with the 
agency's mandate. Training successes 
and failures are not easy to identi$- . AID 
needs to develop management systems 
that enable the missions and 
AID/Washington to plan, develop, and 
implement training pro-s more ef- 
fectively. This will permit the monitor- 
ing and evalmtion of training programs 
long after they are complete. 

AID shodd produce an azmud report 
that fully documents its training pro- 
grams and plaris. A stafldard definition 
for tnhing that encompasses all types 
of training related to private enterprise- 
including training in AID'S more tradi- 
tional disciplines-should be adopted in 
the report. 

A larger share of AID'S traraing 
resources should be devoted to pro- 
grams that focus on managerial, 
vocational, and technical training 
rather than on acadenic degree 
~ ~ g .  

f i m s i o n :  Acquiring skills that meet 
1 4  job demands and development 
needs is of paramount importance. A 
wide variety of priv~te enterprise train- 
ing programs need broad support. 
Highly sophisticated academic training 
may be appropriate in some cases, but 
lower level, practical, hands-on training 
is badly needed. This incl~des 
managerid, vocational, and technical 
skill training. Special emphasis needs to 
be placed on small and d enterprises, 
the source of most economic activity in 

developing countries. 
Trairling associated with many tradi- 

tional .. UD projects could be erhanced 
by core emphasis on private sector solu- 
tions to development problems. Projects 
with a training component shodd ex- 
pose participants to private enterprise 
approaches to management and 
development. 

iPID shodd place special emphasis 
on tr-g that supports the develop 
ment of business skills. 

Disczcssim: An entrepmeurial spirit 
exists in many developing- countries. 
However, t h s e  with the will to start or 
expand a business frequently lack the 
necessary management and business 
skills to do so. AID should continue to 
support and develop programs that im- 
part business and organizational 
knowledge to accompany that driving 
spirit. Training m o t  create en- 
trepreneurs, but it can help existing en- 
trepreneurs improve their chances of 
success by providing start-up ;d onna- 
tion and teaching beghiig-level 
management skills. 

In particular, developing country 
businesses need a better understanding 
of domestic ml? international marketing 
requirements. Many business people 
understand how to make a product or 
provide a service in a developing tzltl- 
try+, but a lack of marketing sk.3.l~ 
prevents &em from expanding tbeir 
businesses to their full potential. 
Economic success for many developing 
countries will depend on the ability of 
locat businesses to export products and 
services to their regiondl neighbors and 
the industrialized countries- The Reagan 
administration's Caribbean Basin In- 
itiative, for instance, offers handsome 
export incentives to countries of the 
region, but only those companies with 
knowledge of US.  market requirements 
will be able to benefit. Marketing educa- 
tion also offers a secondary trade benefit 
to U. S. businesses; local & I S  learn how 
to purchase raw materials, components, 
capital equipment, and fmisbed goods. 



U.S. business leaders along with host 
government and USAID 
representatives. 

lXsn&ssion: Individuals for U .S. par- 
ticipant tiaining programs are presently 
selected by host government and AID 
officials or AID contractors. The new 
empkzsis on private enterprise develop- 
ment suggests that representatives from 
the private sector should be included in 
the selection process. Selection panels 
could review applications from the local 
private sector and help foster a closer 
working relationship between AID and 
the local business community. These 
groups could also help assess private 
sector training needs and identify and 
develop in-country institutions to pro- 
vide appropriate training. Indigenous 
companies that share the cost of training 
shcjuld obviously have a voice in who is 
selected. 

AID should consider new ways to 
utiEze the reimbursable training pro- 
gram to support developing country 
private enterprise. 

3iswssion: AiTs reimbursable train- 
ing program offers a rrleans of expand- 
ing AID training programs on a virtually 
cost-free basis. A modest increase for 
promotic la1 activities could spark in- 
terest from many more countries than 
now participate. Private enterpriszs in 
developing countries, including U.S. 
companies, could be encouraged to send 
their local employees to work and shdy 
in the United States under a modified 
reimbursement program. Middle- 
income developing countries represent a 
potentially sizeable market for this serv- 
ice, but other b aditionalA41D recipient 
c o m ~ e s  shodd also be considered. 

IN-COUNTRY 
TRAINING 

AID should continue to support 
and expand existing ixlllcountry 
educational hstitutions and training 
programs. 

fi~ussimr: Mav local educational in- 
stitutions have failed to provide practical 
programs to meet Xocal market re- 

quirements and immediate student and 
business needs. New educational and 
training programs need to be established 
that meet private enterprise needs. Once 
programs are established, AID shodd 
encourage these institutions to develop 
outreach mechanisms to the locd 
business community. L d  business 
must perceive training and manpowe; 
development as a valuable resource for 
growth and profitability. The 'benefits of 
investing in training are an essential 
component of business development, 
not a low priority expense co be ignored. 

Local educational institutions also 
need to develop follow-up mechanisms 
that enable the participants to have con 
tinued access to new infomation. This 
should include seminars and workshops, 
continuing education, in-service train- 
ing, and access to training materials and 
outside experts. Business groups and 
trade associations could serve as a 
bridge between the institutions and 
private enterprise. 

Training approaches that integrate 
the resouaces and capabilities of U.S. 
private enterprise into AID'S in- 
country txa ihg activities skiodd be 
expanded. 

Dismsion: AID should facilitate the 
placement of U.S. business executives 
and corporate technical experts in local 
training projects and encourage mulha- 
tionals to offer their training senGces 
and facilities free of charge or on a 
marginal cost hsis to nonempluyees. h 
particular, the training of customers, 
suppliers, and personnel from other sup- 
port enterprises offers obvious benefits 
to multinational corporatiorrs. Com- 
panies like Sears International and The 
Singer Company have been doing this 
s u c c e s s ~ y  for years. AID can help 
facilitate the identification of host coun- 
try needs and assist with the implemen- 
tation of training programs utilizing 
private sector resources. 

AID assistance for in-country train- 
ing programs that support U.S. in- 
vestment, trade, and capital develop- 



when facing the need for quick action IG 
meet a competitive offer. Guidef ines for 
the program need to be established so 
that exporters and bankers have a clear 
understanding of when, and under what 
circumstmces, Eximbank funds can be 
drawn upon. 

Although they need further definition 
and refinement, the following criteria 
provide an kitid framework. 
E Eximbank should offer financing to 

U.S. exporters that will enable the ex- 
porters to compete on equivalent terms 
with exporters from other cou~tries who 
benefit from commercially oriented coc- 
cessional credit (mixed credits). In some 
cases, Eximbank may provide identical 
finmcing packages; in other cases it 
might include some other c~rnbination 
of down payment, rate, term, and grace 
period concessions that would be equal, 
but not superior, to the competing 
financing. 

C Eximbank should aggressively 
counter competing offers. For instance, 
in qualified cases m which Eximbank 
believes there will be mixed credit com- 
petition, it should use the prior notifica- 
tion procedures under the OECD Ar- 
rangement to query the country- in eyes- 
tion about its intent. If the countrf in- 
volved uses mixed credits extensively 
and does not provide a clear negative 
response to t.~e query, Eximbank should 
be directed to operate an the assumption 
&at a mixed credit package will be of- 
fered and it should protide appropriate 
financing to the U.S. exporter. In other 
cases, Exi~bank may have to mzke 
judgments a b u t  the intent behind cam- 
petkg offers-whether the principal 
rn~civation is commercial or 
cievefoprnental. 

O All operations undertaken should 
be consistent with U.S. responsibilities 
mder the OECD Arrangement, which 
permits matching of competing offers, 
and with other U S .  international 
commitments. 

O Eximbank should pay particular at- 
tention to those products of competing 
countries that have benefited most from 
mixed credits, such as telecommunica- 

tions, power, and transgort equipment 
firms. However, it should not exdude 
any products in which U S .  exporters 
can be price-competit;ve. 
Il Eximbank should 1,3t exclude prod- 

ucts that are in world overzqply, such 
as copper or steel processing equipmmt, 
because to do so wodd be tantamount to 
annollncing that the United S t a t ~ s  is 
leaving the field to others. However, it is 
current U.S. policy not to finance such 
exports. We do not quarrel with the 
policy. Our clear preference would be to 
avoid these areas, but given the needs of 
the program, flexibility may be required. 

Summary 

The Eximbank program can be im- 
plemented now. It is needed to make 
US.  exports competitive with the suh- 
sidized commercial exports of our com- 
petitors. It u-ill inprove the U.S. 
negotiating position by trying to 
eliminate commercial export subsidies. 
It will serve U.S. exporters and the na- 
tional interest. The President should 
direct the Export-.Import Bank to under- 
take such a program immediately and 
continue it until our competitors stop trs- 
ing these predatory and expensin? 
practices. 



men2 projects should be expanded. 
. &m.~;bn: While low labor costs and 

other incentives are attractive, one af 
the reasons many U.S. firms shy a -fay 
fxom investments or rnaj~r projec~s is 
because the cost of bringing the labor 
pool up to required skill levels is pro- 
hibitive. AID support for U.S. small 
businesses that want to invest or export 
products requiring technical skill train- 
ing is particularly encouraged. For ex- 
ample, if a small U.5. £inn wants to ex- 
port equipment to a developing country 
thar: will help development, such as a 
soIar-potvered windmill or water pump, 
AID could share in the cost of training 
loca.8 vvorkers to operate and maintain 
the equipment. 
This is particularly relevant for U.S. 

construction and engiieering £inns com- 
peting for major overseas contracts in 
developing countries who are often ex- 
pected to h c e  trainkg costs 
associzlizd with the prc,ect. This is prin- 
cipdi.y because many other donor na- 
tions support training costs through aid 
programs or other govemment-financed 
programs. AID should provide w t s  on 
a selective basis to projects that con- 
tribute to development and where U.S. 
firms risk losing the contract b e w ~ s e  of 
their inability to offer a competitive 
financing package. Training benefits 
can accrue long after the project is 
cornplet ed. 

ORGANIZING AID 
FOR TRAINING 

AIC senior management should ex- 
amine whether the agency is now 
adequately organized to manage a 
major initiative in private enterprise 
training. 

&cussion: Our recommendations call 
for a substantial increase in, and a 
redirection of, training for private enter- 
prise. This will require different ap- 
proaches, resources, and possible 
modification of AID'S organizational 
structure to effectively respond to the 
new training mandate. It is essential that 
AID senior management review AID 

capabilities to decide if existing 
mecha;l3sms -2 'be readily adopted and, 
if not, what new aproaches should be 
proposed. 

A Private Enterprise Training Ad- 
visory Board in A D ,  cornpsed of 
leaders &om the U.S. priva~? sector, 
should be established. 

Dismssion: AID has not had exteasive 
experience working with private enter- 
prise on training activities. An advisory 
board would provide AID with the 
valuable insight it needs from the U.S. 
private sector. Experts would assist AID 
in determining how tc involve U.S. 
private enterprise in trz!r,ing LDC par- 
ticipants in the United States and 
overseas. The bozd  odd dso help 
AID develop, apply, arid evaluate a con- 
sistent set of training principles and 
objectives. 



A f  PENDIX I3 Mked Credits 

 kerf Credits 
Action Brief 

The United States must 
strengthen its position in 
negotiations to end unfair 
trade fbmce competil 
tion. The Export-Import: 
Bmk sEodd opefate up 
to its $4 IbiUiow Serading 
aathoriay and $10 billion 
gumzmtee amt?loriay to 
cotnter predatory trade 
practices a d  provide 
equivalent supprt to 
V.S. exportem. 

Introduction 

Exports are increasingly important to 
the United States economy. One teath of 
our national income stems from trade; 
20 percent of our work force depends OF 
trade for its live~ihood. Forty percent of 
our agricrrlturd production is sold 
abroad; one third of our corporate prof- 
its are generated by international 
operations. 

::very major trading country except 
the Tzited States has undertakerr 
serious ezorts to achieve international 
competitive dominance in one or more 
industrial expolst sectors. These efforts 
arc. also evident in the agridtural sec- 
tor, an increasigly important segment 
of U.S. trade. U.S. markets at home and 
abroad have 'wen major casualties. 
Costs to U.S. induswy have been severe 
in terms of employment and prdits. In- 
dustries in which the United States -2s 
totally dominant only a few years ago 
are increasingly threatefied by carefully 
targeted, subsidized foreign competi- 
ti< - These industries include comer-  
cial aircraft and other transportation 
equipment, machine tools, computer 
chips, electric and nuclear power, and a 
growing list of high technology in- 
dustries. 

Various countries have targeted dif- 
ferent industries in which to become 
competitive. Cornmon to iheln all, 
however, is a g o v e r n e n d  effort that is 
both well-funded and weE-cuordinated. 
Their efforts are based on three impor- 
tant redkzations: (1) that new interna- 
tional markets are becoming increas- 



in8I.y scarce; (2) that some fom of price 
break or other Emciaf  inducement may 
tip the bdarLce tc~viffd a particular seiler 
for Third World buyers; and (3) that the 
key to future sales i s  market penetration 
today- a toehold in a new market today 
may be parlayed into a captive market 
tomomw. 

Each of t5e governments that has 
joined this competition has developed 
and is actively implementing aggressive 
con-mercid strategies to insure its suc- 
cess: specific domestic industries s ~ c h  
as steel. telecommmications, and 
energy : -ve been targeted for the ex- 
port push; direct subsidies have been ap- 
plied to research and development ac- 
tivities; and preferential financing sub- 
sidies have been undertaken to spur the 
private sector to concentrate its ef£ort on 
penehdng, pre-empting, and capturing 
new markets. In many cases, initial suc- 
cesses in winnir g bids provide suppliers 
with substantial advantages in future 
competitio~ for expansion or new proj- 
ects in the same sector because the ex- 
p t s  targeted for suppo~? are large 
=pita1 projects. Increasingly, the vic- 
tims of these predatory, trade-distorting 
practices have been U.S. suppliers who 
have been unable to match the officially 
supported financial terms offered by 
foreign competitors. 

We ?ow stand at a crossroads in trade 
and finance policy. The cuncessional ex- 
port financing practices of other govern- 
ments for commercial advantage con- 
tinue to increase, despite more than a 
decade of multilateral negotiations to 
bring the growing export credit struggle 
to a halt. 

The internationd competitiveness of 
U. S. industries with true comparative 
advantage-industries in the energy and 
high technology areas, for example-is 
declhing, in large measure because the 
United States has refrained from 
meeting and neutralizing the aggressive 
promotional practices of other comtries. 
without the ability to seU abroad, re- 
main on the cutting edge of vital 
technologies, and maintain economic 
prosperity at home, US. industry will 

continue to klter, thereby imperiling not 
only our growth, employment levels, 
and profits, but ow national security as 
wen. In the final analysis, z somd and 
thriving economy have as much to 
do pith our world position as will the 
state of the arms balance. 

T'he qost damaging subsidy scheme 
in recent years, from the perspective of 
its harm to U.S. producers and ex- 
porters, has proven to be "mixed 
credits." Initially, mixed credits were 
defined as a blend of csncessionA 
government resources with public 
andor private commercial credits that 
had the effect of reducing the real cost of 
an export to the buyer-often to a point 
where the price was below the cost of 
production. Recently, the tea m has been 
generally expanded to encompass of- 
ficial export: fmancing subsidies for com- 
mercial purposes rather than develop- 
ment purposes, whether by a single - 
source or combination of sources. These 
govement  subsidies for commercial 
gain are costly. They distort trade pat- 
terns reduce competition. 

The United States can and mzst dopt  
a program thzt enables U.S. exporters to 
finance the sde cf US.  g o d s  and serv- 
ices on terms that are competitive with 
the subsidized terms offered by the 
governments of our aggressive trade 
competitors. This assistance shodd be 
carefully targeted against preciatory of- 
ficial efforts to capture exislag U.S. 
markets to preempt and lock up 
new markets. The assistance should be 
focused on sectors of the U S ,  economy 
in which Amerian indusm is cl+m-f y 
competitive with nonsubsidized foreiLm 
competition. 

To meet the mixed credits challenge, 
the U.S. must: increase its efforts to 
negotiate an end to these widespread 
trade finance subsidies for comerc:ial 
advantage; and, in support sf this 
negotiating position, provide fundiag 
and formdate clear policy gslidelines to 
counter a d  neutralize the predatory oi- 
ficid activities of sompetitms . 

The basis of a Pr~gr-m to meet this 
unfair competition is laid out an the 



following pages. The program can be 
undertaken immediately without need 
for additional funding or increased 
authority and can be built on existing in- 
stitutional arrangemerrts. It should be 
continueci as long as necessary to can- 
vince U.S. competitors that reliance on 
market iorces, without the use of 
government subsidy. is a better way to 
increase trade and achieve worldwide 
growth and prosperity. 

DEFINITION 
A'L'D CONTfEXT 

export promotion efforts con- 
sist of a wide array of govenunental pro- 
grams in financing, Ins.mce, 
guarantees, taxation, comrnerciaI re- 
porting, and market development. All 
exporting countries, including the 
United States, provide ?7aious fonns of 
errport promotion to expand markets 
and increase sales. They also provide 
cc~cessiond export financing for 
developing countries that require im- 
ports to meet critical development 
needs. In recegt years, however, the 
distinction between acceptable export 
promotion practices and de~e!gpx lent 
assistame efforts has been blurred, par- 
ticularly in the use of mixed creclits. 

Current intematioraal conventions pro- 
vide for cornonly accepted and agreed 
upon financial pmctices and terms for 
official export financing, They also pro- 
vide methods for definilg concessional- 
ity as applied to interest ratec and terms. 
Unfortunately, however, they only nar- 
rowly define the range of unacceptable 
fmancing techniques csed by countries 
to subsidize exports for co~hmercial pur- 
poses. A wide range of commercially 
oriented subsidized financing zctivitits 
escapes official notice because of this 
narrow approach.. 

Various types of mixed credits have 
come under some international scrutiny, 
but, as with other extraordinary export 
support measures, not enough effort has 

been expended to caremy define, 
rnonitdr, and regulate their use. Conse- 
quently, there is some confusion in of- 
ficial and business circles concerning 
both the nature and extent of the mixed 
credits practice. 

M'xed credits, taken broadly, include 
all of the following types of credit 
practices. 

f 1) Cofnuncing: a mix of public capital 
(sourced horn different public entities) 
air public and private capital in a single 
export transaction. 

(2) Joint fiwncing: a cofinancing ar- 
rangement for which there is a common 
fist of goods and services and where 
financi~~g of all or certain items are 
shared 'between colenders in agreed 
propo-t' i ions. 

(3) PuraZtelf2'~ncing: a cof'mncing ar- 
rangement ilr which each cohdex 
finances different: goods and senrices or 
distinct parts cf a project. 

(4) Asso&tedfifimncing (as defined by 
the Development Assistance Committee 
of zhe Organization for Economic 
Cooperation and Deve1opment): trimsac- 
tions that associate, in law or in fact, 
some combination of Official Develop- 
ment Assistance (ODA), other oEcid 
finance urith a grant element of at least 
20 percent, and official private export 
credits or other official flows at or near 
market terms. 

(5) Tied aid credits: a credit that is pro- 
~ i d e d  far development aid purposes m d  
is financed either excIusively from 
public funds or partly from psblic and 
partly from private funds. 

Most official international mixed 
credits attention is focused on combina- 
tions of financing rather than a single ex- 
port credit. In any event, whatever term 
is used, the use of these or any other 
concessional export financing tech& 
ques, principally for commercid rather 
than for development purposes, distorts 
international trade and is detrimental to 
the development process and the 
world's trading system. Other countries 
are using a wide variety of these 
techniques . 

Counhes offer numerous reasons for 



using mixed credits: to he12 their trade 
balance; to support the growth an8 
development of specific domestic in- 
dustries; to relieve domestic unemploy- 
ment; to improve efficiency in specific 
industries through increased economies 
of scale; to increase the availability of 
cheap credit for the developing world; to 
leverage greater financial flows to the 
developing countries without undue 
restrictions on their use; and to provide 
aid at concessimal rates f o advanced 
developing countries (ADCs), like Co- 
lombia and Brazil. 

Whatever the reasons, available 
evidence shows that an increased use of 
mixed credits tends to shift scarce ODA 
funds from the poorest counhies to 
higher income developing countries. 
Further, mixed credit financing can 
divert ODA from the recipient country's 
highest priority development prciects 
because mixed credits frequent';j go to 
sophisticated, capital-intensive projects 
that may not be at the top of the reci- 
pient country's development agenda. 

Where legitimate development needs 
are served, use of concessional mixed 
credits may be appropriate. However, 
the record indicates that the domestic 
economic consideratia~s of donors are 
usually the controlling factors in these 
decisions. The direct costs to the donor 
countries-and to the world's trading 
system-are great. For these reasons, 
the United States must continue lo press 
for the elimination of all fczris of 
government export subsidies Tor com- 
mercial purposes. 

THE ORGAhIZATION FOR 
ECONOMIC COOPERATION 
DEVELOPMENT ARRANGEMENT 
ON MIXED CREDITS 

In February 1978, the United States 
and 21 other QECD countries reached 
agreement on principles to govern the 
use of export credits, including tied aid 
credits, Under that agreement-the 
OECD Guidelines for Officially Sup- 
ported Export Credits (Arrangement)-- 
the 22 signators agreed to apply com- 

mon credit terns to vaxious dasses of 
importing countries. The Arrangeme~t 
is a "gentleman's agreement" that is ap- 
plicable to officially supported export 
credits with repaymeat terns of two 
years or more. 

The principal purpose of the Arrange- 
mezt is the reduction and eventual 
elimination of trade-distorting export 
credit subsidies as well as the promotion 
of international trade on the basis of 
price competition and quality 
considerations. 

Tied aid credits usage is permitted by 
the Arrangement in accordance with 
specific guidefines. Moreover, the par- 
ticipants have agreed to terms for 
reporting derogations and for matching 
the nonconforming credits of both dero- 
gating participants and nonparticipants. 

The guidelines include: 
C3 considering credits with a grant eie- 

ment above 25 percent as Official 
Development Assistance (ODA) rather 
than as commercially oriented trade 
credits; 
i3 notifying other participants prompt- 

Iy after commitment when a tied aid 
credit wjth a grant element above 25 
percept has been offered; 

U refraining from offering tied aid 
credits with a g m t  element of less than 
20 percent; and 

notifying other participants 10 days 
before commitment, when planning to 
offer a tied aid credit with a grant ele- 
ment of at least 20 percent, but less than 
25 percent. 

Once notification of such an offel- is 
given, other participants have the right 
to match, identically or through other 
means, the terms of the credit. If match- 
ing results in new derogations, further 
time extension for discussion and action 
by participants also apply. 

The Arrangement definition of mixed 
credits is far too narrow and the Ar- 
rangement reporting guidelines are far 
too incomplete to capture the true 
nature and extent of the mixed credits 
problem. Many types of mixed credit 
trznsactions escape proper reporting 
and scrutiny. Thus, parallel financing 



undertakings between a government en- 
tity and a private capital source, in 
which a package of exports are disag- 
gregated and financed separately by 
each calender, would escape the Ar- 
rangement's reach and probably go 
unreported. This technique is commonly 
practiced by various countries. More- 
over, many of the reports do not include 
enough infomation to be of use, either 
for matching by other participants ox fox 
gauging the extent of the problem. The 
United States has been trying to tighten 
up the agreement by increasing the 
grant element subject to prior notifica- 
tion, by increasing the size of the grant 
element necessary to be considered 
ODA, improving the xmou~t and quality 
of reporting, and variou: ather means. 
Some progress has been made, but 
many subsidy practices are not covered 
by the Arrangement and the incidence 
of mixed credit offers and financing con- 
tinues to increase. 

EXTENT OF 
THE PROBLEM 

Hard data are not available covering 
the broad spectrum of activities we con- 
sider. concessiond mixed credits. Some 
cow tries, such as Sweden, use mixed 
cred. ts as an integral part: of their aid 
prog:am. Some tied credits are offered 
- - 

in such a way that the subsidy is not 
directly linked to the commercial credit, 
others are not reported for various 
reasons. Countries are extremely clever 
in finding ways to meet the letter of in- 
ternational obligations while continuing 
to engage, for practical purposes, in 
what they have agreed not to do. In 
1983, less than 20 percent of offers 
reported by Arrangement participants 
were in the agreed guideline range of a 
20-25 percent grant element, 30 percent 
of the offers were in the 25-30 percent 
grant element range, 20 percent had a 
grant element "greater than 25 pex- 
cent," and most of the remainder had a 
grant element in excess of 30 percent. 
This high concentration just outside the 
agreed upon range is a clear indication 

that some countries are using the defini- 
tion of ODA as a disguise for cornrner- 
r:911y oriented trade practices. These 
unfair trade practices are hurting US.  
exporters. 

Data assembled by the Export-Import 
Bank show that the number of mixed 
credits agreements offered by in- 
dustrialized countries has continued to 
rise rapidly since 1980. The number of 
offering countries has also risen. Mex- 
ico, South Korea, and other Advanced 
Developing Countries, in addition to the 
traditional donor commmiQ, have 
begm to offer mixed credit financing. 
The dollar value of mixed credits offered 
rose significantl~ until 1980, remained 
constant at just over $2 billion annudly 
through 1982, m d  increased to $3.5 
"Dillion in 1983. Mixed credit use con- 
tinued at that pace into 1984. 

Because of definirionzl limitations, 
these figures probably understa~e the in- 
cidence of mixed credits. Additionally, - ,  

however, many experts believe that 
countries underreport either deliberate- 
ly or through administrative 
carelessness. It is highly probable that 
the amount reported would increase 
si-ificantly if our broader definition of 
mixed credits were used. Of importance, 
too, is the fact that mixed credits are 
often concentrated in certah heavily 
subsidized indush-ial sectors. Thus, the 
trade-distorting effects of the credits 
may be far greater than published data 
indicate. While OECD reports are not 
complete on this point, the data suggest 
this may be particulxly true in the 
power and transportation sectors. 

France has offered over 50 percent by 
vaIue of all reported mixed credits. The 
adoption of "defensive" mixed credit 
programs by Canada, Japan, Germany, 
and others has not led Fmce to reduce 
its activity. While France h .5  cut the 
size (in dollars) of its rnixed credit offers 
since 1980, the number of offers in 1983 
was almost triple the 1980 level. 

Most of the countries that are the PM- 
cipal recipients of mixed credit offers 
are actual or potentiai Eximbank 
customers. Six of these co-mh-ies stand 



out in terms of dollar volume: Mexico, 
Brazil, Egypt, Morocco, f ndonesia, and 
India. All except Morocco are signifi- 
cant U .S. exgort markets. 

U.S. Response to Date 

NEC-OTIATING 
POSITION 

The U.S. Treasury Department con- 
siders trdde-motivated subsidized ex- 
part financing wastehl, costly, and 
ultimately futile because it causes a 
budgetary drain on exporting countries, 
with no real trade or development 22- 
vantage to show for it. U S .  Government 
policy is that exported goods and sen- 
ices should be sold on the basis of price, 
quality, and other intrinsic mefir To do 
otherwise is to neglect the marketplace 
and distort international trade patterns. 

Consistent with this position, the 
United States has attempted to negoti- 
ate an end to the use of those mixed 
credits used primarily for export prorno- 
tion. In December 1983, for the first 
time, mixed credits were the highest 
priority item on the agenda in negotia- 
tions on the OECD Arrangement on Ex- 
port Credits. The United States made a 
number of proposals, as it has over the 
years, designed to expand the definitsn 
of mixed credits. to make their use more 
evident and to further restrict their me. 
The United States has taken positions 
consistent with this in other intema- 
tionaf negotiations as ~%~eil. Progress has 
k e n  limited and prospects for an e-rly 
or even medium-tern breakthrough do 
11ot appear tr, be good. 

At the OECD Ministerial meeting in 
May 1984, zhe United States attempted 
to secure agreement to prohibit grant 
eiernents below 50 percent, a hefty in- 
crease above the current limit of 25 per- 
cent. This would have made mked 
credits for commercial purposes much 
more expensive far the offering govem- 
ment. However, the United States 
received virtually no support for this 
position from the other members. 

There are reports that the United 
States was preparing a new series or' 
proposals io present to the export credit 
,group of the OECD at a September 1984 
meeting that was postponed. Reported- 
ly, the proposals could limit the provi- 
sion of mixed credits only to  countries 
with lower income levels, apply the pro- 
posed 50 percent grant element only to 
selected high technology industries and 
perhaps others. We support this U S .  
position and believe the United States 
shauld continue to press for adoption of 
these and other proposals that uill 
reduce or eliminate these unfair prac- 
tices. However, we are not optimistic 
about the chances for successful 
negotiations an these points; further- 
more, tire are not convinced that, even if 
successful, a new Agreement will stop 
the practice. The high incidence of of- 
fers outside the limits of the agreement 
in recent years is discouraging to us. 
The United States needs to underscore 
its negotiating strategy with an ag- 
gressive mixed credits program that will 
denlonstate the futility of continuing 
these predatory trade tactics. 

PAST ACTIVITIES OF 
THE EXPORT-IMPORT 
BANK AND AID . 

Before 1981, Ex~rnbank selectively 
matched the interest rate subsidy on 
mixed credits offered by others, winning 
some deals for U.S. business. However, 
the U.S. Government did not find this 
approach to be effective in developing 
negotiating leverage and the practice 
ceased. In October 1982, the Eximbank 
introduced a medium-term credit pro- 
gram to provide fixed rate support for 
those medium-tern export sales up to $5 
million that are facing subsidized, of- 
ficially supported export credit competi- 
tion from abroad. With evidence of the 
competition, Eximbank can provide 
fixed rate financing to the US.  bank fi- 
nancing the export sale. Exirnbmk has, 
in some cases, offered to extend grace 
periods and repayment terms as a way 
to counter interest rate subsidies offered 
by competitors. This is considered to be 



an effective negotiating tactic because of 
the superiority of U.S. capital markets 
as a source of long-term capital. 
However, Eximbank has not aggressive- 
ly sought out opportunities to counter 
subsidized credits. 

In 1982, AID adopted a policy on 
mixed credits that delineated their use 
for export financing. The policy 
recognizes that other donors actively use 
mixed credits. AID agreed to consider 
financing mixed credits using ESF 
funds, but only to counter specific offers 
and only in specific cases in which the 
project has a high priority in the r eci- 
pient country's development. AID also 
adopted a program to meet mixed credit 
competition. in Egypt? specif icaily 
allocating funds for that purpose. 
However, restrictions placed on the use 
of funds, including the requirement for 
evidence of concessional competing af- 
fers, are very tight. 

Shortly before the OECD Ministerial 
meeting in May 1984 the Export-Import 
Bank made two mixed credit offers ir. 
response to competing mixed credit of- 
fers from France. One was to finance the 
sale of machine tools to Indonesia, the 
other to finance the sale of telephone 
switching equipment in Cyprus. Since 
that time, Eximbank has made a small 
number of additional offers of mixed 
credit financing in response to offers 
made by other countries. 

The Indonesia sale demonstrates the 
high cost of this type of activity. It was a 
$15 million contract by a U. S. manufac- 
turer. Over the life of the contract, Ex- 
imbank income will be reduced by $16 
million compared to the income that 
would have been generated by its nor- 
mal rates. The Eximbank subsidy 
amounted to 40 psrcent of the contract 
price; cost per job created was $47,500. 
This subsidy cost is in line with 
estimates of the Congressional Budget 
Office on the overall cost of mixed credits. 

CURRENT LEGISLATIVE 
GUID,LL,YCE 

In November 1983, Congress passed 
legislation that extended the financing 
authority of the Export-Import Bank and 
provided guidance on mixed credits and 
Eximbank's operating policy. The 
legislation emphasized Eximbank's 
mandate to provide export financing 
that is fully competitive with that of- 
fered by other countries. It directed the 
executive branch to take two specific ac- 
tions. First, the legislation directed tie 
President to pursue vigorously interna- 
tional negotiations to limit and set d e s  
for the use of tied aid for exports. 
Specified negotiating objectives were in 
line with already existing government 
positions. Second, the legislation 
directed AID and the Export-Import 
Bank to establish mixed credit programs 
competitive with those of other export- 
ing nations. Mixed credit offers under 
these programs are to be coordinated by 
an interagency committee and require 
the unanimous consent of its members. 

Congress made it clear that it tvants 
the United States to be more aggressive 
in meeting unfair financing competition 
from other exporting countries. 

Eximbank and AID have developed 
standards and guidelines for the pro- 
grams called £OK by Congress. AID's 
program is pf oposed to extend to a 
limited number of countries because of 
other legislative requirements. The Ex- 
imbank plans to a d o n  a case by case 
basis, using bcth interest rate conces- 
sions and improved terms as necessary 
to meet competition. By terms of the 
legislation, the National Advisorq. Coun- 
cil must pass on each transaction. 
Substantially increased activity from 
either Eximbank or AID in support of 
U.S. exports is unlikely, however, for 
the following reasons. 

D Concessional terns are very expen- 
sive to the Eximbank and it, wants to 
maintain its commercial smdig. 
O AID's primary interest is in carry- 

ing out its development mandate in 
those countries in which it operates and 
in assuring that any use of i& Economic 



Support Fmds be consistent with the 
economic, security, and political criteria 
used So establish ESF country allcmtions. 

The principal recipients of mixed 
credit offers are cowtries in which AID 
has little or no activity. 

E AID believes that the unqualified 
use of mixed &its could divert its 
assistance from the neediest countries 
and from a recipient's highest priority 
projects. 

The interagency coordination pro- 
cess is bureaucratic, time-tonsuming, 
a d  not suited to the pressing needs of 
timely action. 

Findings 

3 The United States and its exporters 
are losing markets to countries that pro- 
-..ide cmcessional credit to their ex- 
porters for commercial purposes. 

Ci Past U.S. Got~rnment actions to 
meet commercially motivated subsi- 
dized financing competition have been 
Timited and ineffective. 

O The U.S. negotiating postme in 
regard to mixed credits is essentially 
right, but it is not likely to be effective in 
the short to medium term. 

O U.S. Government agency responses 
to the initiatives directed by Congress 
have not resulted in a significantly more 
aggressive stance by the Cited States. 

El A new approach is needed in orde, 
to support U.S. n~gotizting efforts and 
permit U.S. exporters to compete on 
equal fiancing terns with exporters 
from other cou'1trles who benefit from 
officidy subsidized financing. 

If recent history is any measure, prog- 
ress in negotiations in the near h t u r e  is 
likely to continue to be slow and in- 
decisive. Recent steps taken by the DAC 
to broaden the range of mixed credit ac- 
tivities pr~scribed by international 
agreement are welcome. Welcome, too, 
is France's recent decision to withdraw 
a he of credit to Algiers for subway 
construction. But we must maintain the 
effort to negotiate an end to this expen- 
sive and wastefrxf practice. 

Recommendations 

Tine United States should ass&n 
the highest priority to negotiations 
directed at stolppkg the practice of 
governments using various methods 
of subsidizing export finance to com- 
mercial advantage. 

UTe strongly endorse the Admi.Listra- 
tion's policy tc p t  an end to these sub- 
sidies, which are costly, wasteful, and 
ultimately gain nothing for those nations 
that etagage in the practice. Goods and 
services shodd move in international 
commerce ziccording to their intrinsic 
value. a d  the marketing effort behind 
their safe; subsidized financing does not 
contribute to their value, nor does it lead 
to the eventual reduction of production 
costs. To the contrary, it enables the 
movement of goods that might ether- 
wise find no market. This Coes not pro- 
mote the best interests of either buyer or 
seller; in the long run, continued use of 
mixed credits myill have an adverse effect 
on the growth of trade, the world's 
economy, arid prospects for improved 
living standards. 

The United States shodd actively 
discourage the ilse of mixed credits and 
other forms of comrnercidIv motivated 
subsidized financing in the appropriate 
multilateral fora and in bilateral discus- 
sions with those nations that engage in 
the practice. 

The United States should be 
prepared, up to the Lmit of Exim- 
bank's f enhg  and guarantee 
authority, to h d  an aggressive pro- 
gram of subsidized export financing 
to meet the competition sf other 
countries. The program should re- 
main in effect until other countries 
discontinue their mixed credit 
programs. 

The Export-Import Bank is the prin- 
cipal official financing a m  of United 
States trade policy and is specifically 
charged with promotkg W.S. exports 
"at rates and on terns and conditions 
that ;ire fully competitive with other 
comtries and consistent with interna- 



tiond agreements," Eximbank finances 
exports to many countries that are reci- 
pients of mixed credit offers. A program 
to compete directly against a broad 
range of unfair mixed credits would be 
consistent with the bank's mandate to be 
cOmpetp--- u v c ,  L-.+ uur it, mxild be inconsistent 
with its mandzte to remain financially 
sound, as large amounts of concessional 
financing would lead to losses on the 
bulk's portfolio. However, existing 
authority is adequate for Eximbank to 
undertake such a program immediately; 
riew legislation woukl not be required. 

Eximbank has substantial unused 
finarrcing authority and total financing 
ce3hgs that ,nould be sdficient to ac- 
commodate any activity that is likely to 
be generated by this program. In FY 
1983 it used less than $1.5 billion of its 
nearly $4 billion lending authority and 
less than $7 billion of its $1 0 billion 
guarantee and Insurance authority. 
Lending, guarantee and insurance 
authority for 1985 are expected to be in 
the same order ef magnitude. A similar 
shortfall is likely in 1984. Unused ceil- 
ings on Eximbank's lending authority 
totaled sevei-al billion dollars. 

Ofher U.S- institutions such as AID 
would not be as effective in a mixed 
credits program. AID has strong 
developmental mandates in which trade 
md export promotion are not key fac- 
tors. In addition, AID has limited 
resources that are primarily devoted to 
countries to which mixed credits are not 
directed. Legislatior_ would be required 
to thrust AID into a strong trade promo- 
tion role. Sot  only would start-up time 
be longer with AID, but the institutional 
difficdties would be extensive. 

EXPORT-IMPORT B,!'i!!K .- 

Amount Required 
Available data do not pr~vide: a solid 

basis for estimating t k  fmds  that might 
be required. Eximbank believzs that 13 
export transactions vd~red at $576 
million may have been lest to foreign 
mixed credits (narrow definition) over 
the four-year period from August 1979 

to August 1983, an average of ahnost 
$150 million per year. Documentation 
for lost sales is very difficult to produce 
because there is no effective way to col- 
lect the necessary dab. In recent years, 
the amount of mixed credit offers by 
other countries has averaged about $2 
billion per year. It increased to $3.5 
billion in 1983 and wiU be at least that 
amomt in 1984. Estirnstes of lost ex- 
ports and mixed credit activity generally 
would probably be much higher if they 
were based on a broader definition of 
mixed credits-one that reflects the full 
range of commercially oriented subsi- 
sized financing techniques used by our 
foreign competitors. This, i s  addition to 
underreporting, might well double the 
reported $3.5 billion. 

COST TO THE 
UNITED STA',PX,E 

According to estimates of the Con- 
gressional Budget Office, the cost to the 
Eximbank in lost interest over the life of 
a credit, when used to match a cum- 
peting mixed credit with a 25 percent 
grant element, would be about 40 per- 
cent of the face mount of the loan. As 
an example, the use of $1 billion a year 
for mixed credit financing would 
therefore reduce Eximbank income by 
approximately $400 million over the life 
of th2 loans or abcut $40 million per 
year. These losses would not be 
recovered. 

This $40 million annual loss of income 
to Eximbank would be a small fraction 
of its annual interest income, which 
amounted to more than $1.4 billion irr 
FY 1983. However, its net bsses of 
$247 million in FY 1983 vrould increase 
further if this loss of interest from a 
mixed credit program had also been 
reflected in the bottom line. 

Criteria for Use 
The purpose of this more aggressive 

stance would be to counter the use of 
subsidized mixed credit financing (in its 
broad meaning) by export competitors. 
The difficulties with data collection 
already enumerated will be much worse 



when facing the need for quick action te 
meet a competitive offer. Guidelines for 
the program need to be established so 
that exporters and bankers have a clear 
understanding of when, and under what 
circumstances, Eximbank funds can be 
drawn upon. 

.Mthough they need further definition 
and refinement, the following criteria 
provide an initial framework. 

Ei Eximbank should offer finmcizg to 
US .  exporters that will enable the ex- 
porters to compete on equivalent terms 
with exporters from other cowtries who 
benefit from commercially oriented COR- 

cessional credit (mixed credits). In some 
cases, Eximbank may provide identical 
financing packages; in other cases it 
might include some other c~rnbination 
of down payment, rate, term, and grace 
period concessions that would be equal. 
but not superior, to the competing 
fmancing . 
El Eximbank should aggressively 

counter competing offers. For instance, 
in qualified cases in which Eximbank 
believes there wiIl be mixed credit com- 
petition, it should use the prior notifica- 
tion procedures under the OECD Ar- 
rangement to query the country- in qws-  
tion about its intent. If the country in- 
volved uses mixed credits extensively 
and does not provide a clear negative 
response to tne query, Eximbank should 
be directed t c ~  operate on the assumption 
that a mixed credit package will be of- 
fered and it shc~dd provide appropriate 
financing to the U.S. exporter. In other 
cases, Eximbank may have to make 
judgments about the intent behind com- 
petkg offers-whether the principal 
rn~dvation is commercial or 
cievelopmental. 
2 All operations underta!cen sho~ ld  

be consistent with U.S. responsibilities 
under the OECD Arrangement, which 
permits matching of competing offers, 
and with other US .  international 
commitments. 
El Eximbank should pay particular at- 

tention to those products of competing 
camtries that have benefited mast horn 
mixed credits, such as telecommmica- 

tiofis, power, and traxsport equipment 
firms. However, it should not exclude 
any products in which U. S. exporters 
can be price-competitive. 

D Eximbank should 1 ~ 3 t  exclude prod- 
ucts that are in world overccsply, such 
as copper or steel processing equiprn~nt, 
because to do so would be tantarnoun: :o 
announcing that the United Statids is 
leaving the fief d to others. However, it is 
current C.S. policy not to finance such 
exports. We do not quarrel with the 
policy. Our clear preference would be to 
avoid these areas, but given the needs of 
the program, flexibility may be required. 

Summary 

The Eximbank program can be im- 
plemented now. It is needed to make 
U.S. exports competitive with the sub- 
sidized commercial exports of our com- 
petitors. It will iixprove the U.S. 
negotiating position by trying to 
eliminate commercial export subsidies. 
It will serve U.S. exporters and the na- 
tional interest. The President should 
direct the Export-.Import Bank to under- 
take such a program immediately and 
continue it until our competitors stop us- 
ing these predatory and expensivtt 
practices. 



US.-Chha Trade Relatiomr -- 

Action Brief 

The United States should 
actively supprt the 
emergence of the Pee  
ple's Wepublic of Chha as 
a major p e i p a n t  in the 
iaternationa, trade riena 
and realize its impor- 
w c e  ts U.S.&eve%sping 
country relaGms, 

U .S ,-China Tracie Relations 

CI ' 'NA'S AGRICULTLTRAL 
SE; TOR MODERVIZATTON 

Tb 2 People's Republic of China (PRC) 
today lnanages to feed almost one 
qwrt2r sf the world's people from just 
I' perce.,rt of its total laxd area. 
la4,hcrugh the Chinese have succeeded in 
slowing t5e population growth rate in re- 
cent years, the absr )lute number of peu- 
ple that wilf have to be fed and clothed in 
the future is sta;;gering. This will exert 
tremendot;~ p-2ssure on its agricuItural 
-esource hase. tThi1e its agricultural 
system rm-aqed to success full^^ provide 
minimaily  ad^ quate diets for the vastly 
erpardlng pc: a tion of the last three 
decac es, reform was necessary if 
agric=;iitme wzs tz meet fume needs 
and contribut~ to the, overall develop- 
r .lent of thr C'rinese economy. , 

Chink is atte npting ' o  ration&e its 
eco~ibrnic siiuctu, e by l~troduction of 
miinag~~nent and oxganizationa.I 
refon, ,s, material incentives, market 
forces and EberaF ~ e d  ar,, Izdb.-al 
policies. Ths o ~ g h  these ref: ms, Lne 
Chinese lwdership apparently envisages 
an economy tha: cornb-nes si ~ t e  tuner- 
ship and central planni~lg of its key 
elements with greater individual incen- 
tives and a s. ndl,  hut growing, in- 
divic- ual enterprise sector. The long- 
standing policy of s~ If-reliance has been 
supplemented with an "open door' ' 
policy to prop 9te development through 
interaction with the world economy and 
increased utiEzatior, of i,m~~on:d 
technology. 



The most effective and far-reaching 
re fom have been in agridture, involv- 
ing the gradual dismantling of the com- 
mune system and a shifting to household 
production units. These refoms have 
provided incentives to boost production, 
latitude for greater individ: -A decision 
making, and allowed free markets for 
over-quota production. In addition, the 
agriculture sector reforms and loosened 
state control over rural. market activity 
haye dowed significant price increases 
to producers and achieved the desired 
diversification of production i- cash 
crops and livestock. The success, thus 
far, suggests that such reforms will be 
continued, 

Of major concern is the increase in 
rural unem?loyment, which is now 
estimated at 30 to 40 percent of the total 
agriculfmd labor force, or about 100 
&on people. To address this problem, 
the Chinese are encouraging a shift of 
the d labor force into nonagricultural 
enterprises, such as small food process- 
ing factories and other small ma1  in- 
dustry and the service trade, especially 
in the commerce and transportation sec- 
tors. The new fieer markets and private 
service estabtishments zte beginning to 
offer alternatives to state empk  jyaent. 

Agriculture sector success has been 
attributed, in part, to the reorientation of 
consmer and producer prices, but at 
great cost itl terms of sta:e subsidies. 
-4griedtura~ grants now account for 
more than 7 0 percent of total govern- 
ment sub~dies, which consume nearly 
45 percext of government revenues. 

PRIVATE ENTERPRISE 
INtBTMEIVT 

Total U.S. investment m China is 
estimated at about $500 million, in- 
cluding about $85 million in 20 joint ven- 
tures. The recently signed Industrial 
and Technologid Cooperation Accord 
is likely to result in additional invest- 
ment opportunities as protocols are 
established over the next few months, 
especially in the energy and transporta- 
tion sectors. China's interest in acquir- 
ing rieeded technology to spur its mod- 
ernization efforts has been well- 
established and has resulted in 130 con- 
tracts for technology transfer between 
1973 and 1981, primarily for energy and 
power generating eq~prnent, electrid 
machinery, and precision instruments. 

There has already been an extensive 
commitment of private American =pita1 
to the development of China's energy 
sector, including an A g d  1984 agree- 
meat by Occidental Petroleum Corpora- 
tion to jointly develop the world's largest 
open-pit cod mine involving an invest- 
ment of approximately $640 million. Off- 
shore 03 exploration alone is expected to 
require somewhere in the range of $20 
billion over the next five to ten years. In 
1980, the &st wholly-owed foreig-n 
enterprise was established. The 3M 
Company of St. Paul, Minnesota is cur- 
rently planning to establish such a 
wholly-owned enterprise in Shanghai to 
manufacture products for the tefecom- 
munications industry. 

China now considers foreign invest- 
ment an attractive alternative to com- 
mercial borrowi~g. Considerable prog- 
ress has been made in establishing a 
legal and regulatory framework that is 
attractive to foreign investors. The 
Bilateral Tax Treaty, signed during 
President Reagan's April trip to Chha, 
represents a significant commitment by 
both countries to increased commercial 
ties despite their vastly different social, 
political, and ecozomic systems. The 
agreement prevents double taxation, 
reduces ';axes on income from interest 
and royalties--padicdarly important in 
light of the liberdized U.S. rules,on 
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technology transfer and the resulting 
licensing fees for U.S. firms-and gives 
U.S. investors knowledge of the tax con- 
sequences of doing business in China. 

In addition to the agreement on taxes, 
President Reagan dso initialed a 
Nuclear Cooperation Agreement which, 
when ratified by Congress, will. open the 
way for U.S. sales of nuclear technology 
and equipment to China. Progress is also 
being made on a Bilateral Investment 
Treaty (BIT) that would assure non- 
discrimination against foreign 
investments* and establish arbitration 
procedures and d e s  fox compensation 
in the event of expropriation as well as 
terms for repatriation of earnings. Trade- 
mark regulations were promulgated in 
1982 that included a new definition of in- 
fringement and established mechanisms 
for dispute settlement. China MS also 
promulgated a new patent law ohat af- 
fords protection to foreign-owned 
technology. Fwther patent protection is 
expected to be included in the BIT. 
In terms of stimulating private enter- 

prise, China has made much progress in 
increasing the autonomy of enterprise 
managers to enter purchase and sales 
agreements and take personnel actions 
and has increased the refiance on profits 
and taxes to improve the efficiency of 
enterprises and boost state revenues. 
China is currently putting in place a 
system that wiU reward efficiency by 
allowing enterprises to keep more prof- 
its and by denying state subsidies to 
perenniaI money losers. The increased 
opportunities for individuals and collec- 
tives to engage in coapetitive activities 
can be seen, for example, in the con- 
struction hdustry, which is increasing 
its refiance on competitive bids, and in- 
creasing the number of participants in 
the bidding process. 

Beginning in 1979, China experi- 
mented with the concept of "specid 
trade zones" or "specid economic 
zones" (SEZs) in southern coastat areas. 
In order to attract foreign investment 
and spur economic development, 
businesses ifi these SEZs were given 
special incentives, such as a reduced tax 

rate, exemptions from import duties on 
raw materials, and more flexibility in 
management decisions, particularly 
regarding employees. The success of the 
SEZs, which attracted $2.8 billion in 
foreign investment by the end of 1983 
(almost hal£ the national total), has 
resulted in extending the concept to 
most coastal cities. The SEZs have alst. 
proven to be a key factor in technology 
transier. Following the introduction of 
overseas technology into large coastal 
factories, it has been quickly transmitted 
to the interior and then used to assist in 
the development of rural Industries. The 
relaxation of government controls in an 
attempt to increase economic efficiency 
has allowed the emergence of a new 
class of entrepreneurs, approximately 
2.3 million out of an -arban work farce of 
110 million, and the " edivenment" of 
the economy. 



TWO-WAY TRADE 
For a market economy to survive and 

grow, it needs external markets for its 
goods aild services. The Task Force is 
concerned that protectionist pressures 
in the United States, such as those that 
recently surfaced in the textile industry, 
can serve not ody as a disincentive to 
China's efforts to expand trade with the 
United States, but might also slow down 
internal reliance on market forces. 

As they attempt to increase the time 
available to make needed s t m . c t d  ad- 
justments in their own economies, the 
imposition of trade curbs by developed 
countries can have devastating effects 
on the economies of developing coun- 
tries struggling to recover from the cu- 
rent recession. For example, in 1982 
China had a trade surplus of $3 billion. 
During the first nine months of f 983, 
this surplus shrank to only $900 rnilbn, 
mostly because of textile import restric- 
tions imposed by Western nations. 

In our attempt to increase our orvn and 
developing countries' participation in 
the expanded international markets that 
result from increased economic develop- 
ment, we must tdke care that our 
markets offer corresponding oppor- 
tunities for developing country- exports. 
This is particularly relevant in our rela- 
tionship uith China, a country that: tends 
to view trade relations from a much 
broader perspective than we do and con- 
sequently finks actions taken in one sec- 
tor to actions in others. This has been 
particularly visible in the Chinese failure 
to comply with the existing US.-PRC 
long-term grain agreement. It is clear 
that China's pedonnance under this 
agreement and willingness to enter 
f u m e  agreements is contingent upon 
the openness of U.S. markets. 

This linkage between agreements is 
ljkely to surface again in the area of 
technology transfer. We are encouraged 
by the Reagan administration's commit- 
ment to provide increasingly sophisti- 
cated forms of technology to China and 
by recent actions taken to implement 
this commitment. However, given the 

strong PRC interest in acquiring the 
technology nec3ssa-y to speed its 
development process, future difficulties 
in this area could have significant 
ramifications in all U.S.-PRC trade 
areas. 

U.S. AGRICULTURAL 
ACTIVITIES IN CHINA 

Present U.S. trade with China is 
already considerable, some market 
development activity is underway, and 
other cooperative programs are in place. 
In 1982,32 percent of the total $5 billion 
in trade with China was for agricultural 
products. The agricdturd trade balance 
was $1 -3 billion in favor of the United 
States. However, due to friction over a 
variety of issues, particularly U.S. 
restrictions on textile imports, and ex- 
ceptionally good harvests, agricultural 
trade dropped 64 percent in 1983 to only 
12.4 percent of the total $4.4 billion in 
trade. The TJ. S. agricultural trade 
balance was only $370 million. 

The United States now operates an 
agricultural trade office in Beijing u~lder 
the authority of the Agricultural Trade 
Act of 1979, This office services U.S. 
agribusiness through such activities as 
appraising local market conditions and 
cultural and trading practices, providing 
trade leads and opportunities, arranging 
appointments, and assisting with prod- 
uct exhibits and promotions. 

There are also three Foreign 
Agricultural Cooperator offices in China 
under the ~uspices of the U.S. Feed 
Grains Council and the U.5 Wheat and 
Soybean Associations. Ac 5ties of 
these groups have included establishing 
a model bakery and noodle plant and 
constructing a model wheat m a n g  
facility with U.S. technology and 
Chinese land, building materials, and 
labor. Plans are underway for a model 
feed additive manufacturing plant that 
will also act as a training facility for ra- 
tion balancing, livestock nutrition, and 
the use of U.S. technology in producing 
feed additives. 



The US.  Department of Agriculture's 
Office of International Cooperation and 
Development (OICB) also operates aE 
extensive program with China for 
science and technology exchange under 
a specific agriculture protccol, as do 
several other agencies under a variety of 
implementing protocols fo r  the overall 
US.-PRC Science and Technology 
Agreement. These protocols cover such 
diverse areas as earthquake studies, sur- 
face water hydrology, and biomedical 
science. The OXCD program was of par- 
ticular interest to the Task Force be- 
cause it has received high praise as a 
model program for strengther-kg 
cooperation and extending mutual 
benefits on a cost-sharing basis. Ex- 
citing work has been done in plant and 
animal germ plasm exchange, which will 
benefit the agrioilttutd economies of 
both corntries and ultimately lead to in- 
creased feed, livestock, and poultry 
trade. While this type of cooperative ef- 
fort appears to offer considerable pro- 
mise, this initiative has been put on hold, 
pending resolution of long-term grain 
agreement difficulties. 
In addition to the specific exchange of 

scientific and technology information, 
the agreements provide a forum for b ~ t h  
sides to review issues and concerns of a 
broader nature than pure science and 
research. The interchange that takes 
place under such agreements is uslially 
directed to the need to understand and 
interpret data and to relate the impact 
the new technology has on improving 
output in each country. Under the 
agreements, both sides are able to 
discuss hgw the shared inform tion a£- 
fects the viability of competing or com- 
plementary farm interests. 

Another highly successful program 
operated under these protocols is the 
National Center for Industrial Science 
and Technology Management Develop- 
ment at Dalim. The national center is 
the first management development 
center in CKma to be organized in 
cooperation with a foreign government. 
Its program is modeled on the curricula 

of U.S. graduate schook of business ad- 
ministration. Not only does this program 
provide mmagernent training and skills 
to Chinese managers, it also affords 
substantial contact with industry, 
government, and academic profes- 
sionals from all over China. It is an ideal 
mechanism to promote the adoption of 
an appropriate business environment to 
attract U.S. business investment. 

While these activities are extremely 
useful beginnings, a more extensive ef- 
fort will be required to develop the 
cooperative envirorme~t and f d 1  range 
of agribusiness relations necessary to 
realiie the potentid of the Chinese 
market. 



China has not participated in any of 
the Commodity Credit Corporation 
(CCC! export financing pr~grams, 
dthough there are no restrictions to its 
doing so. For example, it has been eiigi- 
ble for the Export Credit G~arantee Bro- 
Ban1 skce 1979. This program provides 
K C  guarantees of U.S. bank financing 
of foreign parchases for up to three 
years. T 5e Chinese failure to use this 
program is presumed to be because of its 
high interest rates and their ability to ob- 
tain more favorable terms for cash 
purchases. 

However, the tremendous de~naxrds 
&at China's development plans will 
place ar! available resources in the nexr 
fa.= ;rears may force a reversal of the 
finaiclal retrenchment of the recent 
past, allowed the accurndation of 
large foreign exchange reserves ($14 to 
$ I f  billion at the end of 1983). As a 
resr;lft; the Chinese may begin looking 
for financing now while their credit is 
partic-darly good to cover their 2xpected 
import requirements, especially fcir 
gaiils. China has had to import large 
quailtities of grain to meet the needs of 
urban consumers due, in large part, to 
internal infrastructure constraints that 
have precluded efficient distribution of 
record grain crops. Tiiese food imports 
continue to place severe strains on the 
existing port capacity, Such ifrfrastmc- 
ture constraints can have a severe im- 
pact on China's ability to import goods 
mi: sen4ces necessary to continue its 
modernization process and the expan- 
sion of two-way trade with the United 
States. 

Recommendations 

A corzcerted effort should be made 

removal of the existing restrictions 
an foreign assistaaace to China. 

PRC eligibility for U.S. assistance is 
governed by Section 620(f) of the 
Fcreign Assistance Act of 196 1, which 
prohibits any assistance under the Act to 
Commwlist countries, defixted to include 
58 specifically named nations, one of 
which is China. The President may 
waive this prohibition, but only if he 
determines that aid is "vital to the 
security of the United States," thzt the 
recipient nation is not 'kcontrolled by the 
international C o m m ~ s f ,  conspiracy,'' 
and that such aid will help the recipient 
attain independence from Comnmist 
control. The Administration has submit- 
ted a proposal to eliminate this prohibi- 
tion on aid to China, which inchdes 
nearly a11 bilateral aid and some military 
assistance. It is part of the foreign 
assistance authofaing legislatick that is 
currently held up in the Congress. 

Because China is a major a d  Impon; 
tmt Third World country, the Task 
Force urges that innovative means of 
developing cbser ties betw-een the 
United States and China continue to be 
sought. While efforts to remove the cur- 
rent prohibition on f9reig-n assistance io 
China shodd be continued, these ex- 
isting strictures should not be dowed to 
become i n s m o ~ ~ n t a b l e  obstacles. 

Increased technical assistaxice, 
especidy in agriculture, shsuld be 
provided through an expanded Txsde 
a d  Development Program. 

The U.S. Trade and Deveiopmenr 
Program (TDP) has msde s ignif i~~r:  
progress in the area fpf t e c h i d  
assistance through tire L7~mcing of 
feasibility studies in high priority 
development areas. bike the science .%d 
techno!ogy excbmge programs, the 
TDP cos t - sh~z~g .azn,rl rehbwssble 
featwzs make it par"citdar1y attractive 
to the Chinese, while providing signis- 



cant opportunities for U.S. business to 
participate in the modernization and 
development process. 

During President Reagan's April 1984 
trip to China, two TDP agreements 
were signed and four more were signed 
by Secretary Malcolm Baldridge during 
the J ~ h t  Committee on Commerce and 
Trade meetings held shortly after the 
President's return from China. These 
six projects involve approximately $1.4 
million in TDP financing in the areas of 
energy resources (oil and gas), silicon 
materials and fiber optics plants, and 
wheel and tire manufacturing. In FY 
1983, TDP supported, a2 a cost-sharing 
reimbursable basis, a feasibility study 
for a dairy project joint venture in Guan- 
dong Province. 

Swh TDP-financed feasibility studies 
can have a significant impact on increas- 
ing the participation of US. firms in 
China's modernization efforts and in 
providing the technology to make these 
efforts sizceessftd. 

Steps shodd be taken to highlight 
China's eligib'ity to participate ia the 
P.E. 480 program. 

The P.L. 480 legislation permits the 
safe of agricultural commodities under 
Title I and donations for economic and 
community developn~znt under Title I1 
only to coma-ies that the President has 
determined to be "friendly" to  the 
United States, i-e., any country not 
"dominated or controlled by a forei= 
go~ernmer~t or organization controlling 
a world C~mmunist movement." The 
only exception to this prohibition is far 
famine or disaster relief under Tide TI. 

Because this restriction did not specify 
any country by name, there was uncer- 
tainty over whether it applied to China. 
In 1982, the Administration successfuUy 
obtained congressional clarification of 
the provision that would permit the 
President to declare China eligible for 
P.L. 480 assistance. To obtain this 
cfarificatiun, zssurances were provided 
at the time that no bilatexd program was 
being considered under P.L. 480 and 

that the clarificatiorr was being sought 
solely to ensure that, in principle, we 
were treaiirrg China in the same way we 
were treating other friendly, nonallled 
countries. 

The Task Force believes a carefully 
structured program, focused on the pro- 
motion of private enterprise, could effec- 
tively demonstrate the iT. S. commit- 
ment to Its economic principles and sup- 
port the steps taken so far by the 
Chinese to encourage reliance on in- 
dividual initiative and market forces. By 
targeting joint ventures in China's zlrban 
areas, even a limited program codd pro- 
vide some assistance to the Chinese in 
their attempt to rationalize agricdtural 
producer and urban consumer food 
prices. 

For example: a program to finance 
tallow sdes for use in feed rations codd 
be effectively used to assist in the 
development and expansion of China's 
feedgrain industry. P.L. 480 Title 1 
agreements could be entered with U.S. 
private trade entities who agreed to 
undertake joint venture feed mill or feed 
additive production projects. This would 
encourage increased cooperation be- 
tween the U.S. private agribusiness sec- 
tor already participating in the Chinese 
economy through the Agricdtural 
Cooperator program and the agricultural 
sector in China. It would also result in 
mutual benefits as U.S. feedgain, seed, 
and technology exports increased and 
the Chinese ecommy acquired needed 
technical expertise, production facilities, 
md marketing know-how. Because the 
industry is in its infant stage, there 
wodd be inherent h i t s  to the 
magnitude of such a program, and a 
h d i n g  level of $5 to $10 million codd 
have a signscant impact. 

Efforts should be redoubled to 
secure funding for the CCC In- 
termediate Credit hogram and the 
aevelopment of appropriate 
agricultival W m t m e t w e ,  

The United States could specifically 
assist in China's attempts to address 



agricultural infrastructure problems 
through the CCC Intermediate Export 
Credit Program. 'Fhis program pr~vides 
thee to ten-year export financing for 
U S .  agricultural commodities. Funds 
generated from the I o d  sale of those 
commodities in the importing country 
must then be -used to fund agriculture 
sector idrasmcture projects (storage 
and port facilities, roads, processing 
plants, etc.) designed to improve the 
handling, marketing, processing, 
storage, or distribution of imported com- 
modities. This program could, 
therefore, provide additional £cod sup- 
plies while the Chinese agriculture sec- 
tor adjusts to the demands of newly 
adopted mxket mechanisms and the 
funds needed to build critical infrastruc- 
ture facilities. 

Greater private sector involvement in 
promoting agricultural devel2prnent in 
China could be attained by imolving the 
private sector Agricultural Covperators 
in the identification, planning, and im- 
plementation of intermediate credit- 
h m c e d  projects. 



APPENDIX D 

P.L. 480 
Action Brief 

The P.L. 480 Food for 
Peace Program should be 
at Ileast doubled to help 
avert starvation and 
alleviate poverty, expand 
developing country 
agriadtwal markets, and 
support private sector 
growth. 

WORLD FOOD NEEDS 
A I D  AVAILABILITIES 

Tie developi~g wi>rld today faces an 
economi,.: crisis of majar proportions and 
wig co~tintie to experience rerious dif- 
ficulties throughout this centur-Jr. Rapid 
~opulatior- gowth and the need to im- 
prove the diets of r n i i ~ n s  or" people 
create rising demands fur the most basic 
human need-food. ?lust. developing 
countries will have dfffi~dty expanding 
their food production fast enough to 
keeg pace with incre~sed needs. Natural 
resources are beigg depleted at alarming 
rates as agriculture ~xpa'rds onto 
marginal laids of low and unreliable 
productivity. Agrit:~dtural productivity 
increases are desperat* 'y needed, but 
depend on s~~bstantid investment in 
land development, infrastruc~e, and 
such production inputs as fertilizer a ~ d  
seeds. Capital to  meet these needs is 
scarce, especially in the present world 
financial crisis. Business arrd technical 
skilk and a suitable technology base 
contime to k critical cc~straints. In ad- 
dition, government pokies in many 
countries discourage agricultural pro- 
duction. The combination of these fac- 
tors suggests that food deficits will con- 
tinue to grow. 

Ufifortunately, pragress in 
agxicdtural development in the recent 
past has Seen extremely disappointing. 
Asia, Afnca, and Latin America have dl 
turned from food exporters to f d  im- 
porters. Their overall rate of growth in 
agricultural productio~s has decreased 



due to soil erosion and reduced return on 
the use of various production inputs. 
Further, there have been only relatively 
modest advances in agricultural 
technology, especially as related to the 
nee& 3f developing countries. For ex- 
ample, in 31 of the least developed coun- 
tries, agriculturzl production over the 
past decade increased only 1.6 percent 
per year compared to a population in- 
crease of 2.6 percent per year. Starva- 
tion is thus a constant threat. Increased 
production is a vital and urgent necessity. 

Estimates by the Department of 
Agriculture (USDA) support the notion 
that significant arliounts of food aid will. 
be required in the corning yea la . t o sus- 
tain even the current inadequate diets in 
many developing countries. In 
1983-1984, USDA estimated that at 
least 12 million tons of food aid wodd be 
required to rnaintzin atrerage per capita 
consumption levels. This quantity would 
have to be increased to at least 33 
d i o n  tons were per capita consump- 
tion to rise sd5ciently to meet minimal- 
1 y acceptable nutritionai levels. (See 
Table D. 1 .) This grim picture masks ad- 
ditional problems that call for even 
higher levels of food imports. These 
fig--es do not take into account either 
uneven distribution across or within 
countries or allow far unforeseen natural 
disasters that can dernaqd significant 
quantities of food to meet dire human 
needs. For example, [he United Nations 
estimates that 150 million Africans are 
chronically hungry and tens of millions 
suffer from thirst or contaminated water 
supplies as a result cf the current 
drought situation. 

Against the 12 million metric ton need 
projection for 1983-1984, total planned 
food aid in cereals from donor countries 
was approximately 9 million tons. Of 
this tokl, the United States expected to 
contribute approximately 6 million 
tons.* (See Table D. 2 for the level of 
P.L. 480 a-sistance,) To sustain current 
consumption levels or improve diets, 
donor countries must greatly increase 
the quantity of food assistance in the 
short: term md heighten efforts to assist 

developing countries in irnpruvil!q their 
own agricultura'i production effori.2 over 
the long term. Furthermore, where 
population growth increases at a faster 
rate than agricultural production 
growth, and food import foreign ex- 
charge requirements increase to meet 
the higher demand, the effect is to 
reduce imports of other goods- 
including investment goods £or 
development. 

Abundant global cereal stocks and low 
world prices should set the stage for a 
reversal of declining per capita con- 
sumption in medium and low-income im- 
porting countries. But, because of 
severe limitations on the ability of 
developing regions to finance needed 
purchases, record high cereaI supplies 
remained out of the reach of many of the 
poorest countries. 

U.S. AGRICULTURE 
-- 

The producsivity of the U.S. farm sec- 
tor has been phenomenal. For various 
reasons, however, it has resulted in 
billions of dollars of government outlays, 
large surpluses, and low farm incomes. 
To accept expensive production con- 
trols, low farm income, and reduced 
competitiveness of U .S. agricult1uaI 
commodities in world markets, rather 
than use o m  agricultural abundance to 
help meet the needs of the world's 
hungry, is ironic for a country with a 
long established tradition of 
humanitarian concern for &ose less for- 
tunate and a philosophy of rewarding 
personal effods and productivity gains 
rather than penalizing success. 

Before the 1 9 7 0 ~ ~  the U.S. farm sector 
was not a major participant in world 
food markets, Agricultural exports were 
only 10 percent of farm cash receipts in 
1950 and 14 percent in 1960. By 1980, 
however, exports amounted to 30 per- 
cent of totd cash receipts. Today, the 
production from iolx acres of every ten 
is destined for foreign markets. &era& .,, 
at least one-third of the total production :;=;;;&- 
capacity of U .S. agriculture produces for I= pmwiotar 

foreign markets. shipments of about 
6.5 million tons. 



TABLE D.1: 
Cereal Import Requirements 
and Food Aid Needs to 
Support Consumption for 
1983-1984 

- 
1 Africa and 

Middle East 

SOURCE: 
Worfd Food A d  Needs 
and AvailabilPt 1983, 
LISW Econom~c 
R-arch Service, July 
1983. 

NOES: 
a) To mantain current 
cMIsumprm feveis 
tsased on per c .  ~n -  
takalteoffmdstapksat 
lev* reported crrer last 
f w r  years. 
b) To r a s e  per cap& 
ha&e af stapfes to 
levek -at& with 
FAO's recommended 
minrmums. 
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Import Requirements ---.- - Food Aid Xeeds 
.---- 

Status Nutrition Status Nutrition ~ 

(iil thousmd tons) Quoa Basedb Qu@ Basedb 
Africa Tunisia 957 723 0 0 ---.- A>------...--. ----A&-.-- - 
Middie East Uganda 0 5Q6 0 502 
(con~nued) upper ~ o ~ t a  -.----."--- 38 300 6 267 ---- 

Yemen Arab Republic 544 504 179 
-- --.,.------------" -- 139 

Yemen, PDR 
----" 

252 221 2 1  52 
Zaire 288 1.227 51 990 
Zambia "- 275 569 73 - 368 - 

Subtotal 18,247 22,014 7,837 12,234 
Asia Afghanistan ----- . 125 --- 144 101 ----- 121 

Bangladesh - -- -- -- - 1,256 - - 6,132 -- - 1,085 6,G45 
India 0 - 9,805 ----- 0 8,239 
Indonesia 2.329 0 297 0 
Kampuchea - 123 253 94 224 .- ---- ------- 
Laos 55 - 63 0 0 
Nepal 0 854 - 0 854 --- -- - - 
Pakistan 0 0 0 0 
Philippines - ------ 1,122 1,366 382 -- 626 
Sri Lanka -- -,-- 783 1,090 83 

---. ----- 390 
Vietnam - 1,352 -- 2,018 1,173 

-----A.p..----....- --.-- 1,838 
Subtotal - 7,145 21,725 3,215 18,337 

Latin Bolivia 590 703 ----. -- 333 
America Colombia 517 0 0 0 

445 4 

Costa R i a  107 74 0 0 
Dominican Republic --- --- 327 - -- --- - 398 0 - 80 
Ecuador -- 342 417 72 172 ---- 
EI Salvador - .-- 22 9 290 138 208 r 
Guatemala - 129 81 0 0 -- 
Haiti 22 1 449 94 321 
Honduras ----- 103 181 6 80 
Jamaica --. 450 380 133 64 

------ ------.--- 

Nicaragua .- ----- 40 0 0 0 4 
Peru - . ----- . .- 1,320 .- 1,645 559 884 

Subtotal 4,365 4,618 1,335 2,254 
Total 29,757 48,357 12,387 32,825 

It is now widely yecognized that fox 
the U.S. agriculture sector to be coil- 
huously operated near an acceptable 
capacity level, the foreign market share 
must be maintained and expanded. Ex- 
port grow& convinced American 
farmers that continued expansion of 
foreign markets is crucial to their 
economic well-being. It is similarly 
critical to the agribusiness community, 

which also expanded its facilities and 
earnings during the export expansion 
period of the 1970s. This entire group- 
farmers, labor, and the agribusiness 
sector-now has a vital stake in U.S. in- 
ternational policies. 

Despite the s m d  percentage of 
Americans actively engaged in farming, 
the agriculture sector in the United 
States, including farmers, agribusiness, 
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a d  retad food operations, is responsible 
for over 20 percent of the U.S. GNP and 
22 percent of U.S. employment. 

In 1982, U.S. farmers contributed 
over $71 billion to the GNP. By the time 
this was consumed, other sectors of the 
kdus t ry  added $556 billion to its value, 
in effect generating $8 for every dollar's 
worth of product from the farming sec- 
tor. Assets in agriculture amount to 
nearly $1 trillion, an amount equal to 
ahtost 90 percent of the combined 
assets of all manufacturing corporations 
in the United States. The value of farm 
assets, with the economic activity 
generated by farm prod-clcts flowing 
through the economic system, makes 
the agriculture and food system the na- 
tion's largest industry and employer. 

In 1982, American consumers spent 
over $300 billion for food, about 15 per- 
cent of personal disposable income. This 
share is much less than the share spent 
for food in the United Kingdom, France, 
Japan, and virtually all other developed 
countries. The tremendous growth in 
prcductivity of the 13.S. agriculture and 
food system has freed billions of dollars 
of consumer income for the purchase of 
other goods and fox savings and 
investment. 

U.S. agricultural expats consistently 
set new value and volume records 
through the 1970s, bit peaked in 198 1 
and have declined since then. In FY 
1983, exports fell to 534.8 billion, 21 
percent below the record high. This 
resulted primarily from a slackening in 
demand brought about by the worldwide 
recession, the severe debt crisis, strong 
appreciation of the dollar placing our 
products at a competitive disadvantage, 
the increased use of export subsidies by 
our competitors, and abundant harvests 
elsewhere in the world. VI%ile some 
recovery in exports is expected this 
year, the decline surfaced longer tern 
troublesome problems for U S .  trade. 

Hope of achieving the full potential of 
expanded markets for agriculture, with 
resulting benefits for the United States 
and developing country economies, 
hinges on whether or not we can achieve 

a t d y  market-oriented world trading 
system. En recent years, we have seen 
competitors increase exports while 
employing predatory trade practices to 
prdtect their domestic markets and ex- 
ploit foreign ones. Many of these co-m- 
tries have artificially stirndated a higher 
level of production to promote 
agricultural exports than their domestic 
resource base would justify. Many 
developing countries have also attempt- 
ed to achieve agricultural self- 
sufficiency, often supported by import 
substitution prslicies of development in- 
stitutions in the past, which resulted in 
the inefficient use of increasingly scarce 
resources. 

Most important, other exporting na- 
tions with abundant supplies compete 
fiercely for the available markets, fre- 
quently employirip; practices r ,~ t  
available to U S .  exporters- The most 
direct of these is the use of export sub- 
sidies to penetrate markets, most 
notably by the Europem Economic 
Community (EEC). Ar~other is the use of 
concessianal financing, primarily rnLued 
or blended credits which, by reducing in- 
terest rates: effectively reduce the cost 
of products to the importer. (These com- 
petitor subsidies accounted for $950 
million, or 13 percent of the drop in U S .  
agricultural exports from 1981 to 1983.) 
Our farmers thus now compete against 
the national treasuries of other coun- 
tries. Such measures are used less when 
markets are expanding rapidly, but their 
adverse effect on U.S. acr;ricdtural ex- 
ports becomes pronounced in slow 
growth periods. Given the outlook for 
slower market growth in the future, they 
can be expected to be a persistent con- 
cern in such a trade environment. (See 
Figures D. 1 and D.2.) 



FIGURE D.1: 
U.S. Share of World Trade, 
Selected Commodities 
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Recommendations 

ADDRESSING THE THIRD 
WORLD DEBT CRISIS 
AND FOOD AID hTEEDS 
The P.L. 480 Faod for Peace pro- 

gram sfiodd be at least doubled to 
help avert starvation, alleviate gover- 
ty and malnutrition, expand develop 
ing country agricultural markets, and 
support private sector growth. 

Discussiw. In the short term, food aid 
can contri~ute to meeting the gap be- 
tween foud supplies available in develop- 
ing countries and unmet food require- 
ments, particularly in lower income 
countries. There is the strong possibility 
that the developing wq '3 u ill face a ma- 
jor food shortage witl-' a decade-far 
greater even than thL ?resent shortage 
in We need to significantly in- 
crease our P.L. 480 program to help 
avert this crisis. 

An economy cannot hope to improve if 
the vast majority of its people are near 
stamtion or if most of its budget is ex- 
pended on importing foud supplies for 
szbsistence. With our abundant 
resources and I&-deserved image as a 
humanitarian nation, we should be at the 
forefront of the relief effort in Africa and 
elsewhere in the worid. 
W e  recommend a significant dollar in- 

crease in the P.L. 480 program, to at 
least doubf e its cment level in 1985. * 
This i n c r e e  should be keyed to 
meeting needs and averting stamation- 
Although the quantity of food provided 
by a doubhg of the h d s  available for 
P-L. 480 wilf depend on the level of 
prices, it is currently estimated that 
commudity prices mill rise only slightly 
dver the next five years. The additional 
funds d, therefore, provide approx- 
imately 6 million metric tons of com- 
modities each year from FY 1985 to FY 
1989, bringing total OECD donor corn- 
try food aid to approximately 15 million 
metric tons. 

A significant increase in P.L. 480 %ill 
help meet critical iood needs, signal the 
intention of the United States to meet 

these needs through official food aid, 
and provide significant benefits to the 
U.S. economy while strengthening the 
long-term ability of developing countries 
to meet their own needs. 

Provision of substantial food aid urould 
also provide some debt burden relief 
because large donated food supplies 
could free up some foreign exchange for 
debt retirement purposes. This is 
especially true if other donor countries 
are encouraged to increase their con- 
tributions by a comparable amount. 

We recognize the concern that large- 
scale increases in food aid could senre as 
a disincentive to iocal production. 
Therefore, as an important component 
of the exparded program, appropriate 
assurances must be obtained during the 
agreement negotiation process that 
policies will be adopted to maintain 
domestic producer prices where they are 
adequate and increase producer prices 
where they are not adequate incentives 
for domestic production. Sufficient 
safeguards must also be in place to 
assure that additional quantities will not 
disrupt commercial markets or exceed 
the absorptive capacity of the local 
distribution infrastructure or of program 
implementing agents. ,AID should con- 
sider establishing a program to provide 
short-term financing to help developing 
countries address these constraints 
wherever they preclude the prograrn- 
ming of addition21 food aid. 

ADDRESSING 
EMERGENCY 
FOOD ,MD NEEDS 

Additional mechanisms must be 
provided to respond quickly to 
emergency food aid needs. 

D Flexibility to use the emergency 
provisions of the Food Security Wheat 
Reserve Act should be increased. 

D Flexibility to use Commodity Credit 
Corporation borrowing authority should 
be increased. 

Discusswn: In addition to greatly in- 
creasing the size of the U.S. food 
assistance program, additional flexibility 

- NOTE-. 
Refefence to a 
doubIing of the 
P.L 480programis 
basedontheapprox- 
irnately 6 millioo ma 
--ap 
p r o d  for FY 3 9 8 4  
and panned for FY 
1985attketimethe 
T*-devecoped 
this re cam^. 

inasases %-zZgm.*& 
a r e e I ~ t 0 ~  
N 1 %5 shipments to 
a3orrt 8 miHii. m. 
werenotcorrsidered 
intheTaskForce 
anaiysis. 



must he  provided to address critical food 
aid needs in a timely manner. The 
establishrr~zn: of the $50 million Special 
Presidential Fund would be a major step 
toward meeting this objective. 
However, more must be done. In par- 
ticular, we recommend increasing the 
flexibility to use the emergency pxovi- 
sions of the Food Security Wheat 
Reserve Act. This Act was designed, in 
part, to provide additional flexibility 
under P .L. 480 to meet emergency 
humanitarian food needs resulting from 
natural disasters. However, this authori- 
ty has never been used. Even when 
substantial emergency food needs exist 
and P.L. 480 emergency reserve funds 
are extremely limited, AID is not able to 
use the Act to provide immediate relief 
because Congress requires that sup- 
plemental funding be sought first. While 
the Task Force supports the current re- 
quests for supplemental funding for 
P.L. 480 to provide emergency food 
assistance, we do not believe starving 
people should have to wait until the U.S. 
legislative process can be completed. 
Rather, agreement should be reached 
between the Administration and Con- 
gress on providing zdditional flexibility 
to use the wheat reserve whenever ex- 
traordinary- needs arise, with costs to 
CCC reimbursed through subsequent 
appropriations, whether regular or 
supplemental- 

Because the wheat reserve may have 
limited usefulness when disaster strikes 
countries that are not traditional wheat 
consumers, CCC shuuid also have the 
flexibility to address emergency needs 
through its borrowing authority. While 
an unallscated reserve of P.L. 480 funds 
is maintained for such purposes, too 
often it is insufficient so that our 
response to disasters results in shifting 
comudities away from previous com- 
mitments to voluntary agency food 
donation programs- It is extremely im- 
portant that the U.S. Government not 
shift commodities away from voluntary 
agencies. The United States and the 
~iesident need the authority to send 
food to any de~7eloping country in the 

world threatened by drought or famine 
beyond current budgetary firnits on 
regular P.L. 480 programs. Once 
disaster strikes and the President 
declares a state of emergency, food aid 
shodd start and be justified in sup- 
plemental appropriation requests. Such 
aid would be temporary, ending when 
the crisis has been adequately 
addressed. 

AGRICULTURAL 
PRODUCTIVITY 
IN DEVELOPING 
COUNTRIES 

U.S. food assistance s h o d  be used 
more effectively as an incentive for 
develophg countries to adopt policies 
that promote reliance on market 
forces and the local private sector to 
increase agricultural production. 

C! The authority to accept local cur- 
rency payments under Title I should be 
restored. 
0 Guidelines for invoking the debt- 

forgiveness provisions of Title -611 
agreements should be liberalized. 

B A revolving fund to finance private 
enterprise projects should be established 
with P.L. 480 repayments. 

Discusskm.- Recognizing the primary 
importance of recipient government 
policies to agricultural development, Ehe 
U. S. Government has for many years re- 
quired developing countries to take cer- 
tain "self-help7' measures as a condition 
of P.L. 480 Title f agreements. These in- 
clude measures to promote agricultural 
production, resezrch and development, 
and to create a favorable environment 
for private enterprise and investment. In 
negotiating agreements, the U.S. Gov- 
ernment should require h e r  corn- 
rnitments to adopt policy changes that 
will facilitate the estabhshment and 
development of self-sustaining private 
enterprise. 
To gain greater leverage for policy 

changes affecting the private 
agricultural sector, the President shodd 
ask Congress to restore the flexibility to 
make Title 'I sales for local cwency. 



Originally, P.L. 480 provided for conces- 
s i o d  safes in exchange for local curren- 
cies. These U.S.-owned local currencies 
were then used to finance mutually ac- 
ceptable development projects. Later, 
fhe law was changed to require dollar 
rather than local currency payment but 
with concessional credit terms attractive 
to the recipient country. Lmd emen- 
cies are sti l l  generated under such 
agreements through sale of the food in 
the marketplace, but they are owned by 
&e recipient government which, in turn, 
has a d o h  obligation to the U.S. 
Governmeqt. How the local currency 
generstions are used depends largely 
upon the effectiveness of U.S. negotia- 
tions at the time of entering into the con- 
cessiod sales agreement. 

To gain more leverage in negotiating 
policy reforms, Title. 111 was later added 
to P.L. 480. I provides a "debt- 
forgiveness" incentive for all or part of 
the P.L. 480 agreement. The debt- 
forgkeness provision under Title III is 
to be exercised only where LDCs accept 
and any through on significant policy 
initiatives. When the debt-forgiveness 
provision is activated, the recipient 
government is not required to repay the 
U.S. loan either in d o k s  or in local cur- 
rency. Because Title III programs may 
offer a greater incentive to host govern- 
ments to negotiate palicy initiatives, ad- 
ditional flexibility to invoke the debt 
forgiveness provisions of this title 
should dso be established. The 
availability of alternative financing ar- 
rangements under P.L. 480, from Title I 
I d  currency to longer term Title III 
agreements, provides a "shopping 
basket" flexib'ity for considering the 
needs and terms most suitable to a 
developing country at any given time. 

A program to use some of the Title I, 
P.L. 480 dollar repayments for private 
enterprise development would provide 
needed foreign exchange to the 
economies of recipient cc ~mtries as well 
as additional suplpiitz 5; capital for in- 
vestment in private sector agricultural 
development projects. (These repay- 
ments total abu t  $400 m a o n  per year.) 

Although the authority to establish a 
revolving fund already exists, legislation 
to use P.L. 480 receipts for such a fund 
is needed. Such a revolving fund could 
complement the recently fonned PRE 
Private Sector Revolving Fund and 
could be linked to the proposals for the 
establishment of an American Agri- 
cultural gevelopment Corporation 
(ADC) and increased aid to other ICIs 
discussed elsewhere in this report. 

PRIVATE 
ENTERPRISE 
DEVELOPMENT 

- -  pp -- 

The private sector provisions of 
P.L. 480 must receive much more em- 
phasis than is currently the case. 
a A major portion of local currencies 

generated by the P.L. 480 program 
should be used for direct investment in 
private enterprise projects. 

D The USDA Agriculm 
Cooperator Program should receive in- 
creased local currency funding under 
P.L. 480 authority. 

Cl Private Trade Entity agreements 
should be reinstituted. 
a The role of private voluntary agen- 

cies should be strengthened- 
-Administrative procedures should be 
relaxed. 
-Multiyear commitments should be 
made. 
-Additional authority to generate focal 
currencies under Title fI should be 
granted. 
-Participation of PVOs in Title I11 pro- 
grams should be encouraged. 

Lead responsibility for Title I 
should rest with USDA's Foreign 
Agricultural Service. 
0 Program implementation should be 

freed from many of the current legisla- 
tive constraints and administrative en- 
cumbrances. 
-Extend Title III authority to dl U.S. 
foreign aid recipient countries. 
-Mainfain availability of Title 1 to 
needy countries regardless of whether 
or not they meet the poverty criteria of 
the International Development Associa- 
tion (IDA). 



-Distribute h d s  to the private sector 
in a timely manner. 
-Keep prescribed activities to a 
minimum. 
-Promote the eligibility of activities fur- 
ther dong in the im-to-market chain 
for P.L. 480 support. 

O Thc cost G£ cargo preference re- 
quirements should be removed from the 
P.L. 480 budget. 

 cussi ion: Essential as some public 
sector projects may be to provide 
necessary infrastructure, the absence of 
entrepreneurship, management skius, 
and enterprise-specific capital ac- 
cumulation critically limit the develop- 
ment process and seriously inhiiiit the 
potential of public sector investment. 
Therefore, most U.S. fooZ assistance 
resources should be channeled t d ,  private 
companies to stimulate privaie business, 
rather than to government for pubk 
projects. Recipient country govern- 
ments need to understand it is in their 
o m  self-interest to channel this 
assistance into the private sector 
directly or though indigenous relending 
institutions. 

Entirely aside from improved food 
availability, perhaps the greatest con- 
tribution P.L. 480 has made to economic 
development has been the generation of 
local currencies from sales in the 
marketplace that were reinvested in 
or6er to stimulate the country's own 
agricriftural economy. To the extent that 
such local currencies are effectively 
used in the agricdtwrd sector, they 
lessen future needs for f~reign aid. To 
the extent that they are utilized thxough 
the country's private sector, they offer 
greatex hope of sustainable progress in 
their own agribusiness economy. 

A major portion of t5e recipient- 
owned local currencies generated from 
local sales of P.L. 480 commodities and 
Pocal currencies acquired by the U .S. 
Government through Title I sales under 
the restored local currency authority 
should be used for loans to the private 
sector. The emphasis should be on 
agricultural and agribusiness develop- 
ment and on facilities to handle U.S. 

food, feed, and fiber imports. These 
loans should be made through local 
financial intermediaries that have the 
b~siness expertise to effectively 
evaluate private sector projects and to 
meet the needs of small and medium 
scale businesses, expecially in d 
areas. 
The Task Fcirce notes, in particular, 

the valuable contribution the USDA 
,Igriculturd Cooperator Program has 
made in stimulating private enterprise in 
developing countries. Local currencies 
generated under P.L. 480 were original- 
ly available for this joint U.S. Govern- 
menz -priva te-sector-funded market 
development effort. The government 
portion of funding is currently provided 
through dollar appropriations that have 
constituted a decreasing proportion of 
total program costs over the past 15 
years. Slibstantially increasing the use 
of P.L. 480 local currencies to support 
A g r i d k a l  Cooperator program ac- 
tivities, such as those designed to im- 
prove livestock feeding and feed and 
food processing capabilities, is precisely 
the type of private sector activity for 
which a larger proportion of U.S. food 
assistmce resources should be used. 
P.L. 480 legislation specifically 

authorizes direct negotiation of Title I 
agreerneilts with US.  foreign 
private trade entities (PTEs), Due to the 
program's multiple objectives, increases 
in commodity prices, and limited fund- 
ing availability, the authoi-ity for PTEs 
has not h e n  used in recent years. 
Reinstituting the P T E  program could 
significantly increase private sector in- 
volvement in P.L. 480 assistance efforts 
and greatly enhance the program's im- 
pact on the developmeat of self- 
sustaining private enterprise in devdop- 
ing countries. In the past, the PTE pro- 
gram effectively stimulated private 
enterprise activities in developing cow- 
tries and increased the participation of 
the private sector in U.S. development 
assistance efforts. For example, the 
1967-1972 PTE agreement with the 
Korea Silo Company resulted in the con- 
struction and equipping of the grain ter- 



mind faci2ity at the port of Xnchon, 
Korea. The agreement with Purina- 
Korea, Inc. established facilities for the 
production of animal feeds. The PTE 
program has also been effectively used 
to increase the fimding capabilities of in- 
termediate credit institutions lending to 
agg-icultm-al cooperatives. 

A timely advantage of the PTE pro- 
gram is its abiilty to cut scross national 
bcrmdar;,es. This program coilld be very 
useful in addressi~lg regional problen~s 
in light oi the success of rhe Adrninistra- 
tion's Cixibbean Basin Initiative and the 
need to develop additional tools far such 
region4 approaches to development. 

One segnent of the U S .  private sec- 
tor t a t  has played a critical role in pro- 
moting zgicuI twd develcpment 2nd 
meeting humanitarian needs irr develop- 
ing countries is the Private Voluntary 
Organizations (PVOs). The role of PYOs 
in U.S. Government food assistance pro- 
grams, however, is often restricted by 
the extensive program review process, 
restrictive administrative procedures, 
and lack of multiyear program 
commitments. 

Further, the ability of PVOs to iden- 
tify agricultural development appor- 
tunities independently, within the con- 
text of a particular coulitry's develop- 
ment priorities and needs, has 'been re- 
stricted by t: - overall program priorities 
established b-j AID in Washington. 
When a PVO program can be designed 
to  address a high priority problem m the 
recipient corntry, it is often easier to 
both reach amiable workkg arrange- 
ments with hest coQntry instltrlti~ns and 
gather additiona1 resources for the 
devsloplrient effort. This is particularly 
relevant to the promotion of private 
enterprise, which has trgdifionally 
received scant attention due to the over- 
riding rerief or emergency assistance 
orie2tation of Tide If prcgrarns. A 
prf-gate sector emphasis will provide not 
only today's sustenafice but, also the 
wherewithal to meet humanitarian 
needs aver the longer term by pro- 
moting market economies and self- 
sustaining private enterprise activities. 

The wealth of experience ammg 
PVBs in rjxal areas could also be effec- 
tively used in Title 111 programs. To 
date, there has been coasiderable dif- 
ficulty in identifying the appropriate 
mechanisnls to achieve the intended ob- 
jectives of Title III programs. Encourag- 
ing the PVBs to take an active role ixl jrn- 
p2ementi1lg Title III programs could 
reduce many of the difficulties c~rrentiy 
experienced by the program. 

However, a commitment to private 
sector promotion a~rd  enhancement of 
market-oriented activities often depends 
on the continued availability of 
resources. If we wish to encourage the 
commitment of resources and risk- 
taking by the private sector in develop- 
ing countries (in this case primarily xmd 
agricultural producers), multiyear c ~ m -  
rnitments of resources *cinder our food 
assistance programs become eve? more 

- 

nzcessary thar, under traditional food 
assistance programs 

U.S. food donation programs should. 
have more leeway to generate local cur- 
rencies to implement projects and in- 
crease the participation of indigenous 
private enterprise in development ef- 
forts. Under Tide If of P.L. 480, authori- 
ty to generate local c.mencies is severe- 
147 'limited. Restrictions on the ability to 
generate development funds under this 
program, ho-wever, in many cases 
preclude the implementation of ex- 
tremely effective programs involving 
the participation of both the United 
States and developing country private 
sector entities and the development of 
self-sustaining private enterprises in the 
!ocal economy. Such funds are par- 
ticularly critical to those Ieas~ developed 
countries that have mdertaken signifi- 
cant reforms in the a,al;lcdture sector, 
k t  lack the hnds  to carry out specific 
programs and projects to implement the 
s f  w policies. 

In terdepaflmen tal procedures f ~ r  
P.L. 480 program implementation are 
extremely cornp2icated z;zd lmddy 
burdensome 2nd need to be streamlined, 
(See Figures 43.3 and D.4.) In part, the 
current situation stems from the Z9zg list 



FIGURE D.3: 
P.L. 480-Title ID11 Program Flowchart 
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of conditions mandated by Congress that 
each project must satiuiy. The list has 
grown over the years with the m u d  
process of authorizations and appropria- 
tions. This is further aggravated by 
operating procedures established within 
the implementing agencies, which ~ f t e n  
includes a ccrnrnittee system for project 
review and approval as well as for other 
administrative decisions. This approach 
is also employed at the field level, put- 
ting additional time-consuming burdens 
on those responsible for operating the 
program. 

USDA should be made the primary 
ZT. S. Government entity responsible for 
implementing the private enterprise 
development objectives of U.S. food 
assistance programs. This is because of 
its greater experience with private 
enterprise programs and requirements, 
its ability to identify projects likely to 
improve the recipient country's ability to 
meet i ~ o d  needs tbxough increased 

agricultural productiun, knowledge of 
more efficient farrii-to-consumer 
distribution systems, and appreciation of 
the benefits of expanded private enter- 
prise participation in the agtidtural 
sector. With lead responsibility at 
USDA, the program wodd be used less 
for short-term political objectives and 
more for sound agricdturd policy 
change and productive agribusiness 
activities. 

In addition to a change in overall ad- 
ministrative responsibility, several 
legislative constraints need to be re- 
laxed. For example, the Title HI pro- 
gram is currently limited by law to t.he 
poorest developing countries. Fre- 
quently, these countries are not the best 
ones in terns of potential gains from 
policy reform. Extension of the Title III 
authority tcr all recipients of U.S. foreign 
aid would provide wider latitude to deal 
with policy initiatives for streggthening 
international private enterprise -where 



FIGURE D.4. 
Title I1 Program Development and 
Implementation 
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TABLE D.3: 
Benefits Achieved from an 
increase in P.L. 480 

SOURCE: 
U.S. Department of 
Agriculture, Offie of 
Budget and Program 
Analysis, 1984. 
NOTES: 
ahdditional funds re- 
quire to increase P.L. 
480 by $1 billion in FY 
1984 and to bring totai 
funding level to $3 
billion in each of next 
five years. 
bkost of file I mm- 
modities will be repaid 

Over 40 yean. 
C)~ost  of Title 11 cum- 
modities and shipping 
plus Title I Ocean . 
Freight Difterentiat. The 
Tile I OFD is the addi- 
tional mst of using U.S. 
bottoms in compliance 
with U.S. cargo 
preference re- 
quirements, which are 
not repaid by the red- 
pient country. 
d)~rojections were 
made assuming that 

target prices were 
frozen at CurreM levels 
and assuming target 
prices continued to 
escatate. Savings in 
price support programs 
resuil from the addi- 
tionai G.S. exports 
under P.L. 480 that 
reduce the cost of 
loans, deficiency 
payments. storage, and 
other expenses 
associated with the 
prsrams. 

@).A $2 billion increase 
in P.L. 480 in PI 1984 
was the maximum 
possible at the time tbe 
analysis was 
performed. 
f)8ased on :he p!anned 
FY 1985 program {eve! 
of approximately six 
million tons at the time 
oT the analysis. Does 
not indude su5sequent 
increases raising FY 1985 
shipments to an mi- 
mated eight million tons. 

(in $ millions) FY 84e FY 85f FY 86 FY87 FY 88 FY 89 Total 
Cost - of Increase in P.L. 480 ....... ........ ................... , ................................................. .--. 

Total Cast2 1,000 ........................... 1,339 1,306 1,272 1,238 1,203 7,358 .......................... .,. .............. . 

Less recoverableb 665 884 862 84P 817 794 4,862 
Net Costc 335 . ................. 455 ..., ., 444 432 421 409 2,496 ................................................ 

Title I OFD 85 120 118 '1 14 111 108 656 . . - ................ ...................................... .-- ......... . . ,. , 

Title I1 250 335 326 318 311) 301 1,840 
Savings in price support programd .... .................. ........... ., ............................. .,- ,. ...... .................. 

Frozen targets 2 18 382 54 f 866 
-.- ...................... ........................... . , ...... ........... ........................... 1,120 982 .. , .... , ................ 4,109 

Escalated targets 218 382 666 1,305 1,200 1,422 5,193 
Net Benefit (Cost) ... ........... ... . ,. ........ ......................... .. . . . . . . .  , ........... ., .................. 

Nonrecoverable 
P.L. 480 less (1 17) (73) 97 434 699 573 1,613 
frozen targets . , ,. ..... ............................ ......................................... 

Nonreco~7erable 
P.L. 480 less (1 17) (73) 222 873 779 1,0'!3 2,697 
escalated targets - 

the pay-out would be greater. 
The Title I program is also subject to 

the current restriction or, the proportion 
of funds (only 25 percent) that can be 
allocated to countries with per capita in- 
comes above the IDA poverty level. 
Removal of this restriction would meet 
several objectives. 

In the first place, the conditions re- 
quired for effective private enterprise 
development are more likely to exist in 
middle-income developing countries. 
Thus, the majority of potentially suc- 
cessful projects u7ifl be found in middle- 
income countries with more established 
commercial markets. Furthermore, the 
opp~rtu~ities for expanding mark,ets for 
agricu1turdl commodities, both in- 
digenously produced and imported, are 
likely to be greater in middle-income 
countries. 

The second important objective is pro- 
viding some relief from excessive debt 
burdens during the current foreign ex- 
change liquidity crisis. In recent years, 
many of the Iower income countries 
were not viewed as good credit risks 
and, therefore, much of the development 
assistance provided was in the fonn of 
grants. Middle-income countries, on the 
other hand, were extended significant 
amounts of financing based on their 
growth potential and perceived credit- 
worthiness. It is primarily the middle- 
income countries that could benefit from 
the debt relief aspects of the increased 
P.L. 480 funding levels. 

Finally, many of the operational pro- 
cedures required for P.L. 480 program 
implementation should be streamlined, 
from those pertaining to groject ap- 
proval to those dealing with the 



mechanics of commodity shipment. 
In particular, the current cargo 

preference requirem~qts of P.L. 480 
significantly complicate the administra- 
tion of the program and greatiy diminish 
the funding available to finance corn- 
rnodity purchases (by more than $1 00 
million this year done). The additional 
P.L. 480 h d i n g  could provide signifi- 
cant additional quantities of food if cargo 
preference costs were not paid with 
B.L. 480 funds. Merchant marine sup- 
port should be funded separately based 
on the merits of such support. It should 
not reduce funds available for U.S. 
foreign assistance eEorts or complicate 
otherprogram operations. At the very 
least, the cost of cargo preference corn- 
plimce should be identified and paid for 
as a separate line item in the budget, 
rather than through the budgets of other 
programs. At best, cargo preference re- 
quirenents should be eliminated entire- 
ly, particularly under P.L. 480, and 
replaczd with a more cost-effective 
direct subsidy program for the merchant 
marine. 

Certain forms of foreign assistance 
and some programs designed to 
stirndate trade are extremely cost- 
effective. They achieve their objectives 
at little net cost, while pro-viding signifi- 
mat benefits to the U.S. econcmy. The 
best foreign assistance programs, not 
only leverage resources to the maximum 
extent possible, but aiso provide max- 

benefits at minimum cost. 
1 n times when cornmodi@ prices are 

low and large quantities of U.S. 
agricuttural commodities cannot be ab- 
sorbed in conunercial markets, food 
assistance is one of the most cost- 
effective forms of foreign assistance. 
For illustrative purposes, the Task 
Force exmined the impact of doubling 
the P.L. 480 funding level over the next 
five years.* Such an increase would pro- 
vide approximately 6 million tom of food 
to help meet critical food r;zeds aqd 

some improvement in the current- 
ly inadequate diets of millions of people. 
Fuxffienn~re, this mmdd result in a 
benefit-cost ratio of nearly 2: I, 
nonrecoverable costs totaling only $2.5 
billtion compared to projected price sup- 
port program savings of $4 to $5 billion. 
(See Table D.3.j Such a favorable 
benefit-cost ratio does not include addi- 
tional benefits to be derived from ex- 
panded cnrmmercid market oppor- 
tunities for U.S. agricultural exports, 
the impact of a higher level of exports on 
general economic activity, or the 
employment opportunities generated by 
the increased economic activity. 

For example, doubling program fund- 
ing would generate approximately $1.6 
billion in additional economic activity, 
with benefits to the U .S. Treasury of ap- 
proximately $300 million in revenue, 
$80 million in unemployment savings. It 
wodd also create approxirrlately 20,000 
additional jobs. 

Given the importance of agr idture to 
the Unite8 States and the developing 
world and the multitude of benefits the 
program offers to both the U.S. and 
developing country ecanomies, a much 
larger share of total U.S. foreign 
assistance should be in the form of food 
assistance- Rather than paying o w  
farmers to idle productive land, our 
agricultwal abundance should be used 
to meet the critical food and develop- 
ment needs of less developed countries. 

'NOTE: 
See footnote on page 
146 and note $a on 
Page '53. 



APPENDIX E 

AID and Its Private 
Sector Initiative 
Action Brief 

AID'S private enterpri~ L 

initiative needs to be 
strengthened and more 
M y  integrated into the 
mainstream of fie 
agency. While some ac- 
tions may require 
!egislative OK wider ex- 
ecutive branch approval, 
there is much that AID, 
wit& its existing 
authorities, can do. 

AID and Its Private Sector 
Initiative 

The President's Task Force on Inter- 
national Private Enterprise addressed a 
broad spectrum of U.S. foreign 
assistance programs and agencies. This 
action brief consolrdates and expands 
upon those recommendations that relate 
directly to AID, and focuses on those ac- 
tions that can be taken without address- 
ing the broader question of U.S. foreign 
assistance stn,~ct:xaI reorganization. 
This brief does not deal with the 
Overseas Private Investment Corpora- 
tion (OPIC) or the Trade and Develop- 
ment Program (TDP) which, along with 
AID, are components of the Interna- 
tional ~evelo~ment  and Cooperation 
Agency (IDCA). While AID presently 
carries out many of the activities dealt 
with below, in our view there are 
substantial qualitative and quantitative 
differences between what is presently 
done and what shodd be done. 

Surrunary of 
Recommendations Relevant to AID 

The recoanrmended actions have been 
divided into two sets: f I) those ac&ons 
which AID can immediately undertake 
within  it^ existing authority, and 
(2) those actions that may require out- 
side authorization procedures (i.e., 
legislative action), or other U.S. Govern- 
ment approval such as the Department 
of State. Keeping this division in mind, 
we propose that AID undertake the 
following actions to support private 
enterprise in developing countries. 



SI Strengthen and fully integrate the 
private enterprise initiative into the 
mainstream of AID. 

Emphasize private enterprise in 
policy dialogues with developing coun- 
hies. Target more assistance to and 
through efficient private entities rather 
than governments. 

lgsB Devote a larger share of AID'S 
resources to co&tries that adopt a 
policy framework conducive to private 
enterprise, investment, and trade. 

Instruct AID missions to submit 
realistic and viable private sectar 
smtegies as part of the PJD Country 
Development Strategy Statements 
(CDSS) and identlfy ways to expand 
LDC private sector participation ir, A ?D 
projects. 
B Promote greater U.S. business 

c=ommd@ participation in AID- 
financed projects in developing countries. 

!d@ Emphasize trade considerations to a 
greater degree in designing assistance 
programs. 

Prepare detailed covntry-specific 
plms to support U.S. and indigenous 
private sector efforts as part of a com- 
prehensive strategy developed by am- 
bassadors and country teams in LDCs. 

PROGRAiM 
DEVELOPMENT 

Support the fuIl and continuous 
cataloguing of all past and present AID 
activities dealing with private enterprise. 
a Increase substantially firiancial sup- 

port to developing country businesses, 
particularly though the funding of in- 
termediate credit iastitutions (ICIs), and 
encourage ICIs to provide equity fund- 
ing as well as loans. 
li$ Increase the involvement of PVOs 

in private enterprise development. 
Consider the advantages of entering 

into a major s e ~ c e ( s )  contract with an 
international commercial or investment 
bank to help design financial plans for 
projects and to train AID employees. 

Develop mechanisms by which AID 
missions can facilitate relationships be- 

tween U S .  and developing comtry 
businesses, with special emphasis on 
small businesses. 

H Allocate funds "c support specific, 
problem-sclvhg technical research with 
potential commercial application in 
devezoping countries. 
1 Broaden ties with the International 

financial cornm.unity and with vesture 
capital organizations. 
I Explore the feasibility of, and coor- 

dinate witnin the U S .  Government and 
other participmts, the establishment of 
a Privak Enterprise Institute. 
a Increase substantially the training 

of LDC citizens in the United States and 
overseas wid1 partiLculax emphasis on 
fields related to private enterprise 
development. Establish a private enter- 
prise training advisory boxd to assist 
AID ill this regxd. 

Sbppprzrt t?-2 private sector's in- 
itiative to establish an hsricaxa 
Agricalbxal Development Corporation 
with AID and U.S. private sector 
cofinancing. 

AID ORGANIZATION 
AND PERSONNEL 

Channel a larger proportion of AID 
financial resources to private enterprine 
development. 

Improve private enterprise skills in 
AID through in-house and academic 
training of AID personnel, as well as 
private sector exchange programs, and 
recruit skilled business people. 

M Detail AID personnel to other U.S. 
Governmerlt agencies &at deal rvith in- 
vestment, trade, =d commerce such as 
OPIC, Eximbank, the U.S. Trade 
Representative's Office, and the Com- 
merce Department. 

W f mprove AID'S ability to com- 
municate and work with business in the 
United States and in developing comtries. 
I Increase the budget and personnel 

of the Bureau for Private Enterprise and 
give it more approval and coordination 
authority over all mission and bureau 
private enterprise projects. 

!H Establish prjvate sector adviser 
positions in AID missions overseas. 

NOTE: 
8 = no outside 
authorization needed 
(in-house changes 
andlor d o c a t i o n  of 
existing funds) 
B =probbIe o~tside 
au&Q necessary, 
new funding required 



Introduction 

The Task Force believes that actions 
that adhere as closely as possible to the 
intent: of the recommendations that 
follow will improve AID's performance 
in carrying out the private enterprise in- 
tiative. We believe these recommenda- 
tions are reasonable; many draw from 
and expand upon past AID experience. 

will ultimately serve to help ATD to 
address more effectively the basic 
human needs of the people of the Third 
World. 

POLICY 
Strengthen and fully integrate the 

pevate e~terprise initiative into the 
mainstream of the agency. 

In terns of linking private enterprise 
to development efforts, the Task Force 
considered the fact that foreign 
assistance programs authorized under 
the Foreign Assistance Act of 1961. are 
driven, in large part, by the desire to 
meet basic hurnan needs (SHN). The 
Task Force believes that much good has 
come from this objective, such as AID's 
concentration on the small farmer and 
its attention to developing country 
education and basic health case. We 
believe that these needs can be met on a 
sustainable basis only when .h ere are 
ample opportunities for employment and 
the f d  utilization and development of 
human resources. Rather than corn- 
peting with AID'S BHN focus, reorient- 
ing foreign assistance programs toward 
the dynamism of the private sector will 
actually support and reinforce BHN 
goals. 

While: the BHN concept complements 
a private enterprise thrust, neither Con- 
gress nor AID has maved toward full in- 
tegration or balance of the two in the 
foreign assistance program. One reason 
this may be the case is that traditional 
foreign assistance groups have not 
recognized this complementarity and 
have not brought this message tc Con- 
gress. AID must actively strive to car- 
rect this. Congress must go on record 

regarding AID'S involvement in private 
enterprise. We believe Congress would 
endorse a strong commitment, par- 
t idar ly  because it couid result in ex- 
panded trade and increased employment 
for both the United States and the 
developing world. 

While AID has done much to foster 
private enterprise, much more needs to 
be accomplished. For example, AID'S 
mandate and approach to private sector 
development needs to be strengthened 
in terms of legislative language and 
resource availability. PRE's approx- 
imately 1 percent share of the entire AID 
budget hardly bespeaks strong support 
and commitment to the initiative. Con- 
gress and the executive branch also 
need to recognize that private enterprise 
is syno~ymous with risk-taking. Ventme 
capital financing, ICIs, prototype proj- 
ects with replication potential, cokanc- 
ing, brokering projects, and the new 
?RE Revolving Fund are all measures 
that should have full executive and 
legislative support. 

Emphasize private enterprise k g  

policy dialogues with developing 
c o m ~ e s .  Target more assistance to 
and through efficient private entities 
rather than governments. 

AID presently channels most of its 
funds through developing country 
government agencies. As a U.S. 
Government assistance program, we 
understand the need for AID to work 
with developing country governments in 
reaching agreement on programs. 
However, in many cases it is not 
necessary for developing country 
government agencies to actually imple- 
ment the programs. Once the govern- 
ment has given general concurrence to a 
program concept, AID should increas- 
ingly look to the United States and 
developing country businesses as - - 

vehicles to implement the programs. In 
this regard, we commend MD's Bureau 
for Pri-vate Enterprise (PRE) for its im- 
aginative use of venture capital, in- 
surance, and leasing companies to 
undertake AID-f inanced activities. This 



is an effective way to leverage scarce 
foreign assistance funds. In addition, we 
note the imaginative work undertaken 
by MD's Bureau for Latin America and 
the Mbbean (LAC) in support of the 
Caribbean Basin Initiative. For example, 
they have explored ways to help develop 
trading companies by financing com- 
mercial banks and development banks 
that, in turn, provide the necessary 
capital to trading companies. 

Devote a larger share of AD'S 
resources to countries tbat adopt 
policies conducive to investment, 
private enterprise development, and 
trade. 

 many AID missions and regional 
'bureaus have taken the initiative to in- 
volve private enterprise in their develop- 
ment efforts. However, AID has a long 
way to go before it is effectively organ- 
ized and committed to investment, 
private enterprise, and trade as key to 
development so that these areas will 
command a significant portion of AID 
resources. Af D has made an impressive 
start in certain areas, such as the pro- 
jects undertaken by the Caribbean Basin 
Initiative (CBI), and those developed by- 
PRE. 

Gemrally, in its "policy dialogue" ef- 
forts, AID has not felt it could forcemy 
and credibly insist on policy reform to 
support the private sector in exchange 
for AID funds. There are many reasons 
for this, ranging from U S -  political con- 
siderations to the small size of AID'S 
program in a given country so that the 
h d s  provide little leverage for change. 
Even in some countries where AID has a 
large budget, both the U.S. mission and 
the host government implicitly operate 
under the assumption that threats to tie 
AID funds to policy reform are CY '-- a 
"blff." This is because the host govern- 
ment believes that U.S. political in- 
terests in the country are so strong that 
the United States cannot afford to of- 
fend that country. Also, there is often a 
feeling among U.S. policymakers that if 
we were to follow through, the recipient 
country might turn to another donor, 

possibly the Eastern Bloc. 
While recognizine the dilemma, AID 

should concentrate ~ t s  resources in coun- 
tries that adopt a policy framework con- 
ducive to investment, private enterprise, 
and trade. AID funding should be 
responsive to a recipient country's will- 
ingness to develop its private enterprise 
system, paticdxly when actions are 
taken to remove disincentives. Proposed 
by the Reagan administration, the new 
Economic Policy Initiative for Africa, 
wherein $500 million would be available 
to African countries that pursue positive 
market-oriented policies, is very much a 
step in the right direction. 

Develop detailed plans to support 
U.S. and indigenous private sector ef- 
forts. These plans should be part of 
the comprehensive strategy 
developed by the U:S. ambassador 
and his country team. 

AID operates within the framework of 
overall U.S. palicy toward each country. 
The State Department and the National 
Security Council (NSC) develop an agen- 
da and a budget for each country with 
which the United States maintains 
diplomatic relations. Cumently, private 
sector issues do not have the position in 
most country team plans in keeping with 
their importance, particularly in LDCs. 

Discussion of policy approaches pro- 
vides frequent ~pportunities for key of- 
ficials in the host government to talk 
things over informally with the 
Ainerican ambassador, the AID mission 
director, and others. To guide these 
discussions and pinpoint targets of op- 
porhmity, each embassy should incor- 
porate into its planning a strategy for 
support to the United States and LDC 
private sectors as well as identify par- 
ticular policy changes to k. encouraged. 
This strategy should then e zrve the en- 
tire staff of the U.S. country team-from 
the ambassador down-as the 
framework for their efforts. 

Instruct AIID missions to submit 
realistic and viable private sector 
strategies in their Country Develop 



ment Strategy Statements, and ex- 
plore ways to better ensure greater 
private sector project implementa- 
tion in the field. 
An[d instructed its missions to develop 

private sector strategies in their CDSS. 
The initial respc~zse from many of the 
missions was perfunctory. AID project 
designers and managers and AID direc- 
tors must make a commitment to the in- 
itiative in order for it to work. One way 
to institutionalize the initiative is by 
shifting the burden of proof so that the 
CDSS must contain an explicit justifica- 
tion for funding a public sector project 
rather than a prh-ate enterprise project. 

There has been some indication of 
wider attention to private sector 
development in the foreign affairs com- 
munity. The State Department, in con- 
junction with AID and the Commerce 
Department, has taken an important 
step in identifying the private enterprise 
climate and constmints through its re- 
cent Investment Climxe statement 
publications. These pub!,imtions should 
set the stage for American ambassadgrs 
in developing countries to draw up an 
action plan that identifies the constraints 
to investment, trade, and private enter- 
prise, as well as a strategy to remove 
those constraints, including the use of 
AID resources. AID missions should 
utilize the information from the Invest- 
ment Climate Statements as well as 
other sources in their CQSS planning of 
private enterprise projects. 

PROGRAMS 
Fully cataX.ogue past and present 

AID activi.ries dealing with private 
enterprise. 

AID must -Nly and continuously 
catalogue what has and has not worked 
in its private enterprise development ac- 
tivities. AID possesses a state-of-the-art 
system of evaluation that allows it to 
closely monitor selected development 
projects from the proposal stage through 
the afterlife of the project stage. 
However, AID has not sufficiently 
catalogued "success" or "failure" in 
projects. This has led to gaps in AID'S 

memory of what works and does not 
work. Tne Task Force commissioned a 
special study to catalogue AID'S gast 
and present private sector activities 
designed to foster trzde, development, 
and private enterprise. We recommend 
AID b d d  on this study. 

New private sector-related projects 
undertaken during this Administration 
have not yet reached a point where they 
can be fully evaluated. Also, we 
recognize that developing a track record 
for this type of initiative requires several 
years before results are available. We 
believe that private enterprise develp- 
ment efforts are seriously impeded by 
the lack of readily accessible infoma- 
tion on completed or in-process projects. 

Nor does M Y  know exactly how much 
of its budget is devoted to private enter- 
prise development. In large part, this is 
due to differing interpretations 
throughout AID as to what constitutes 
private enterprise. Private enterprise is 
a broad and complicated concept and cir- 
cumstances differ from country to coun- 
try. AID must establish a working 
definition to provide guidmce to its field 
missions. Included in this definition 
shodd be development projects that 
directly foster market-oriented policies 
and the growth of trade; attract private 
domestic and foreign investment; and 
build up profit-making, nongovernment 
~ r g ~ i z a t i o n s  that generate employ- 
ment. Until AID darifies its working 
definition, it will continue having dif- 
ficulty institutionalizing its private sec- 
tor intiative and rewarding those who 
have made major efforts to carry it out. 

AID projects must take into account 
their positive contribution to the 
economies of both the recipient LDC 
and the United States. The impact of 
AID projects upon both the U,S. and 
LDC economies is an important yard- 
stick in determining their viability. Im- 
portant factors, such as employment 
generation, two-wag trade stimulation, 
and market expansion, are an integral 
part of, and not separate from, a proj- 
ect's devel~pmental impact. 



Substarmtially imxease finmtid 
support to developing country 
businesses, particdar1y through the 
h & g  of intermediate c r d i  in- 
stitutions (ICIs) a d  enc-ge ICIB 
*Q provide equity funding as wen as 
loans, 

Aong with managerial talent, equity 
is one of the scarcest resources for 
private sector activities in AID-assisted 
countries. AID is currently permitted to 
accept debentures with equ'ty features 
in financing projects. Present legislative 
authorities are sufficient for those 
special situations in which AZD might 
want to have a direct profit participation 
in one of its projects. As a general rule, 
however, we do not believe it ap- 
propriate for a sovereign government to 
own eqyity of a business in another 
sovereign country. 

There are various alternatives by 
which equity financing can be offered 
without direct U.S. Government par- 
ticipation. AIL) does make loans to finan- 
cial institutions that, in. turn, can offer 
equity fiancing. The Task Force 
strongly recommends an increase in this 
kind of activity. ICIs should be en- 
couraged to provide capital funds to 
their borrowers, when appropriate, and 
undertake limited venture capital types 
of financing- 

Increase the involvement of PVOs 
in private enterprise development. 

AID should increase its support and 
utilization of PVOs that assist private 
enterprise development, particularly 
those that facilitate the involvement of 
U.S. private enterprise in d -el~ping 
corntry activities. Emphasis should be 
on U.S. small business and the promo- 
tion of inv2stment and trade relationships. 

AID should also encourage the foma- 
tion ~i partnerships between AID, the 
PVOs, and U.S. business in order to link 
U.S. h s  with de ,-eloping counQ- 
private enterprises. New means and fara 
should be developed irr which the U.S. 
business community can join forces with 
the PVO community to develop new ap- 
proaches to stimulate international 

business relationships. Corporate sup- 
port for private enterprise-oriented 
PVOs is essential. 

US.  trade associations and voluntary 
business associations should be en- 
couraged to form nonprofit subsidiaries 
or to work with existing PVOs to help 
bring their industry's resources to bear 
in meeting developing country needs. 

Through its Burea:a ir;r Private Enter- 
prise, Office of Small and Cisadvan- 
taged Business Utilization, Bureau for 
Food and Voluntary Assistance, and the 
Advisory Committee on Voluntary 
Forei@ Aid, AD should promote the in- 
country capabilities of PVOs to the U.S. 
business community, as well as to other 
government agencies, arid should en- 
courage PVOs to join forces with U.S. 
business to help meet deve'aprnent needs. 

Examine the possibility of a major 
sedces contract with an internil- 
tiondl co~llmercial or investment 
b a d  to help design financial plans 
for projects and to tracin 0 
employees. 

AID should consider signi~g a serv- 
ices contract with an international (U.S.) 
commercial or investment bank to help 
AID design financial schemes for proj- 
ects and upgrade AID banking skills. 
Under such an arrangement the bank 
would provide ,4ID 6th experts in this 
field, train present AID employees and 
imbue in A D  a "commercial" D r  
"priv2te enterprise" attitude toward 
fmancing . 

Facilitate relationships between 
U.S. and developing country 
businesses with special emphasis on 
small businesses. 

The role presently played by the 
lager,  multinational firms is indispen- 
sable to international trade and develop- 
ment. The U.S. Government and its 
averseas representatives should support 
the efforts of these firms. Yet we par- 
ticularly believe the United States 
should activeiy support the efiorts of 
small arid medium-sized J.S. and 
developing country businesses. 



Small and medium-sized businesses 
are the heart of the private sector in 
most of the countries in which AID 
operates. They are the pximary source 
of employment. AID needs to do more in 
the catalytic role of bringing local and 
U.S. small and medim-sized businesses 
together, particularly because local 
businesses can learn from US. 
businesses and because they face similar 
challenges. AID can provide infoma- 
tion, ideas, and money to provide 
'linkages through trade associations and 
voluntary business associations where 
appropriate. 

AID must develop credit, training, and 
technical assistance packages that are 
responsive to small business in develop- 
ing countries. While recognizing that it 
does require considerable admirristrztive 
work to develop such packages (i-e., it 
often takes as much time and cost to pro- 
cess a $10,000 loan as a $1,000,000 
loan), the objective of helping small 
business is well worth the effort. AID 
should also help small businesses in 
developing countries join together to ex- 
port their products. 

Export trading companies can be 
enlisted by AID to help design, imple- 
ment, and evd~ate projects that support 
private enterprise. 

Allocate funds to support specific, 
problem-solving technical research 
with commercial application io 
QeveIophg countries. 

An educated guess places at least 
some degree of technical transfer in over 
90 percent of all AID projects. However, 
AID does not f d y  recognize (or utilize) 
the real magnitude and potential of the 
technology transfer aspect of its ac- 
tivitie~. AID needs to find imaginative 
ways to adapt and apply new md ex- 
isting technologies to developing coun- 
try needs. This can be done through sup- 
port fox joint ventures with U.S. firms, 
and through licensing zrrangements and 
similar means of come~cializing the 
process, while involving private enter- 
prise in development. AID should make 
a concerted edfort to understand the pro- 

cess of tecb~ology transfer between 
private enterprises and consider setting 
aside funds to support specific, problem- 
solving technological reseasch that has 
clear, commercial application in the 
developing world. It should also assure 
that the benefits of that research he 
made available to LDCs at a reasonable 
price. The BIRD Foundation model, 
which involves joint participation by 
recipient and donor countries and en- 
trepreneurs, is worthy of replication 
elsewhere. 

Broaden ties with the international 
financial community and with t7en- 
ture capital organizations. 

International institutions such as the 
World Bank, the International Finance 
Corporation (IFC), the International 
Monetary Fwd (IMF), and the regional 
development banks play a crucial role in 
pressing for structunl adjustments of 
developing country economies, pro- 
moting private sector initiatives, and ad- 
dressing those conditions necessary to 
attract trade and investment. In pursu- 
ing policy reform, they have the advan- 
tage of bringing extensive resources and 
the approval of the international com- 
munity to bear on private sector 
development matters. They combine 
assistance specifidy targeted at policy 
reform with project loans, credit, train- 
ing, technical assistance, a d  direct in- 
vestment in private enterprise in order 
to strengthen conditions for self- 
financed private sector gr0mtl-1. 

AID should support those multilateral 
development institutions that foster 
private sector growth. In particu?. r, the 
M F ,  World Bank, and IFC merit the 
hU support of the U.S. Government. 
They have, in many cases, been suppor- 
tive of the "market-oriented" 
philosophy and have had a substantial 
impact on developing country leadership 
decisions. We must generously support 
such institutions, pariicdarly those pro- 
grams and projects that are directed at 
and are conducive to creating the condi- 
tions for private sector growth. In 
general, the multilateral development 



banks need to give much greater em- 
phasis, as the World Bank is present2y 
attempkg to do, to building up private 
enterprises in developing countries. 

Further, we should support the con- 
cept of the Multilateral Investment 
Gumtee  Agency, which has been pro- 
posed by the World Rank, as a means to 
attract private investment to developing 
countries. 

Cmrdhate the establishment of a 
Private Enterprise Institute. 

TVlde there are many institutions 
worldwide that address developing 
countq issues, none we uncovered focus 
primarily on the private sector and its 
role in development. Therefore, we 
recommend the United States, in con- 
junction with other donor nations, 
developing countries, and business 
esbblish a Private Enterprise Institute 
(Institute). 

There is preeently no central clear- 
inghouse for information and statistics 
that relate to private sector research. As 
the research center for private enter- 
prise development, one of the Institiate's 
primary functions would be the colfec- 
tion, analysis, and dispersal of data per- 
taining to the role of the private sector in 
economic development. Specifically, 
there is need for solid economic analysis 
that will convince developing country 
policymakers to rely more on the private 
sector and less on the public sector. The 
IMF, the Development Assistance Com- 
mittee of the Urgznization of Economic 
Cooperation and Development (OECD), 
and the World Bank are all very good 
sources of data, but because their focus 
is not directed toward the private sector, 
there are significant gaps in available in- 
formatiofi. (For instance, recently major 
private banks involved ixl loans to 
developing countries felt compelled to 
ireate an institution to monitor the in- 
debtedness of the borrowing nations.) 

The Institute would also collect and 
catalogue case studies on how develop- 
ing countries have successfully used the 
private sector to bring about economic 
growth. Special attention would be 

directed to projects funded by OficiaI 
Development Assistance (ODA) that en- 
courage private sector development in a 
country. Dissemination of the 
catalogued information will also be im- 
portant to the Institute's successfd 
operation. The analysis must be under- 
taken so as to be useful to governments 
seeking to foster private enterprise as 
well as businesses interested ir, 
understanding the ?+are sector climate 
of a partic~dzr country. 

Fundamentally, the Institute should 
be a collaborative project of ,-omtries 
that recognize that their own wall-being 
is dependent upon the dynamism oi the 
private sector. Developed and develop- 
ing cwitries that join together to form 
the Institute, wdl be tangible proof of 
the importance of free enterprise. The 
Institute would be structured so that 
every country benefiting from its 
counsel and services would be required 
to have some financial stake in it. One 
institutional approach to achieving these 
objectives would be to relate the In- 
stitute to the IFC in some fashion. 

The private sector should also par- 
ticipate in the Institute. Much of the 
data collected and analyzed by the In- 
stitute should be of value to enterprises 
ope* cting in the international market- 
place. By instituting a fee for services 
and advice, the hstitute would in time 
become self-financing . 

Substantidly increase the number 
of developing country represen- 
tatives trained in private enterprise 
development specialties both in the 
United States 'a.rl.d in develophg cow- 
tries. Establish a private enterprise 
training adoisory board. 

RTe recommend that there be a 
substantial increase in AID'S training 
that is directed to subjects related to 
private enterprise development. Train- 
ing should also be available to par- 
ticipants from the private sector. Fur- 
ther, U.S. and developing country 
privare sectors should be used, 
whenever possible, to provide business- 
related training. This tviU require m ~ c h  



more coordination of effort than present- 
ly exists. 

In conjunction with U.S. firms, we 
recommend that AID finance on-site 
training in the Vnited States. AID train- 
ing should strike a better balance be- 
tween academic training and practical, 
hands-on training with U.S. companies. 
Training in production processes, 
business management, finance, interna- 
tional business procedures, marketing, 
and other skills will have a higher V Z L ~ U ~  

in most countries than degree-granting 
programs. As much of this training as 
possible should be conducted thru~lgh 
and by U.S. business, to transfer the 
skills they have and to build long-eenn, 
mutually beneficial relationships. 

TUYQ other areas are worthy of greater 
attention: APD should provide assistance 
for in-country training programs that 
support the development of trade exper- 
tise and directly relate portions of its 
training efforts to U.S. private sector in- 
veswent and construction projects. 
AID might consider training assistaim 
in conjuncti~n with those projects for 
which American architecture, engineer- 
ing, and construction firms may be sub- 
mitting contract bids. 

Support the private sector's in- 
itiative to establish an American 
Agricultural Development Corpora- 
tion w2th N D  and W.S. private sector 
coman.cing. 

The US. comparative advantage in 
agriculture and the major importance of 
a&icdhre to developing countries 
make it particularly appropriate to focus 
on private enterprise initiatives in 
agribusiness. Currently, there is no 
private or public U.S. institution that 
can provide the necessary combination 
of equity capital and management exper- 
tise to facilitate the participation of 
private business needed to support 
agricultural development. (Although the 
World Bank's International Finance 
Corporation is available to American 
firms, it is a multilateral orgabation 
with no particular responsibility to ad- 
dress the specific concerns of American 

fims .) 
Furthermore, many agribusiness ac- 

tivities in EDCs continue to be per- 
folmed by public bodies (parastatals). 
Parastatal pedomance has proved un- 
satisfactory and, in many cases, they 
have become impediments to develop- 
ment. Private agribusiness firms codd 
perfom many of these intermediate 
functions rnme egiciently, given the op- 
portunity, resulting in market expansion 
and the creation of new jobs. Ar- 
Pnerican Agricultural Devebpmerzt 
Corporation (ADC), financed by both the 
public and private sector, could he12 in 
the transition of agribusiness activities 
in developing countries from public to 
private osvnershlp. 

Other industrialized rountries have 
successfully utilized the private sector 
through officially supported organka- 
tions. These countries have hamessed 
their own private sectors to provide both 
capital and technical and managerial 
know-how to private enterprises in 
developing countries. They not only use 
investment banking and venture capital 
approaches to satisfy directly the ffinan- 
cia1 requirements of the indjgenous 
private sector, but these officially sup- 
ported corporations also play a catalytic 
role in assembiing financial packages 
and facilitating transfer of t e c h i d  and 
managerial expertise. VVhile the format 
differs somewhat from country to corm- 
try, they have a common purpose: to 
bring market discipline to development 
projects and expand self-sustaining 
economic activity. Their basic objective 
is to pxzctice good devebpment while 
making money. 

The proposed ADC would be smc- 
tured as a for-profit venture, expected to 
recover its fees, earn profits, and pay 
dividends. In short, business mould be 
the vehicle to achieve other purposes. 
Equity capital would be subscribed by 
the private sector, with contributions to 
operating expenses in the initial years 
from private not-f or-profit organizations 
(major private foundations). Additional 
czpital would be obtained from AID, 
possibly through a convertible debenbe. 



A successful corporation would not 
only serve to facilitate private enterprise 
development in developing countries, 
but wo*dd also enhance market develop- 
ment md trade objectives as well. 
Through such a mechanism, the par- 
ticipation of U.S. private business in the 
development process would provide a 
much-needed supplzrnent to public aid 
in the form of increased direct private in- 
vestment. It would also provide the 
related transfer of modem technology 
and management skills, foster an en- 
trepreneurial spirit, and provide oppor- 
tunities for import or export expansion. 

AID ORGAtYIZATTON 
Ahl PERSONNEL 

Q,Z-&me31 a larger proportion of AID 
fixlaa.&al resources to g~vate enter- 
prise deve10pment- 
AID should significantly expand the 

mount  of financial resources-both 
operational and p~ogrmrr~atic-devoted 
to private enterprise development. 
Specifically, AID should devote a much 
larger share of its Development 
Assistance and Economic Support 
Funds @SF) to private enterprise ac- 
tivities. Redirectxon of the resource flow 
irr due coarse would translate into a 
sptbstmtially higher proportion of AID 
staff and time devoted to private enter- 
prise development. 

Improve private enterprise s W s  h 
AID through training of AID person- 
nel and recruitment of sMed 
busi3ness people. 

MD's BEN b s t  in recent years has 
meant that most permafient AID profes- 
sionals have skills that relate main1 y ro 
publicly-P-dministered social programs 
such as population control, health, nutri- 
tion, as well as agricultural develop- 
ment. Many have degrees and 
backgrounds in such fields as 
th~opology, agriculturet agronomy, 
economics, health systems, sociology, 
public administration, md the 
deveIopmenta1 sciences. Some also 
bring experience in intemtio~d affairs, 

as well as area studies. A large con- 
tingent of AID employees were once 
Peace Corps vofunteers. 

AID will continue ta need experts In 
the seas mentioned above; however, it 
is the Task For-ze's belief .that a greater 
balance in AID staff skills is required to 
adequately support the private sector kt- 
itiative. Without AID personnel who are 
well-versed and experienced in private 
enterprise activities, and are actively 
seeking opporhn;;ties to utilize private 
sector approaches to development prob- 
lems, the prospects that the initiative 
will take hold are not great. AID needs 
to emphasize the skills that w<ll be re- 
quired to szpport the private initiative in 
years to come. AID bjW;ig practices and 
personnel training p r o ~ s  should be 
more heavily skewed toward private 
enterprise background and skills. 

Present AID personnel should be af- 
forded the opportunity and encouraged 
to study in afier-hours training programs 
i~ fields dealing with international 
business, trade, markets, and finace. 
Such subjects as intemzitional- 
developing country business, trade, 
marketing, and finance should be among 
those receiving the bighest priority. 
AID-sponsored in-house seminars 
shodd focus on private enterprise 
development subjects, and codd be con- 
ci~cted by professioaaZs in the fields of 
international finance, trade, banking, 
and marketing. Conceivably, this codd 
be supplemented with on-the-job train- 
ing programs for AID personnel. 

AID sflould set up an active recruiting 
program fox private sector skills. In its 
university recruiting program, AID 
should look carefdly at graduates hem 
business schools. It must dso step up its 
recruitment sf people at mid-levels with 
significant business experience. 

AID should develop the capabilities ~f 
its Iocal country staffs so that they are 
familiar with the needs of private enter- 
prise- 



Detail Al[ID personnel ta other U.S. 
Government agencies that deal with 
investment, trade, and commerce, 
such as QBPC, Eximbank, the U.S. 
Trade Representative's OHice, and 
the Commerce Department. 

While AID and the other government 
entities hvo!ved in some aspect of US.- 
developing country economic relations 
meet relatively frequently in interzgen- 
cy ~ettings, the Task Force did not sense 
that ihere is much understandirlg from 
one organization to mother of how the 
3the.r agencies function, what their 
precise mandate is, what specid skills 
they have, or how various programs 
might be better integrated to achieve 
broad U.S. policy- objectives. 

Assigning middle and senior-level 
AID pers~nnel to the major U.S. agen- 
cies involved in some aspect of US. rela- 
tions with developing countries should 
prove mutually beneficial to b ~ t h  agen- 
cies and participants. AID personnel will 
have a broader perspective on how en- 
tities more directly involved in trade and 
investment operate, how programs 
might be made more complementary, 
and haw cofinancing might work. At the 
same t h e ,  AID personnel so assigned 
will provide these agencies with a 
developmental perspective and expose 
them to the wide range of programs and 
techniques applied in A113 recipient 
countries around the world. We envision 
that this AID personnel secondrnent pro- 
gram would operate in a manner similar 
to the way AID personnel are now 
assigned in cer&n areas to the Depart- 
ment of State. 

Improve AD'S ability to corn- 
rnunicate and work wi.th business in 
the United States and in developing 
 count^^. 

AID should support organizations a d  
prog~ams that sene as brokers between 
the U.S. private sector and the LDC 
private sector. Infomation on the varie- 
ty of services, approaches, and institu- 
tional arrangements to provide broker- 
ing services shodd be readily available 
to 5usinesses. Services such as the Inter- 

national Execatilre Services Corps 
(IESC) and the Joint Agricultwd Con- 
sultative Corporation (JACC) should 
receive continued and expanded support 
from AID. 

In addition, AID must greatly modi£y 
and simpIify its administrative opera- 
tions (such as procurement and contract- 
ing procedures) to deal with the private 
sector on a businesslike basis if it tx. 
pects to work s u c c e s s ~ y  with private 
enterprises. Businesses have criticized 
the government for not acting more like 
a business. While procurement and con- 
tracting d e s  are normal requirements 
of business, the extent to AID car- 
ries them is excessive. Simple, 
understandable procedures are key for 
someone starting a business; smaller 
f Irms sirnply do not have the skills, pa- 
tience or resources to effectively d d  
with the plethora of AID regulations and 
make a profit. 

Lacking sufficient information about 
international markets, many U.S. Ems 
ignore opportunities to go overseas 
because of what appears to them to be 
unknown, high-risk markets, too 
undefined and '"attainable" to be 
worth the effort. AID'S familiarity with 
developing nations qualifies it to coor- 
dinate efforts with other government en- 
tities, such as the Small Business Ad- 
ministration (SBA) and tfie Department 
of Commerce. AID should investigate 
such organizations as the National 
District Export Council (DEC) as poten- 
tial vehicles to assist in disseminating 
useful infmmation about LDC markets. 
AID should also explore ways of using 
the products and services of other U.S. 
Government entities, such as the U.S. 
and Foreign Commercial Service W.S. 
& FCS) zt the Department of Com- 
merce. The U. S .& FCS was established 
in 1982 to increase the number of 
American E m s  engaging in interna- 
tional trade and help small and medium- 
size firms. It has m invaluable 
warehouse of information on foreign 
markets and the nuts and blts of ex- 
porting. It also provides contact 
se~ces-helping U.S. f h s  to find 



agents or distributors for their products. 
It even offers an advertising service to 
help gain international exposure for 
companies with new products. The 
US.& FCS also sponsors trade fairs and 
missions. With a global network of I, 100 
employees in 70 U.S. cities and EQ 

cities, the U.S.L FCS has both a 
domestic and foreign outreach capability. 

Increase the budget. andl persome1 
of the Bureau for Private Enterprise 
and give it more apgrro%ml a d  coor- 
&ation authority over mission and 
boraeau private enterprise projects. 

The role of the Bureau for Private 
Enterprise s h u ~  be expanded and 
given greater senior management sup- 
port, particularly in areas related to in- 
ves&t, enterprise develop- 
meBt, and trade. P E  is considered by 
some as an AID appendage, often 
resisted it.& yven resented by missions 
and by Vj 3shington staff as an organiza- 
tion imposed upon them, an additional 
unwarranted and 1meaEstic burden. We 
recommend that AID sign5cantly ia- 
crease the P E  budget and staff to in- 
crease the momentum of the private sec- 
tor initiative. 

With regar6 to financial resources, 
there is a need for a reasonable 
budgetary target beyond AID'S current 1 
percent docation to PRE. (Even with 
the inclusion of other APE private enter- 
prise projects outside PRE, the total 
pel centage of AID funds allocated to 
th, area is no more thm 5 percent.) 

n-ith respect to personnel, every AID 
regional bureau and mission (other than 
the smallest) should have a private 
enterprise office, stafEed with skilled 
personnel who develop and manage 
f%lD's investment, private enterprise, 
and trade activities. The great majority 
of AID missions should have at least one 
private enterprise specialist and, in the 
case of the larger missions, a fully 
staffed oece .  The importance of private 
enterprise skiis in the work of the mis- 
sion should be raised to a level 
equivalent to that of other specialists, 
such as economists. 
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