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Transmittal Letter

Dear Mr. President:

In May 1983, at & time of severe international economic turbulence, you established
the President’s Task Force on International Private Enterprise. During our meeting in
the White House, you requested that the Task Force identify ways to strengthen the
economies of developing nations. In particular, you asked us to examine how U.S.
foreign assistance could be used to stimulate private enterprise development and pro-
mote investment iz and trade with developing countries.

We submit this report with a mixture of satisfaction, apprehension, and hope.

We submit it with satisfaction because we genuinely feel that as a result of our 18
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-
f1ons center on why the developing countries are important to the United States, and
what principles and actiore should govern U.S. economic policies toward them. We
believe our recomtiienaations, if adopted, will contribute significantly to the security
and prosperity of beth the United States and those naticas still struggling for a place
i1 the modern world. For this opportunity, we are deeply grateful.

We subinit this report with appreirension because we know that some of our recom-
mendations are highlv controversial, some are highly technical, and all of them, taken
together, challenge the nation to a vigorous review of its economic relationships with
the rest of the world, a review that requires a rigorous rethinking of many long-
standing policies. We can expect various government agencies to oppose our report
because it may pose a threat to their existing authorities. Some may fault our heavy
emphasis on government encouragement of trade and investment. However, we
believe that the only way the private sector can fulfill its development petential is for
government to create an environment that supports the growth of private sector
activity.

We submit this report with hope because we believe that the logic behind these
recommendations is strong, the needs they address are urgent, and the opportunities
they present for the people of this and other nations are compelling. We hope that
others will draw the same conclusions so tnat insight will lead to action and want will
give way to abundance.
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We are business people. Ours is a business perspective.

We recognize that in soine public policy circles there is an ingrained hostility toward
business, a suspicion that policies proposed by the business community are proposed
for its ow gain. On the other hand, many business ieaders are skeptical of policies
proposed by politicians or bureaucrats. 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 recommendations you
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 considerations 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 and social conditions. These are not ques-
tions of political ethics or social 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 all of us; we all share a vital stake in world ecoriomic develop-
ment. Clearly, the job ahead of us will require the best efforts 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 for
voluntary agencies and organizations. There are other tasks that can only be
accomplished by the people and governments of the developing countries
themselves—such ~< adonting policies that encourage rather than discourage the kind

.



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 sector will do 1ts job.

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

We have identified a strategy that calls for 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
ecoromic development objectives. We have also suggested various ways to imple-
ment this strategy. While some of these means may cease to be appropriate as condi-
tions change, we believe the strategy is one we must continue to pursue.

The conceptual aspects are the heart of the report. Qur programmatic recommenda-
tions have grown out of our conceptual analyses. What we propose conceptually 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 we 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 {ranslate 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 teache. , ... it the way to create
wealth is to create incentives and to rely on the market mechanism ratk..: 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 sown in fertile ground. Third World country economies



- will grow stronger. Economic interaction between developed and developing nations
will increase.

In past years, it was fashionable to dismiss foreign economic assisiance 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
many times over. With economic aid, we can gain stability in vital, but vulnerable,
Third World countries. We can open new markets, increase trade, create new jobs,
spread hope, and build the sort of climate in which freedom can ficurish in future
generations. The more we invest in economic development now, the 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 cntical deter-
minants of which side prevails during the next centurv will be the degree of our suc-
cess in sharing that strength with the developiig world.

Few, if any, interests of the United States are, in the long run, as central to its future
as the economic interaction between this and othe. countries. This interaction often
takes complex and subtle forms. Sometimes it requires forcefulness, at other times
diplomacy, mnsight, or a sophisticated understanding of highly technical and often
abstruse factors far removed from most people’s experience. Some believe that the
present structure of our government to deal with international economic crises or
policies is effective and requires no new organization or process. Many will 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
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develop a cohierent, constant vision of the future as a framework for making decisions.
This is a classic case of a situation in which policy without structure is futile.

In the world of the twenty-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 structure that will address these critical economic issues.

In the report that follows, a wide 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 food aid could be offset by reduced
farm support payments. Qur 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 Enferprise Guidebook that provides U.S.
Government policymakers with basic information on the potential of private enter-
prise in development and identifies many available U.S. resources that are nct now
fully utilized.

Mzr. 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 world, following on
the principles you espoused at the Cancun summit 1 198]. 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. For all of us on the Task Force, it has been a great
honor to be of service.

Sincerely,

ﬁimr“ lotonn Teap— —
Dwayne O. Andreas Parker G. Montgomery
Chairman Vice Chairman
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Executive Summary

The United States now faces the
challenge of leading the world to a new
era of prosperity ..eated, in significant
part, by unleas*.ug the dynamism of the
private sector in the Third Worid.
Meeting this challenge successfully 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 countries share a vital in-
terest in Third World economic develop-
ment, that economic growth can best be
achieved through the development of
the private sector, and that economic
growth provides a necessary base for
long-term politicai stability.

Among the Task Force’s general
recommmendations are the following.

[} Elevate international economic
policy to a level comparable to
national security.

In the world of the twenty-first 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 with the developing world.
This will also require giving heightened
significance to international economic
policy and devising ways to share our
economic know-how with developing
countries.



-0 Establish an Economic Security

Courcil.

Responsibility for the formulation of
international and domestic econoznic
policy is fragmented, with portions scat-
tered throughout the U.S. Government.
A well-coordinated U.S. economic
policy would mean more jobs, increased
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. Some of the matters
with which such a council would deal are
the debt crisis, trade and agricultural
policy, technology transfer, and foreign
assistance.

1 Expand Opportunities for Private
Enterprise.

The private sector in developing coun-
tries 1s 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 our resources to
help developing countries adopt policies
that attract foreign direct investment
and by helping businesses 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
Private Enterprise Guidebook provides
specific advice on how to use U.S.
resources to attract foreign and local
investment.

[0 Reorient U.S. foreign aid programs.

Perhaps the greatest paradox in our
foreign aid programs 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 programs
should substantiaily expand their efforts
to help developing countries adopt
policies that will strengthen 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
developing 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 Enterprise
Guidebook will serve as a blueprint for
this reorientation.

T Press for Increased Trade Flows.

American firms increasingly find
themselves competing overseas with
foreign firms that are supported by their
national treasuries. Not only are U.S.
companies losing large amounts of
business to mercantilist nations 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 develeping countries alike. In fact,
we believe the practice of “mixed



credit” trade subsidies has become a
major threat to international private
enterprise. To protect U.S. firms and
the free enterprise system, we recom-
mend that the United States fight fire
with fire. Specifically, we believe that
the Administration should make suffi-
cient mixed credit resources available in
order tc 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 Part 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 authornty.
This could amount to a mixed credits
program of several billion dollars.

[1 Constructively use U.S.
Agricultural Abundance.

We cannot afford, financially 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 from the United States and
alleviate chronic starvation and
malnutrition in the developing world.
Food can also be used to ease the pres-
sing foreign exchange needs of Latin
American, Asian, and African naticns
caught in the international debt crisis.
The U.S. Government can provide large
amounts of food to these countries ona
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 ot this
report we recommend doubling the pro-
gram. Given the current costs of farm
subsidy programs, the impact of this in-
¢rease would be a net reduction in the
Federal budget.

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

L] Market-oriented economies work,
excessively planned economies do not.

[0 The United States has an impor-
tant role to play in leading the world
toward balanced and equitable economic
growth.

{1 A free and open trading system of-
fers the greatest hope of achieving
widely shared econiomic growth and
prosperity. However, U.S. industry and
agriculture must be able to ccmpete
with the terias offered by mercantilist
nations until such time as we can meet
our competitors on a level playing
field—in fair and open competition.

I 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

of the President’s Task Force
on International Private Ente

rprise

The following findings and recommendations are discussed in the report that
follows. They are the result of substantial research and the subject of extensive
deliberation by members of 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

Finding: page 34
Countries that fail to create
conditions—including appropriate laws
and policies—~that wilt attract invest-
ment will relegate themselves to slow
growth. At the present time, there is no
central source of advice to help develop-
Ing countries foster the conditions
necessary for private sector growth.

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

Finding: 37
New foreign mvestment will be difficult
to attract for many debt-ridden LDCs as
long as insufficient foreign exchange is
available to the private sector.

Recommendation: 37
The TInited States should take the lead
in assuring that private needs yor credit
and foreign exchange in LDCs are not
pushed astde by preferred access of the
public sector.

Finding: 38
The United States and other donors do
not make sufficient effort to increase
private investment and improve the in-
vestment climate in developing
countries.

Recommendation: 38
The United States should strongly en-
courage international dialogue on ways
to support increased foreign direct
investment.

Recommendation: 39
The Unifed States should substantially

increase its support of private invest-
ment activities in developing countries.

Finding: 40
In order to increase foreign investment,
developed and developing countries
need to adopt uniform standards for host
country and investor responsibility and

conduct.

Recommendation: 40
The 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.
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Finding: 41
Expanded investment insurance (or
guarantee) is a key to increasing invest-
ment in developing countries.

Recommendation: 41
Overseas Private Investment Corpora-
tion (OPIC) funding and insurance
capability should be substantially in-
creased and its mandate broadened to
include a full range of financing and
services to U.S. business, large and
small.

Rzcommendation: 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
The U.S. Government does not suffi-
ciently encourage or assist recipient
developing countries in making the
policy changes necessary to allow
private sector growth.

Recommendation: 46
The United States should sharply in-
crease its efforts to guide developing
countries toward market-oriented
policies; it should reward those coun-
tries that adopt strategies that will lead
to a positive climate for business and
investment.

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

Finding: 48
U.S. foreign assistance programs are
often required to address problems other

Recommendation: 48
The economic comnonent of U.S.
foreign assistance programs should have

than those related to long-term stabihity a higher national priontv.

and economic growth.

Finding: 49 Recommendation: 49
The links between our foreign The scope and financing of the Trade

assistance program and U.S. foreign
trade are immadequate.

and Development Program (TDP)
should be expanded.

Recommendation: 20
TDP techniques should be applied to
other foreign assistance 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.

.J'l

Recommendation: 51

U.S. foreign assistance agencxes—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 countries.

Finding:

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

Recommendation: 51
Private sector efforts to form private
sector agribusiness development cor-
porations should be encouraged and

supported.

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

assistance funds.

Finding: 53
The international financing institutions
play a constructive role in Third World
development.

,._

Recommendation:

The United States Government shomd
utilize its resources to support broad
economic changes in developing coun-
tries and, where appropriate, coordinate
its cfforts with those of the International
Monetary Fund, the World Bank, and
the International Finance Corporation
(IFC).

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



Finding: 54
‘The breadth and scope of AlD’s private
enterprise activities are too limited. In
order to expand them, AID needs a
clearer mandate, improved skiiis, and
greater flexibility.

Recommendation: 55
AlD’s congressional mandate, its
policies, its programs, and its organiza-
tion must be revised to reflect greater
private sector cmphasis.

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

Recommendation: 57
The U.S. Government, to the maximum
extent feasibie, should channel its
foreign assistance resources through the
private sector and not through govern-
ments: AID should substantially in-
crease its support of private inter-
mediate credit institutions (ICis).

Recommendation: ) 57
AID should increase its equity financing
through IClIs.

Recommendation: 58
AID shouid serve more as a broker be-
tween U.S. 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.

Recommendation: 58
AID should support the formation of
trading companies and other business
brokering institutions that have
developmental potential.

Recommendation: 59
AID should encourage joint undertak-
ings between businesses and private
voluntary organizations in developing
countries.

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




Finding: 61
Training, in various forms, is one of the
most effective long-range means of pro-
moting development. Fulfilling training

Recommendation: 61
The United States should significantly
expand U.S.-based training &.>-1 place
stror.ger emphasis on private sector par-

needs offers the United States a signifi- tizipation and needs.

cant opportunity.

THE FORMATION OF

U.S. ECONOMIC POLICY

Finding: 69 Recommendation: 71

In order to cope with new and changing
circumsiances, a new institutional struc-
ture is needed to ensure better formula-
tion and coordination of U.S. interna-
tional and domestic economic policy.

The President should establish an
Economic Security Council (ESC) to for-
mulate and coordinate domestic and in-
ternational economic policy.

Recommendation: 72
The President should designate an
Assistant to the President for Economic
Affairs who would participate in the
Economic Security Council.

Finding: 73
Both legislativelv and administratively,
our foreign assistance programs suffer
from confused mandates, divided
responsibility, and often from a percep-
tion that ecoromic development has a
low priority.

Recomumnendation: 74
There must be greater, more regular-

1zed consideration of developing country
issues in the policy deliberation process.

Recommendation: 75
Changes must be made in AID’s man-
date and organization in order to im-
prove the effectiveness of foreign
assistance programs.

Finding 76
Responsibility for the U.S. Govern-
ment’s trade policies and programs is
fragmented among several ¢ .-vernment
agencies. Policies and prograrms do not
operate within an overall strategy aimed
at benefiting both the United States and
developing countries, ner are they
designed toaddress bal’. J.S. trads
objectives and proader U.S. economic
-Sectives.

Recommendation: 76
The 11.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.

Recommendation: 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 continue to press for

—
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a new round of multilateral trade
negotiations. This new round should in-
clude adopting a trade in services ccde,
the application of trade rules to middle-
income developing countries, and
strengthening enforcement procedures
against government-subsidized trade.

Recommendation: 79
The authority of the United States

Trade Representative (USTR) as trade
policy negotiator and manage~ should be
strengthened and expanded.

Finding: 80
The United States needs a more coor-
dinated policy to integrate domestic
agricultural programs, foed assistance
programs, and agricultural trade pro-
grams.

Recommendation: 80
The United States must integrate its
agricultural trade, food aid, and
domestic farm policies.

Recommendation: 31
The Administration should seek to

better relate U.S. response to LDC food
and domestic security requirements.

Finding: 82
Some U.S. Government measures have
discouraging or disadvantagecus effects
on American firms that are involved or
might become involved in long-term
relationships with private enterprise in
developing countries.

Recommendation: 82
The U.S. Government should coordinate
more effectively its efforts to assure that
U.S. laws and regulations reflect greater
sensitivity to structural changes in the
international marketplace,

TRADE AND
FOOD ASSISTANCE

TRADE

Finding: 92
The United States has not adopted a
strong enough stance in its negotiations
to stop foreign governments from using
unfair methods of subsidizing export
finance.

Recommendation: a3
The United States should use ag-
gressively the mixed credits authority of
the Export-Import Bank (Eximbank) to
counter competitors’ mixed credit
offers.

Recommendation: 94
AID should also use “ts limited mixed
credit authority, aithough the Export-
Import Bank will be the major source of
mixed credit financing.



Finding: 94
The current debt crisis in the developing
countries requires close cooperation be-
tween the U.S. private and public sec-
tors to assure that adequate trade financ-

Recommendation: 95
U.S. Government foreign credit pro-
grams should operate under consistent
guidelines.

ing 1s made available. Recommendation: _ 06
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 shortages that will undermine their
political stability and economic develop-
ment.

Food aid should be at least doubied to
help avert starvation, aileviate poverty
and malnutrition, expand developing
country agricultural 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.

Finding: 104
Prevent U.S. food assistance programs
do not emphasize private enterprise
development and U.S. private sector in-
volvemeri in development assistance.

Recommendation: 105
The U.S. Government should follow the
instructions and intent of the law that
most counterpart funds generated by
P.L. 480 should be channeled through

businesses and not through government.

10



PARTII

13

Today’s Policies,
Tommorrow’s World

14

The United States
and the Third World

17

Debt Shock, Debt
Crnisis

19

The Key to
Prosperity

21

The Economic Giant

21

Organizing for
Success

23

Free Trade,
Predatory Trade and
Protectionism

24

Harnessing our
Agricultural
Abundance

Introduction

TODAY'S POLICIES,
TOMORROW’S WORLD

This report is about wealth and pov-
erty. It is about how the United States
can better help lead the world toward
abundance in the twenty-first century

The key to global prosperity in the
next century lies in the rich lode of ex-
perience we have accumulated. This
century has been tempestuous,
tumultuous, torn by strife and cruelty,
and wracked by heart-rending want.
Yet, we heve 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 countries
whose people, just a short time age,
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 unleashed
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, thev 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

13



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 cne
emerging country is a spectacular
economic success while its neighbor is
an equally spectacular failure. And
surely the goal of those who seek to pro-
mote development worldwide should he
to understand and encourage those con-
ditions that foster success and
discourage those that do not.

We carni 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 these pat-
terns prompted us to develop th< second
volume of our report, the Private Enter-
prise Guidebook, which seeks to identify
some of the elements contributing to
successful economic development. If we
care about the future. we would do weli
to heed carefully the lessons of the niear
past.

THE UNITED STATES
AND THF THIRT” 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
about the Third World? Why shculd we
exert ourselves to promote develop-
ment, alleviate hunger, and encourage
trade?

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
clich€ about the increasing interdepen-
dence of the world’s nations has become
a critical fact of economic life for the
United States. Table 1 highlights the
vital role that developing countries play
as trading partners with the United
States. Consider the following facts.

3 Developing countries accounted for
most of the growth in American exports
from 1975 to 1980.

00 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.

U1 Approximately 30 percent of U.S.
corporate profits are derived from inter-
national investment and trade.

(1 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.
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[0 For the United States, exports play
a vital role in jeb creation and overall
employment, particularly in the
manufacturing and services sectors. In
1982, total export-related employment
accounted for one out of every eight jobs
in manufacturing (as opposed to one of
every ten jobs in 1972), one of every six
jobs in nonmanufactured 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 1s 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 II there have been 120
wars, which have brought 10 million
deaths. These have all been fougiit on
the soil of Third World countries. In
most, the killing and destruction have
been contained within those countries,
though they have been no less human
tragedies because of this. In manyv cases,
the Western powers have been drawn in
to one extent or another; some of these
conflicts have risked collision between
the superpowers. 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 likelihoed
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 of
world affairs. It is in our national secur-
ity interest, no less than in our national
economic mterest, that theydosoona
rising 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. We Americans
pride ourselves on being humanitarian
and charitable; it 1s in developing cotn-
tries that most of the world’s starving,
ill, and uncared for eke out a meager ex-
istence. The poverty of the Third World
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 people cry out to cur hearts.

The United States has twe basic, over-
riding interests in the worla: peace and
prosperity.

Peace includes security; it requires
freedom from aggression, whether
direct or indirect, overt or covert. Itisa
basic rule of international relations that
the secunity of all depends on the secur-
ity of each. In the Third World, hungry
nations are viilnerable naticns. Rising
standards of living are no guarantee of
political stability, but they are an essen-
tial element of it. Hope is essential and
that hope has to rest not jiist on promises
but on actual, demonstrated progress.

b
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“TABLE 1:

U.S. Trade with Developing Countries
by Commuodity Group from 1975-1981

Total
U.S. Trade
{$ billion)

1975 1981

Average Annual Growth in

=
Developing =
Countries <
Share of o
US Trade <=
(percent) {percent)

1975 1981  1975-81

' a)

- Average Annual Growth in

U.S. Trade with
Developing Countries

(percent)

1975-81

Exports Food, feeds, and
beverages $19.1  $379 35.0% 41.2% 12.1%  15.4%
Fuls 48 107 146 196 143 201
Industrial supplies 254 57.0 394 404 144 149
Capitalgoods 354 802 430 451 146 156
Automobiles 101 180 274 337 100 139
Consumer goods 65 158 356 443 160 204
Other 64 141 533 429 14l 102
Tetal (oraverage) $107.7 $233.7 38.2% 41.1% 13.8% 15.2%

Imports Foods, feeds, and
heverages $9.6 £18.1 594% 58.0% 11.1%  10.7%
Fuels %6 820 786 799 206 210
Industrial supplies 22 526 239 257 155 169
Capital zoocs 96 345 188 249 238 298
Aﬁtozﬁobﬂés 11.7 29.? i 2634 " 16-.8 222
Consumer goods 137 387 423 530 189 234

SV eyms Other 27 57 22 246 133 152

the Third World Agen-

%:e;jiim‘j"m Total (or average) $96.1 $261.3  42.0% 46.3%  181%  20.1%
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Prosperity is a condition; it is also a
process. We must measure it in both ab-
solute and reiative terms. In comparing
the level of prosperity for two countries,
it 1s 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
own and their children’s future.

Like an organism that grows as its
cells divide, prosperity increases by be-
ing shared. It is in the nature of economic
growth that activity begets activity.

1 herefore, as we help to increase the
prosperity of others, we also increase
our own. More penple with more to ex-
change means more goods, more jobs,
more abundance for everyone. It also
means greater security, both economic
and political. For prosperity, like peace,
is most secure when it is most widely
shared.

DEBT SHOCK,
DEBT CRISIS

The world has been jarred in recent
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 survival or
poverty crisis. Among debtor nations it
affects not only those that are
dangercusly overextended now, but also
the many others that still need capital
for their own future 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 U.S. consumers dur-
ing the same period, some of the borrow-
ing countries were litred by low interest
rates that, in a time of rapid inflation,
seemed o be a bargain. Many of the
loans supporting investment had short-
term maturities, while projects for
which the funds were used had long
gestation periods. Then, when interest
rates suddenly rose as the global reces-
ston brought sharp declines in export
earnings, the borrowing countries found
themselves caught in a desperate finan-
clal 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
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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 aiicwy the heav-
ily indebted developing countries and
the international financial system to
make some fair accommodation so that
the countries can meet their debts overa
reasonable period of time without stif-
ling their ability to finance efficient
growth.

Not only must our private financial in-
stitutions work toward this accommeoda-
tion, but a way must be found to mar-
shall all available U.S. resources toward
this effort. Expanded and more flexible
trade {inancing mechanisms must be
sought, economic development funds
must be available to fil critical develop-
ment financing needs and stimulate pro-
ductive enterprises, and U.S. food abun-
dance must be generously and effective-
1y used to counter the short-term impact
of staggering debt burdens and
agricultural production shortfalls.

In the short term, it is vital that we
buy 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 economic development and it also
means trade.

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

developing nations to pay their debts
could result in a further reduction in
lending to these countries that could, in
turn, throw them into political 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 rescurces from the
developing countries and diverting these
countries and the United States away
from constructive, long-term economic
policy management. The longer top
economic talent spends its energy
designing 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 new hangs
over the world.
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THEKEY 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 vs back to the
lessons we have learned in the twentieth
century.

Some 35 years have passed since
foreign aid as we think of it today—
development assistance for the Third
World—was introduced with President
Harry S. Truman’s Point Four proposal.
Certainly the intentions of foreign 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 stands 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-
ciiented 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-
mer::s by fiancing critical infrastruc-
ture necesaary for private enterprise
growth, such as electricity and reads.

It should not abet government in com-
peting with or replacing the private
sector.

Abaove all, if there is one central con-
cept that must inspire our 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-
ference. 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 wealith.

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-
colenial 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; we glossed
over their sins and shortcomings as the
failings of those of whom nothing better
was expected. This was intellectually
bankrupt and practically devastating.
Millions of pecople are 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 providing foreign
assistance without pressing for policies
that foster economic growth through
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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 simiply the packaging of
capital with incentives, know-how, ex-
perience, business acumen, and creative
ideas. Wherever capitalism takes root,
wealth spreads. Those that reject
capitalism remain undeveloped; those
that welcome capitalism prosper.

And 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, 1s not
capitalism, but statism. Western-style
capitalism—free enterprise capitalism—
creates wealth, liberates people from
state control, raises living standards,
and disperses power. An economy that
offers opportunity to new enfrepreneurs
who seek to enrich their lives through
hard work is vital. While those political
leaders whose first concern 1s preserv-
ing their own power and pre-eminence
may rightly view these activities as a

threat, they are the path to deliverance
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 enterprise is somehow inconsis-
tent with freedom or that it represents
economic servitude. Only when the
developing nations accept private enter-
prise will 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 1s alreadv working to
assist developing countries to adopt
strategies leading toward private sector
growth, but we must do more. We owe it
not only to ourselves, bt to the people
of the developing countries to try to per-
saade their governments that what we
are convinced is true is, in fact, true.
The key to developmentliesina
vigorous private sector.

The twentieth 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 our pur-
poses, 1t 1s not necessary to 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
futurz, some other system may be de-
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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 GIANT

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 nct only
our own interests, but those of the
world.

While the United States hashad a
very strong recovery, the picture re-
mains shadowed. The United States had
a trade deficit in 1983 of 361 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-
maous.

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
recovery 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.

ORGANIZING
FOR SUCCESS

Ultimately. principles are only as ef-
fective as their application; policies are
futile unless put into practice. Govern-
ment i$ a constant struggle to reconcile
or balance competing interests 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 single, 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.
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FIGURE 1:
Key Economic Indicators

SCURCES:

Economic Report of the President,
Council of Economic Advisers,
1984; 1.5, Department of
Commerce Survey of Current
Business, 1984; World Debt
Tables, The World Bank.
1983-1884; Federal Reserve,
Financial Market Section, 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 integraied, comprehensive way that
our national interest will require in even
the near-term future. This 1s a classic
case of a situation in which policy
without structure too readily succumbs
to futility.

FREE TRADE,
PREDATORY TRADE, AND

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 Cfficial Development
Assistance (ODA). For example, in the
aggregate, the $580 billion in developing
country export earnings in 1980
amounted to 17 times thetr 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 trade competition stimulates ef-
ficlency 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 I1. In recent
vears, however, governmental interven-
tion 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 own 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 Uniteq States thought that
persuasion would bring a more open
trading system. The United States has
not seriously used the leverage of its
own 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. it
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 pronose that the
United States embark on an nggressive
program of counter-measures including
mixed credits financing. We know that
this 1s controversial, but we believe it 18
needed for two purposes: to deter such
practices by uthers in the future cd to
protect our own legitimate trading in-
terests in the present.

Although we regret the need for such
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measures, the United States should not
be apclogetic about taking them. There
i no inconsistency between using
American economic muscle to counter
predatory trade policies by U.S. com-
petitors in the short term, and working
toward more open trading conditions in
the longer term. 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

ree trade, there would be no need for
coercive or competitive counter-
measures. The best way to move the
world back in the direction of free
trade—not only for our own benefit, but
for the benefit of all nations—1is to make
those predatory measures too expen-
sive. If this means fighting fire with
fire—and it does—then so be it. Tke
reason the expression “fighting fire with
fire” became 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
€Conomic arena.

It should be very clear that we resort
to these methods, not because we like
them or believe in them, 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 talks, they will find us ready
and eager partners. But meanwhile, we
cannot leave ourselves disarmed
unilaterally.

HARNESSING
OUR AGRICULTURAL
ABUNDANCE

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 emergeicy aid and development
assistance. It is essential that we provide
both short-term emergency aid and long-
term development assistance. But it is
cqually 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 applied
to both. For example, a critical need of
any society is to ensure its people access
to sufficient food. All else is secendary;
food 1s the first necessity. America’s
agricultural abunidance is one of the
wonders of the modern world. This
results partly from abundant, fertile
land. But it also results from a highly
developed agricultural 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 surpluses that feed
much of the rest of the world. By con-
trast, in Bangladesh, 74 percent of the
people live on the land 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
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give a man 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 agricultural 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
alive. And because of our abundance, we
must also help to provide this. Since
1654, 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 muititudes 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. Qurs is a na-
tion founded on an ideal. Qurs 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.

GUIDING
PRINCIPLES

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

[] First, we and the Third World
countries hav:  mutual interest in their
economic development. Cooperation
between us that serves that mutual in-
terest will benefit both.

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

03 Third, economic and social develop-
ment, which fairly benefits all, provides
the firmest 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 ailso 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 we
believe are needed to expand interna-
tional trade, to make U.S. exports more
competitive, to use U.S. agricultural
abundance to feed the world’s people,
and to share more broadly not only the
fruits, but also the roots of our own
€CONOIIC 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
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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 twenty-
first century—our children’s century—
one in which the world’s people at last
enjoy what man’s wisdom, invention,
and mitiative have made possible.
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INTRODUCTION

Developing countries are trying to com-
press in a few short years the sort of
economic progress it took centuries to
accomplish in the developed world. This
places enormous pressure on these
sgcieties. 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 local private
enterprise, combined with a sufficiently
high ievel 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 modern economies
in the nineteenth and early twentieth
centuries, government played 2 verv
limited role. That role began to expand
in the latter part of the nineteenth cen-
fury, and in manyv countries it increased
still further in the middle third of the
twentieth century.

In many developing countries, par-
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ticularly 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. Whatever 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 conirol 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.

Although 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 uttle academic research or
theoretical analysis concerning the role
of private enterprise, free markets, and
competition as instruments of economic
development. However, the empirical
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 all 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 develop-
ing country leaders are beginning 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-
ment, advice, and assistance to those
developing countries prepared to pursue
private sector strategies and to support
businesses that are in a position to take
advantage of these new attitudes.

The Rote 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 little
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 standardization of products, and the
growth of restrictive trade policies that
forced companies to invest in order to
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retain their markets. During this same
period, the U.S. share of foreign invest-
ment declined as some of the other more
advanced countries, particularly Japan,
Germany, and France, incraased 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
even faster. At its peak, foreign direct
investment accounted for only 15-20 per-
cent of total foreign financial flows to
the LDCs during this period. Table 2
compares investment flows with other
sources of capital i recent years.

At the rame time, the relatively low in-
terest rates of the 1970s, high interna-
tional liquidity, heavy public expen-
ditures, and restrictions placed by coun-
tries on direct investments led to
massive debt assumption by many coun-
tries, with no concurrent increase in in-
ternationally competitive productive
capacity. In addition, there is strong cir-
cumstantial evidence of a loss of 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 investmert, domestic or
foreign. As a result, there has been a
significant deterioration in the quantity
and 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 m the Far East and a

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

Moreover, the companies intend to
finance much of their expansion with
locally retained earnings, which may
partially reflect their inability to repa-
triate, and other external sources of fi-
nance rather than with new financing
from the parent companies. The outlook
for new investment in the poorest coun-
tries is particularly dismal, with 2
decline in total assets projected by 1987.
While these projections donot tella
complete story, they illustrate the direc-
tion in which many investors are
heading unless something is done to
change their plars.

This stidv underscores the need for
developiny countries to find ways to at-
tract more toreign 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 cannot provide the needed
capital; and export credits will be much
more difficult to secure. Thus, foreign
direct investment will be even more
criticai for developing countries in the
coming decade and beyond. However,
this investment will not take place
unless there is significant change in LDC
attitudes and the mternal conditions that
are necessary to attract such
investments.

These changes have to come {rom
both sides: mvestors and host countries.
In the past, foreign investors have been
much maligned in the developing world.
Too often they were portrayed as pred-
ators who added little to the domestic
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economy. 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 national institutions; and it brings
technology, know-how, and manage-
ment skills.

The obligations of and benefits to in-
vestors and host countries must be clear-
Iy 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-
ing and service contracts, franchising,
and other contractual types of invest-
ment can reduce or eliminate negative
perceptions in the host countries that
sometimes surround foreign ownership
and control, while still providing the in-
vestor with necessary mcentives and
protection.

For its part, the host country must
pro7ide basic assurance of fair and
equitable treatment for the investor,
rasonable access to a continued supply
or raw materials, and freedom from
unreasonable interference with cora-
pany decision making, as well as stable
ond predictabie laws and policies. When
these essential elements are provided,
private investment—both domestic and
foreign—will increase. The results—

TABLE 2:

Total Net Resource Receipts of
Developing Countries from all
Sources, 1970-1982 (constant prices)

I. Official Development Assistance
A, Bilateral _
1. uACcountneb_ S
2. OPEC countries

3. C‘VIEA and other donors B

B. Multilateral agencies

II. Grants by private voluntary agencies

I11. \To -Concessional flowsa
Off1c1a1 or 0ff1c1aliy Supp()rted

1. Private export credits (DAC)

]_2 Official export credits (DAC)

.w,

. Multilateral

J:.;.

5. Other donorsb
B. Private
1. Directinvestment

2. Baqk sectora

3. Bond Iendmg

. Other offima} and private ﬂows (DAC)

Total receipts (1 + I + III)

Memorandum items:

Short-term bank leﬁdmg

IMF pur chases netC

GNPdeflator (1981=100)
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(3 billions)

NOTES:

a} Exciuding bong
lending and export
credits extaended by
panks which are

included under private

export credits.
Including loans by
branches of OECD
banks located in
oftshore centers, and
for 1980, 1981, and
1982 participation of

non-OECD banks in in-
temational syndicates.

b) incompiete data for
other official flows from
OPEC countries,
CMEA countries,
Luxembourg, Spain,
Yugoslavia, india,
israet,ang China.

¢) All purchases minus
repayrnents including
reserve branches bt
excluding loans by the
IMF Trust Fund in-
cluded under multilateral
ODA above.

d}{ }estimated

Figures concerning
non-DAC member
countries are based as
far as possible on
inforrmation released by
donor countries and
internationai
organizations, and
completed by OECD
secretariat estimates
based on other
published and
unpublished sources.
They may therefore not
comply in all respects

with the norms of
criteria used by DAC
members in their
statistical reponts made
directly to the QECD
secretarniat.
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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 foreign investment will flow
to a developing country depends
primarily on the actions of the host coun-
try and investors. However, the U.S.
Government 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 must
be enlisted to stimulate increased flows
to developing country markets. The
positive impact of direct foreign invest-
ment must be communicated to LDC of-
ficials and the impediments to achieving
policy 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 Private Enierprise 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 significant contribution by
the Task Force. It is designed for use
principally by U.S. Government person-
nel at home and abroad. Essentially, it
arms the U.S. Government official with
facts, 1deas, examples, and arguments to
help persuade developing country of-
ficials that their countries will be better
served by taking the market-oriented

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

FINDINGS AND

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 growth.

Querview: Without economic growth
there 1s hittle to distribute, whether to a
stable or expanding population. Govern-
ments establish the basic conditions that
determine whether private 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 ownership and the
right to transfer such ownership. Both
law and custom must recogrize 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
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for businesses to make their own deci-
sion and a generai 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.

When conditions are attractive,
business responds with investment.
When conditions are not right, foreign
investors will not invest and, worse,
even local investors will serid their funds
elsewhere. The responsibility of the
developing country government 18 te en-
sure that the proper conditions exist.

Developing country demand for
domestic and foreigi investment will far
outstrip the amount likely to be available
in the coming decade. In effect, there
will be a seller’s market for capital.
Those countries that fail to create an at-
tractive investment climate will attract
less investment, whether domestic or
foreign. They will thus relegate toem-
selves to a period of slow growth in which
they fall further behind. Developed
countries must seek to stimulate in-
creased private investment flows to the
developimg world. For those countries
with limited resources, it simply makes
common sense to encourage the chan-
nelhng 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. However,
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 earn-
ings and repatriation of capital and pro-
fits, which has reduced their en-
thusiasm. They need encouragement
from the host countries. Thev alss need
encouragement in the form of incentives
from the U.S. Government.

In 1983. President Reagan issued a
stateinent clanfying U.S. policy on
foreign investment. Its fundamental
premise was that “foreign investment
flows which respond to market forces
will lead to more efficient international
production and thereby benefit both
home and host countries.” It strongly
supported measures to improve the in-
vestment climate, eliminate restraints
on the free movement of investment,
and secure equitable treatment of na-
tional and foreign investors. This state-
ment provides a solid underpinning for
U.S. efforts to improve the international
environment for the free movement and
protection of capital, technology, and in-
tellectual property. It can be an impor-
tant foundation for future action.
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Recommendation

The United States, working with
other donor nations, developing
countries, multilateral institutions,
and private business, should
establish a Private Enterprise In-
situte that will serve as a research
center to advise developing countries
on hoew to create those conditions
necessary to attrz. t investment and
foster trade.

Discussion: The debate over how best
to foster development has been
dominated by those who believe that
centralized economic management is the
most effective and equitable means. As
aresult, there is a massive amount of
academic and official literature dealing
with such development approaches,
while relatively little provides qualitative
and quantitative analyses on the effect
of open markets and private enterprise
on a country’s development. No centrzl
point for researcl., information, or
statistics exists to consolidate
knowledge about the private sector and
1ts impact on development. The Interna-
tional Monetary Fund (IMF), the
Development Assistance Committee of
the Organization for Economic Coopera-
tion and Development (OECD), and the
World Bank are all very good sources of
information and statistical material. But
because their focus is not directed
specifically toward the private sector,
sigmficant gaps exist in terms of
available information and analysis.

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

Chamber of Commerce, is a creative ef-
fort to give business a greater voice in
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.

Torespend to this need, we propose
that an independent Private Enterprise
Institute be established. To win wide ac-
ceptance, the Institute must have the
broad-hased sponsorship and active par-
ticipation of donor and developing coun-
tries, international institutions, and the
private sector iiself. The Institute’s
primary functions would include the co:-
lection, analysis, and distripution of in-
formation pertaining to the private sec-
tor’s role in economic development. It
would collect and catalogue case studies
on how the private sector functions in
those countries that have the best rates
of economic growth and development. It
would promote the development and
adoption of international standards to
facilitate trade 2nid investment. It would
also examine the causes of slow growth.
It would give special attention to pro-
jects funded by ODA that encourage
private sector development. The
analysis would be useful to governments
as well as businesses interested in know-
ing how and where the private sector
works best; an element of training would
be included to assure appropriate
dissemination of the information and
ideas developed.
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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.

Overview: The effect of the massive
assumption of debt by many LDCs, par-
ticularly in Latin America during the
1970s and early 1980s, has been
devastating to those countries in various
ways. One effect 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 1s usually at
the end of the gueue at the Central
Bank. it is often difficult or impossible
for businesses to secure foreign ex-
change to pay for needed imports n
order to keep an investment operative,
to service foreign debt or, for that mat-
ter, to repatriate capital. Such dif-
ficulties diminish the prospect that new
foreign investrment will be attracted to
the developing country.

To date, the United States has fol-
fowed a five-point strategy for dealing
with the debt situation on a country-by-
country basis. That strategy calls for:

] continued pursuit of economic ad-
justment policies by debtor countries;

1 sustained world economic growth
and recovery with open markets;

1 encouragement of the adjustment
process through strong support of the
iMF;

[0 emergency infusions of liquidity, as

necessary, to allow countries financial
breathing space; and

O adequate amounts of commercial
bank financing, both medium-term an-
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 resolved
and foster the perception that private
enterprise will not be disadvantaged in
international transactions.

Recommendation

The United States should take the
lead in assuring that private needs for
credit and foreign exchange in LDCs
are not pushed aside by preferred ac-
cess of the public sector.

Duscussion: 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 service their
foreign debt generally compete unsuc-

cessfully for allocations of foreignex- - -~ -~

change against government gnﬁ'/’cies that
are more likely to be favered by the

37




government allocation system. Private
enterprises lose their creditworthiness
and, as a consequence, potential in-
vestors become unwilling to invest. The
resuit i1s 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 wher (ficy
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 officizl
obligations to the U.S. Government, or
as related to coordinated approaches to
commercial bank debt. Essentially, U.S.
negotiators should be looking for ways
to assure 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 i developing
countries

Qverview: 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 economic
success of the United States is its
relianice on private enterprise and free
markets. We should transfer this suc-
_+=¢ through all available ineans, in-
civating our foreign assistance programs.
We shozid, in effect, use our diplomatic
arl2i’ rograms to teach other nations
aow - move away from government-
deainated economies toward open
m.rkets. In 1982, the leadership of the
OECD recognized the growing impor-
tance of international investment flows
tor global economic growth and the need
to strengthen international 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 will increase
the flow of foreign direct investment.
Some of the areas under consideration
include institutional reforms, the
establishment of policy advisory serv-
1ces, 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
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in certain sectors. The Task Force
believes that all of these subjects are
worthy of further consideration and
study.

United Nations bodies have also
scught to address aspects of the 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 also
formed a Caribbean Investmen: Promo-
tion Service {CIPS), partially financed
by AID, for mvestment promotion in
that area. The United Nations 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 (U 'CTAD) as well as
other United Nations fora.

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

Recommendation

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

Discussion: 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
hmited. There are various reasons for
this, inchuding the fact that responsibili-
ty 1s spread among several U.S. Govern-
ment agencies, with no single entity hav-
ing the development of the L.DC private
sector as its primary mandate. General-
ly, this issue is given insufficient atten-
tion within the U.S. bureaucracv. Con-
versely, in many developing countries,
private sector proposals are given too
much scrutiny 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 probiems by allocating
substantial resources for private sector
development and investment, particular-
ly threugh intermediate credit institu-
tions. (For additional discussion ¢x this
subject, see page 57.) More 1.5, foreign
assistance funds should bz available for
purely private entrepreneurial undertak-
ings, supporiing those frequently disad-
vantaged in obtaining foreign exchange
and other scarce resources that are
usually provided more readily to state-
run enterprises through state-controlled
development budgets. The African
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Economic Policy Initiative (see pages 46
and 97) 1s consistent with this approach.

To 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.

Qverview: Many developed countries
with long histories of active external in-
vestment and trade have found it useful
to enter into agreements with develop-
ing countries on the treatment of Ltheir
nativnals 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

The 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 countnies (the treaties apply to in-
vestment 1n both directions) by pro-
wviding certain protections and
guarantees to foreign mmvestors.

The commor: objective is to provide a
stable and predictable legal framework
for investment and business operations.
The treaties establish the ground rules
for investment as well as the terms
under which business is conducted.
Generally, areas that are covered in-
clude: equal treatment with naticnal 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 successiul as it
might have been. In fact, no country
with significant U.S. private investment
has yvet 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 1s made. The effect of this doc-
trine is to eliminate one of the main
potential benefits that might be obtained
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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
unsuccessful in the short run, is an effec-
tive means of educating LDC leaders to
the benefits of encouraging the private
sector. Consideraticn should be given to
negotiating a wider range of possible
agreements, from more limited pro-
tocols and understandings to the full
range of assurances desired in a com-
plete bilateral investment treaty. More
limited agreements might be entered in-
to with { ountries that, although they are
logical recipients of U.S. 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 mvestment insurance (or
guarantee) is a key to increasing invest-
ment in developing countries.

Overview: Investment insurance (or
guarantee) is one important direct
means by which investor countries can
ease the way for expanded investment in
developing 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 . different terms and conditions.

Recommendation

Overseas Private Investment Cor-
poration (OPIC) funding and in-
surance capabilitv “hould be substan-
tially increased ar. . its mandate
broadened to in¢ . e a full range of
financing and services to U.S.
business, large and small.

Driscussion: 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 com-
mercial guarantees for projects of U.S.
investors in eligible countries. QPIC is
self-sustaining, earning over $82 million
in FY 1983. (It has received no ap-
propriations since 1975.) OPIC has re-
quested additicnal 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-
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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, mcluding 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
devaloping countries of over $400
rmllion per year.

During 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 economies of the project
countries develop, additional U.S.
employment can be expected with in-
creased demand for U.S. equipment,
material, and services. The U.S. balance
of payments position will also be im-
proved; OPIC 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 lcss of sovereignty, while
many donor countries feared compet:-
tion with their national insurance pro-
grams. The Inter-American Develop-
ment Bank (IDB) made an effort in the
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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 guarantee 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
would be funded by World Bank
members and 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.

Foreign Assistance Programs
Private Enterprise Development

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 economiic
difficulties. (On a global basis, the
foreign assistance disbursements of ail
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 1n, and fostering trade and in-
vestment with, developing countries.

Over the nearly four decades since the
Marshall Plan came into existence, 1.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 reason for continuance. Many
foreign assistance practitioners
themselves get lost among the shifts of
nuance in definition and purpose from
one assistance form to another.

The Congress has not provided a clear
direction either for the goals 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
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assistance efforts have become a patch-
work of programs, addressed to dif-
ferent constituencies and based on
various theones of economic and social
development.

Through our fore'gn 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 heaith, 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,
1n turn, help accelerate the develop-
ment. The flaw in our past foreign
assistance strategy was that it put the
cart before the horse. The “cart” is
social development; the “horse’ is the
productive economic base to support
social development. And this means
private enterpnise. 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;

and 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. B effect long-term policy change;

2. » develop a long-term economic
assistance strategy;

3. » improve linkages between 1.S.
trade and aid efforts;

4. » expand agricultural assistance;

5. P support multilateral institutions;
6. » strengthen AID’s private enter-
prise imtiative; and

7. P increase training.

These subiects 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 carried
out. Whatevear the structure of operating
agencies, however, the same policy con-
siderations would apply. It is those
policy considerations that we have
addressed.”

*NOTE:
it follows, obwiously,
that if functions now
performed by AlD, for
example, werg even-
1ually reassigned, any
cormments in this
repart addressed 1o
AlD but related 1o
those functions would
be intended for the
agency to which the
functions were
transferred.
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FINDINGS AND
RECOMMENDATIONS

1.» Policy Change
Finding

The U.S. Government does not suffi-
ciently encourage or assist recipient
developing countries in making the
policy changes necessary to allow
private sector growth.

Overview: Public sector funds can only
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 vears to
put virtually all foreign assistance ona
government-to-government basis. In
response to congressional mandates and
the “Basic Human 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 term by stimulating private
sector growth and employment. Within
the U.S. Government, there appears to
be a growing recognition of the need for
market-oniented 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 in U.S. foreign assistance
programs.

We believe strongly that primary em-
phasis must be placed cn the long term,
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, but to
the people of the developing countries,
to try to persuade their governments
that what we believe to be true 1s, In
fact, true: that the key to development
lies in a vigorous private sector.
Politically, this has its costs. Some
developing country governments are
committed ideologicailv to statist ap-
proaches; and many of their pelitical
leaders profit, some of them immensely,
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
1s bad politics in the long run.

To the extent that we can achieve it,
close cooperation with cther donor coun-
tries and institutions can buffer the ir-
ritation and also achieve more signifi-
cant policy resuits. In any case, if we
demonstrate that we are steadfastly
committed to the principle of economic
development through private sector
growth, other developed and developing
nations will be more willing to join with
us. Our own record of economic
development gives us a credential that
we should use far more boldly. In this
important area, we have both an oppor-
tunity and a responsibility to lead, not
just to follow.
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Recommendation

The United States should sharply in-
crease its efforts to guide developing
countries toward market-oriented
policies; it should reward 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
U.S. Government can take to help that
country remove those impediments, in-
cluding assistance to ease the burden of
adiustment, 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 countries to adopt
agricultural policies that will encourage
local 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 markot 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

for a gradual restructuring of cereals
marketing, abolishing a public sector
monopoly.

The AID African Economic Pclicy In-
itiative, a proposed five-vear, 3500
million program that is specifically
directed to those countries that establish
a sound and comprehensive policy
tramework—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 similar initiatives
elsewhere.

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 Frivate Enterprise
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. There are
many reasons for this, ranging from
U.S. political considerations to the size
of AIIY’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 in both the U.S. missicn and in
the host government that threats to tie
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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 reduciug AID’s ac-
tivities. There is often a concern among
U.S. policymakers that if we cut off our
funds, the recipient country will turn to
another 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 appreach would serve as an incentive
and a reward to those countries that are
prepared to adopt sound policies and a
disincentive to those that are not. It
would also place our resources where
they would do the most good.

Recommendation

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

Discussion: While most developing coun-
tries are capable of significantly expand-
g 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 adopt 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 are in-
creasingly involved in performing func-
tions related to food production, pro-
cessing, and distribution that could be
managed more efficiently by the private
sector. Furthermore, in too many coun-
tries policies aimed at keeping urban
food prices low are achieved by paying
low prices to producers.

If etfectively 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-
prepriately 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
agricultural development, the U.S.
Government has, for many years, re-
quired developing countries to agree to
certain “‘self-help”” measures 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
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such policy changss.
Adding to the misguided policy

o burden, the debt burden of many

developing countries reduces their
ability to import needed food supplies,
use available foreign exchange for
private enterprise development, or in-
itiate needed policy changes. In recogni-
tion of this constraint to economic
cevelopment, the President should ask
Corngress to restore the flexability 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 im-
prove the use of P.L. 480 asatool to
support policy dialogue and lend flex-
1bility to the foreign assistance program.

2.» Long-Term Economic Strategy

Finding

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

Overview: In FY 1984, foreign
assistance resources totaled about $15.3
billion, of which $8.8 billion was
described as economic and $6.5 billion
as military assistance. Of the economic
aid, however, $1.6 billion went to
multilateral institutions and $3.3 billion
went to Economic Support Funds (ESE),
which serve what are essentially security
rather than long-term developmental
purposes. This left about $3.9 billion for
direct economic assistance, both devel-
opmental anc humanitarian.

Recommendation

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

Discussion: 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 support for all of these in-
terests. Whatever level of military aid is
required to satisfy T].S. security in-
terests, it should not 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 vears, it was fashionable to
dismiss foreign economic aid 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 more 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 in: future
generations. The more we invest in
economic development now, the less we
are likely to have to spend on arms later.
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3.» Linking Trade and Aid
Finding

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

Overview: In the normal 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 fora
U.S. Government-wide policy to link aid
and trade is discussed in the section
dealing with the formation of U.S.
economic policy (see page 65). We also
analyze separately, in part V, the subject
of bleniding aid and official export
credits to finance major proiects.

Recommendation

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

Duscussion: The Trade and Develop-
ment Program is an excellent model for
the linking of trade and aid. On the U.S.
export side, TDP has proven to be one
of the most effective of the government
programs that use foreign assistance
funds to involve the U.S. private sector
in trade and development activities.
TDP finances feasibility studies and
other planning services in developing
countries for projects, such as telecom-
munication 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.
firms for equipment and services
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 turn, 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
now the principal link between our
foreign assistance program and trade
opportunities for U.S. 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, particularly 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 mclude financing the training com-
ponent of a feasibility study, or con-
ceivably of a project, to be undertaken
by a U.S. firm.
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Recommendation

TDP techniques sheculd be applied to
other foreign assistance programes,
specifically those carried out by AID,
to the maximum extent possible.

Discussion: 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 heen
refimed 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 assistance
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 ai: agribusiness project in Africa. If
the initial, jointly financed study con-
firmed the feasibility of such an under-
taking, the prospect of developing a
cofinancing package would be improved
as a result of the famiharity of both en-

- tities with the project. At that juncture,
outside financing could be sought for
most of the project, while AID could
elect to partly finance some infrastruc-
ture aspect of the project—such as im-
proved housing for workers, training
programs, or a health care system.

Recommenidation

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

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

Recommendation

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

Dirscussion: 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 itin 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 only 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
geopolitica! issues involved in the
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development of additional iies with
China and that China’s recent past
cleuds 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 discussed in the

U.S.-China Trade Relations Action Brief.

Recommendation

U.S. foreign assistance agencies—
such as AID, OPIC, and TDP—should
package their financial and other
resources to promote greater two-
way trade between the United States
and developing countries.

Discussion: The International Develop-
ment Cooperation Agency (IDCA) is
composed of AID, OPIC, and TDP. In
addition to the feasibility study financing
and other planning services offered by
TDP and the insurance, reinsurance,
and financing services 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 Funds, P.1. 480, and
programs for technology transfer/sales
to developing countries. The trade
potential of such programs should not be
an afterthought for program managers.

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

4.v» Agricultural Assistance

Finding

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

Overview: Historically, success in
agriculture—both in the United States
and in the developing world—has
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 hunger.

In many countries, agribusiness ac-
tivities are performed by public bodies
(parastatals). In most cases, these have
performed unsatisfactorily 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 enicouraged and
supported.

Diiscussion: 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-
viewed 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 example is the non-profit World
Food Corporation (WFC), which
organizes and manages profit-oriented
small-farm agricultural development
projects financed by 1J.S. and host coun-
try private imvestors and development
assistance agencies.

A successful 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
qualifies: U1.S. executive-managerial
ana . echivical personnel “on loan”™
from the private sector to assure the
ongoing prigress of companies and
dividuais seing financed with U.S.
foreign assistance funds.

Discussion: Greater use should be
made of U.S. 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 also
provide needed technical assistance and
continuity in the project and post-
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,
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identify obstacles to free trade and free
markets, and alert U.S. business to op-
portunities in developing countries.

5.% Support for
Multilaterzal Instituticns

Finding
The international financing institutions

play a constructive role in Third World
development.

Overview: The mulitilateral financial
institutions, founded shortly after the
end of World War 11, have assumed a
prominent role in the economic history
of the .DCs. The IMF concentrates on
short-term economic adjustment and
balance of payment problems, 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-
ing countries and, where appropriate,
coordinate its efforts with those of
the International Monetary Fund, the
Worlid Bank, and the International
Finance Corporation.

Discussion: 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 cbjective 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.

1t 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
enterprise development.

Driscussion: Since its founding, the
World Bank Group, including the Inter-
national Development Association
(IDA), has provided over $100 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-
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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 ownership in the developing world
and the difficulties development agen-
cies face in promoting private enter-
prise. As noted in the previous section,
one approach to providing greater
private sector iocus is the establishment
of a Private Enterprise Institute. The
IFC might be the natural entity to carry
otit 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 recentlv 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 private enterprise 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 should 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 imited. In
order to expand them, AID needs a
clearer mandate, improved skills, and
greater flexibility.

Overview: AID is the principal entity
for the programming and disbursement
of economic assistance and Economic
Support Funds.™ Inthe 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 projects in the form of
technical assistance, modest loans or
grants, and commodities-——such as seed
and fertilizer—related to the project.
AID’s mandate thus took on more of a
social development focus than it had
previously; some refer to the shift as
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 AiD it was superimposed
on the existing agency structure and
mandate. The Bureau for Private Enter-
prise {PRE) was established within AID
to spearhead this effort. It has been
given only limited budget and staff. The
genesis of what is called the “‘Private
Enterprise Initiative” in AID flows from

* See footnote on page 44.
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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 understanding 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 as to
how AID and the private sector can
work together to build additional
cooperative relationships. This process
can be greatly enhanced by clearer
policy guidance to AlID, enabling it to
make necessary changes m approach,
style, and personnel.

Recommendation

AID’s congressional mandate, its
policies, its programs, and its
organization must be revised to
reflect greater private sector
emphasis.

Discussion: 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
late 1960s, AID had over 18,000

employees; today it has about 5,000.

Congress has added requirements that
have greatly imited AID’s ability to deal
with the developing world. Operating
procedures established by the agency
over the vears, partly in response to new
congressicnal mandates, have added
nigidities that further inhibit effectivz
action. The BHN mandate drastically
altered the character of the agency, its
personnel, and its activities. During 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 availability, 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 fully into all
AID activities. Financing of venture
capital, intermediate credit institutions,
management training programs, pro-
totype private enterprise projects with
replication potential, cofinancing,
brokering between U.S. and LDC
busmesses, and the new Private Enter-
prise Revolving Fund should have full
executive and legislative support.

Because of its past social development
orientation, many AID employees were
hired for training and skills related to
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publicly-administered 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 wiil
continue to need experts in such
disciplines, a different balance of skills is
required to carry 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 the AID
budget since 1981 hardly indicates a suf-
ficiently strong agency commitment.
PRE’s resources and its influence within
ATD 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 staffed office.

Recommendation

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

Discussion: Most AID relationships
with the private sector are with univer-
sities, private voluntary organizations
(PVOs), foundations, and consulting
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 mvolved 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
AlD 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 proinote expanded private
sector trade activities, such as the Na-
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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-
imum extent feasible, should channel
its foreign assistance resources
through the private sector and not
through governments: AID should
substantially increase its support of
private intermediate credit institu-
tions (ICls).

Duscussion: The provision of credit,
technical assistance and, in hmited
cases, equity to private business ven-
tures in developing countries 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 wholesaler of
funds and technical assistance—through
financial institutions and otherwise—has
generally been better than its experience
where AID has managed projects direct-
ly. The agency has a long history of sup-
port to ICIs, with a considerable legacy
of new ventures, successful institutions,
and improved capital markets. AID can
do'more to help establish and expand

private ICls 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 assistance
provided, both to the institufions and
through the institutions to their bor-
rowers. We believe that the payoff from
moving more AID funds through ICIs
will be very large.

Recommendation

AID should increase its equity financ-
ing through ICls.

Discussion: One of the principal short-
falls in financing businesses in develop-
ing countries is the lack 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 American
Agribusiness Development Corporation
(LAAD) and Latin Caribbean In-
vestments (L.CI), 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 systematically
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 capifal
companies, international banks, and in-
vestment banks also need to be enlisted
to provide assistance and support to an
AlD staff inexperienced in these matters.
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One of the arguments leveled against
AlD’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 resuit, AID finances ventures
that are not economically sound, though
they may be profitable. While this argu-
ment has merit, it 1s also true that distor-

«tfons 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
erring on the side of support for private
enterprise than 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 dolfar 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, current, and
easy-to-use infermation on the in-
vestment climate and operating con-
ditions in developing countries.

Discussion: Joint ventures between
U.S. and developing country businesses

have great potential for contributing to
economic development. But someone
has to get the inte.csted parties
together. Public sector programs under-
taken by develcping countries to help
their businessesacquire newtechnologies
or develop new markets have achieved
only limited success. Not 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
themsclves they lack the information
and experience needed to reduce the
risks to manageable levels. AID couid
perform a valuable service by assemb!-
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
associations 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.
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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 meajority of these funds
were for tood aid distribution.)

At a time when AID's financial and
personnel resources are severely
limited, PVOs have been able to extend
AlID’s effectiveness. A number of
PVOs, such as the Young President’s
Organization (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 PVQ, the International
Executive Services Corps (IESC), has
provided the services of thousands of
retired executives to solve problems for
indigenous LDC businesses. Because of
their nongovernmental standing and
credibility, they often serve as a link be-
tween the public and profit-making sec-
tors in a developing country. The efforts
of most center on training, technica!
assistance, and resource management
for small enterprises and agriculture.
Others are active in project planning,
project management, and credit
assistance. Partnerships between PVQCs,
- government, and private enterprise of-
fer an aftractive means of meeting
development goals.

Because of their continuity and on-the-
ground knowledge of developing coun-
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 sowurces of supply
enables PVOs to help U.S. businesses
enter into new ventures in developing
countries. In effect, PVOs can serve as
intermediaries for U.S. business by pro-
moting trade and investment relation-
ships that meet local development objec-
tives.

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 for mobhilizing
private American financial and human
resources that assist in the development
process and enhance the ability of rural
and urban poor to participate in their
own country’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
sampling of AID missions found that
ther= is considerable field experience in
bringing together the PVQs and
business community. AID ought to
analyze ways various missions have ap-
proached these cooperative efforts and
build on the knowledge gained.
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Recommendation

AID should streamline its ad-
ministrative and procurement
processes.

Discussion: Procurement and contrac-
ting negotiations 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 various forms, is one of the
most effective long-range means of pro-
moting developmaont. Fulfilling training
needs offers the United Staies a sigmifi-
cant opportunity.

Overview: Many U.S. Government
agencies—the Departments of
Agriculture (USDA), Defense (DOD),
Health and Human Services (HHS), the
United States Information Agency
(USIA), and others—are involved in the
training of people from developing
countries.

Since 1943, AID and its predecessor
agencies have financed training for over
240,000 developing country participants
in the United States or in a third coun-
try. Asindicated 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. Individuals 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, and educators felt
that it was a positive experience and an
opportunity they would otherwise not
haw~had. As a result of such programs,
the legacy of good will toward the
United States is substantial.

Recommendation

The United States should signifi-
cantly expand U.S.-based training

and place stronger emphasis on
private sector participation and needs.

Discussion: Gradually doubling the
size of the present program financed by
AID to 18,000 participants per year
would be feasible if more private sector
support were generated to administer
the program and share the cost. Based
on current costs, such an increase would
re Tiire approximately $150 million. This
amount couid be substantially reduced if
existing AID resources were spent more on
short-term programs and if private sector
cost-sharing programs were developed.
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' FIGURE 2:

AID Participant Training Programs
by Subject Area for FY 1983
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Acquiring the skills needed for
available home country jobs is of para-
mount importance. While some highly
sophisticated training is appropriate,
lower-level, practical, hands-on training
is needed in most cases. This includes
managerial, vecational, and technical
{raining. 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.5.
business, financial, and manufacturing
organizations—including small
businesses—is also 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 under AID auspices would
benefit from greater exposure to
American business techniques; in turn,
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.

Various facilitating organizations,
such as trade and business associations,
educational institutions, PVCs, and in-
ternational finance and trading firms,
could be employed to develop contacts
and handle 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 an illustration
of the kind of PVQ-business 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 coun-
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 interwoven. This has important
implications for 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 the 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-
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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 interna-
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-
Lcreased 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, thisis
related to interest rates, capital flows,
and budget deficits. Other countries pro-
test that the strong U.S. dollar and high
U.S. interest rates are hampering their
own recoveries; irontcally, five years ago
alarms were sounded in international
circles about the weakness of the dollar.

This country’s own industrial profile
has changed radically from that of a
goods-producing country 20 vears ago to
that of a predominantly service
~conomy. 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 world’s
difficuities, or even to enter the debates
about macroeconomic cause and effect,
but rather to emphasize the degree tg:
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 interna-
tional and domestic economic concerns
in isclation, 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.
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Lhe Policy Formulation Process

PAST APPROACHES TO
WHITE HOUSE ECONOMIC
POLICY FORMULATIGN

Each President organizes the White
House and Executive Office of the Presi-
dent to suit his personal management
style. With respect to economic policy
formulation and implementation, there
have been esser tially three basic ap-
proaches: (1) refiance on the appropriate
cabiiet departments and agencies,
working through interagency committ-
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 focuson 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 alse
able to play a major role in hammering
out the necessary Administration and
congressional compromises in the Trade
Act of 1974 and served as a channel to
the President for unreconciled views.
However, during this period, real power
rested with the Departments of State,
Treasury, and the NSC, ail of which
often sought to override CIEP actions.
Partly because of these preblems,
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 1974, President Gerald Ford
absorbed CEP into a newly created
Economic Policy Board (EPB). It had a
multitude of functions, including advis-
ing the Pré&sident 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 econemic policy decision mak-
ing. The idea was not to create an addi-

67



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

proaches to economic policy organization.

THE 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 Interagency 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, considers both domestic
and international economic issues. The
Cabinet Council on Commerce and
Trade (CCCT), chaired by the Secretary
of Commerce, has 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, all of the
cabinet councils, to varying degrees,
have become involved in trade issues.
Nevertheless, the OPD 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 {o 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 1n 1982, SIG-IEP has con-
sidered a wide range of issues, including
grain sales to the Scviet Union, pipeline
sanctions, U.S.-India relations, and
renewal of the Export Administration
Act (EAA).

The Secretary of the Treasury is
chairman of the SIG-IEP in addition to
his role as chairman of the CCEA. As
chairman of CCEA and SIG-IEP, the
Treasury Secretary provides leadership
in discussions on international issues
with major 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
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markets, debilitating effects of the debt
crisis, both on developing and developed
countries, and rising protectionist
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 implica-
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 and, 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
coordination messy, but they also make
it necessary. The greater the conflicts,
the greater the need for an institutional
structure to manage them.

Establishing an
cn Sec ouncil

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
interccinection of so many aspects of
governmental policy—such as trade,
finance, agriculture, foreign relations—
as well as the need to enhance the way
we organize U.S. Government
resources, gave rise to our analysis of
the U.S. economic policy formulation
process. As a result of these delibera-
tions, we recommend establishment of a
new mechanism in the White House,
namely the Economic Security Council,
and the creation of the position of Assis-
tant to the President for Economic
Affairs.

Finding

In order to cope with the new and chang-
ing circumstances, a new institutional
structure is needed to ensure better for-
mulation and coordination of U.S. inter-
national and domestic economic policy.

Overview: High stakes are involved in
the integration of U.S. domestic and in-
ternational economic policies. The ex-
ecutive branch must be structured so
that those decisions that are crucial to
our economic future are given thorough
and fully coordinated consideration.
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Recommendation

The President should establish an
Economic Security Council (ESC) to
formulate and coordinate domestic
and international economic policy.

Discussion: 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. OQur 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 thatthe President estab-
lish, initially by Executive Order, a
Whlte 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 assure 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:

1 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
€conomies;

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

{0 insure that international economic
considerations are brought to bear in the
development of domestic policy;

] coordinate preparations for interna-
tional economic summit conferences;
and

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

With the Economic Secunty 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 skille and backgrounds
necessary to the analysis of economic
issues and their wide-ranging impacts. It
wouid maintain close liaison with the
various departments and agencies, en-
suring that issues needing ESC attention
received that attention. It would also
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provide an institutional memory through
which past experience could be readily
hrought 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 and agriculture, the trade
implications of U.S. monetary policy, or
the impact of poliution or anti-trust
regulations on U.S. productivity and in-
ternational competitiveness. Issues ad-
dressed elsewhere in this report, such as
those related to the foreign assistance
budget, trade policies, and P.L. 480
funding levels would, 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 in the Economic Security
Council.

Driscussion: An organizational struc-
ture, a set of principles, and a system
cannot assure the necessary level of at-
tentton 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—
bothdomesticand 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 let 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 problems 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
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human welfare. The structure of the ex-
ecutive branch must reflect this in-
terweaving of economic considerations
through the whole fabric of domestic
and international politics.

In the advanced technological age we
are now entering, the changing
dynarmics of the world’s interlocking
economies will hold the key to the future
for the next generation. This is true of
the developing 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 will need
if we are to master that future.

Major Immediate
International Economic Policy Issues

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 particular man-
date that we helieve need to be resolved
now. We treai these policy issues in this
sec tion 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 1n the final section,
which concentrates on food and trade.
These issues include: strengthening
foreign assistance, linking trade and aid,
harnessing our tremendous agricultural
productivity, and reorienting the
government’s role in regulating U.S.
business.

STRENGTHENING

FOREIGN ASSISTANCE

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
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assistance programs frequently focused
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 1s a product of historical
accident as much as it is of deliberate
planning. Economic assistance has fre-
quently been treated as the ““poor rela-
tion” in both the foreign policy family
and the economic policy family.

U.S. economic 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 drummer, 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 1n place to-
day represents an amalgam of sporadic
attempts to influence our foreign
assistance programs.

Recommendation

There must be greater, more
regularized consideraticn of develop-
ing country issues in the policy
deliberation process.

Discussion: Over the last four decades,
U.S. policymakers have concentrated
far more on East-West relations and on
Furope 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
ones 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 International 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 fully 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 toward the developing
world. Yet, the IDCA directorisa
member of only the statutory Trade
Policy Committee. IDCA should be a fuil
participant in other U.S. policy formula-
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tion and coerdination units, specifically
including the proposed ESC.

Recommendation

Changes must be made in AID)’s man-
date and organization in order to im-
prove the effectiveness of foreign
assistance programs.

Discussion: Congress has mandated
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 oni AID that
the organizat’on is now smothered by
review procedures and strangled by red
tape. As a result, when it finally does do
something, the product is often too late
and too “safe’ to achieve its intended
objective. The extremely complicated
and unduly burdensome P.L. 480 ap-
proval process is a good examp:e of the
kind of obstacles sensible programs en-
counter. At least six separate agencies
with vastly different mandates must all
agree on even the most minor aspects of
each P.I.. 480 project. (The P.L. 480 Ac-
tion Brief provides additional details on
this subject.}

Also, in an effort to respond to
perceived congressional priorities,
foreign assistance programs have tend-
ed tosupport etther nonproductive spend-
ing or governiment involvement in pro-
ductive activities. Even now, the bulk of
development funds go to or through
public agencies, public enterprises, and
publicly-owned financial institutions.
Because public agencies never go bank-
rupt, they can continue to command

resources even though they inay be inef-
ficient and may fail to achieve their ob-
jectives. Over the last four years, AID’s
efforts have demonstrated a policy shift
away from the public sector to the
private sector. It shovld 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. We have con-
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.

Tte 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 fund, and training;

(2) AID procedures must be stream-
lined and action speeded up; anid (3) the
P.L. 480 program should be managed
primarily by USDA. Some members feel
that OPIC and TDP should be given new
developmental responsibilities and in-
creased funding; that the U.S. and
Foreign Commercial Service (U.S. &
FCS) should 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
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specifically to support private sector ac-
tivities. Others would prefer more
modest measures, building on the suc-
cessful beginning 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 and management structure are
needed to improve the impact of U.S.
foreign assistance 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
focus was on policy approaches and on
the policy process; the structure of our
a1d programs also needs a detailed
management survey.

LINKING

TRADE AND AID

Finding

Responsihility for the U.S. Govern-
ment’s trade policies and programs is
fragmented among several government
agencies. Policies and programs do not
operate within an overall strategy aimed
at benefiting both the United States and
develeoping countries, nor are they
designed to address both U.S. trade ob-
jectives and broader U.S. econcmic
objectives.

Overmew: 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
fereign 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 necessary for promoting
broad-hased sustained economic
development. As we have indicated, its
importance to the economic well-being
of developing 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
flows: for, in the long term, trade is the
primary source of external resources
and the impetus for growth for all coun-
tries. However, there 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
issties within a broader U.S. economic
strategy.

Recommeidation

The U.S. Government mus? develop
an aggressive, consistent tr.ide policy
that mixes aid and trade resources,
enables U.S. firms to be more com-
petitive in world markets, and meets
the challenges posed by the growing
governmentai role in world
competition.

Discussion: U.S. Government agencies
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rarely follow common trade strategies,
except when the White House identifies
critical short-term political or security
interests in a particular country or group
of countries, 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 exports and to encourage
overseas production and research and
development. The United States needs a
longer term vision of internationat
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 Econormic 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 well as to anticipate its com-
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;

L1 effective coordination of U.S. inter-
national economic policies and programs
so that agency policies hecome mutually

supportive rather than conflicting;

L] establishinent of long-term
economic linkages and increased
cooperation with other countries, with
particular emphasis on those economies
that are guided by market-oriented
principles;

L] common priorities and guidelines
for all 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;

[} 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

L] strong business-labor-government
cooperation.

Recommendation

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

Discussion: The United States does
not now link its trade and foreign
assistance programs to enhance long-
term economic relationships with the
recipient countries. Establishing such a
linkage will require the United States to
re-evaluate its trading and assistance
relationships with those countries.
"This linkage should focus on designing
aid programs that promote two-way
trade, while also helping a nation’s
development, and on continuing long-
term private sec or ties that are consis-
tent with broad American objectives of
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trade liberalization. As a corollary, our
trade policies should also promote
development. For example, using
foreign aid funds to “inance project com-
ponents of a major export-generating
facility in a developing country could
help a country improve its trade balance.
The project could also be designed to
develop a future market for U.S. con-
struction, engineering, and equipment
firms. In terms of trade policies, grant-
img Generalized System of Preferences
(GSP) and most favored nation status, or
changing tariff and quota levels have a
tremendous impact on the ability of a
developing couniry to export. U.S. trade
and assistance relationships should have
multiple chiectives: strengthened
recognition of mutual economic, social,
and political interests: enhancement 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
encouragemernt of entrepreneurship.

Given the inherently parochial views
of independent agencies and denart-
ments 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
countries so that such aid and trade
linkages can be formed within a consis-
tent policy framework.

Recommendation

The United States should consider
ways to give higher priority to the
need for a freer 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; the applica-
tion of trade rules to middle-income
developing countries; and strength-
ening enforcement procedures
against government-subsidized trade.

Driscussion: 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= : adapted to change through 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 barners, much atten-
tion in the last round (the Tokyo round
took place between 1973 and 1979) was
devotea to defining special rules for
developing country participation.

In 1985, 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 trade

talks. Passage of the Trade and Tariff
Act of 1984 represents a very positive
achievement of the Administration. It
giver the President new authority to
purst.e talks on trade liberalization.
And, by strengthening executive branch
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power to retahiate against unfair trade
practices by other nations, it gives us ad-
ditional negotiating leverage.

Assuming that some satisfactory solu-
tion 1s devised for the debt crisis, a new
round of talks could concentrate on such
concepts as the application of differen-
tial treatment (LDCs would have fe ser
obligations and receive preferenti .
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 product
servicing (such as vser training or
maintenance) may not be available in the
importing market. For their own
benefit, developing countries shouid en-
courage trade in services to flourish
without excessive barriers. Codification
of rules for trading in services is ex-
tremely difficult—banking is different
from telecommunications—but the ef-
fort must be made.

Recommendation

The authority of the United States
Trade Representative (USTR) us
trade policy negotiator and m.anager

should be strengthened and expanded.

Dizcussion: As previously discussed,
the ESC would be responsible for

developing an overall U.S. economic
policy as well as the framework for a
coordinated strategic trade policy.
These responsibilities do ot 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
international trade reorganization) ex-
panded the role of the USTR and the
TPC from providing interagency coor-
dination of U.S. positions in muitilateral
trade negotiations to include respon-
sibility for negotiating multilateral and
bilateral trade agreements, import
remedy policy, energy trade issues,
East-West trade policy, international in-
vestment policy, and international com-
modity negotiations. In addition, the
scope of the work of the present private
sector advisory system that advises the
UUSTR on negotiating questions should
be widened to deal with other issues that
require extensive public-private interac-
tion. In strengthening the role of the
USTR, we believe there is a need to
clarify the distinction between the
USTR’s policymaking, coordinating,
and negotiating mandate and the Com-
merce Department’s responsibility for
implenienting trade policy and export
promotion.
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GETTING THE

MOST OUT OF AMERICA’S
AGRICULTURAL

PRODUCTIVITY

Finding

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

Overview: The advent of the United
States as a major trader in world
agricultural markets scarcely more than
ten years ago has broughi problems not
previously encountered. These prob-
lems relate to: (1) inconsistencies within,
and lack of coordination between,
domestic agricultural policies and export
strategies; (2) multiple, sometimes con-
flicting, objectives 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
traditionaily tended to be reactive and
geared more toward disposing com-
mmiodities that 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 to
establish a unified and coherent policy
for U.5. agricultural trade and food
assistance.”’

Recommendation

The United States must integrate its
agricultural itrade, food aid, and
domestic farm policies,

Drscussion: The impact of domestic
agricultura! programs on the com-
petitiveness of U.S. commodities in
wirtd markets, and the ability of the
United States to use its agricultural pro-
dustivity to address the food needs of

w2 oping countries, must be more ex-
1 acitly recognized in domestic policy
formulation. This will be especially im-
portant when the Congress considers
replacement legislation for the
Agriculture and Food Act of 1981,
which expires in 1985.

The Federal Government has inter-
vened directly in domestic agricultural
production and marketing since the
depression days of the 1930s. The focus
has been primarily dom  stically
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, failed to
fully account for changing world market
conditions. One unintended result of this
domestic focus is that government price
supports for many commodities have
again been allowed to approach levels
that impede the competitiveness of U.S.
products in foreign markets and the
ability of the United States to use its
agricultural productivity to meet critical
food needs in LDBCs. The domestic farm
income orientation has also resulted in
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the imposition of extensive production
constraints at a ime when many
developing countries are not able to
meet the food needs of their people, and
many thousands 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 foed.

Further, unlike foreign competitors,
our food aid policy and programs are not
effectively integrated with our commer-
cial 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.
The U.S. Government needs to establish
a policy for using U.S. agricultural pro-
ductivity to address both objectives. For
example, today the United States is the
world’s largest concessional food ex-
porter. It provides over one-half of the
total government-assisted agricultural
trade moving in the world market, but
its share of commercial agricultural
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 making simple, flexi-
ble credit programs available to U.S. ex-
porters in an integrated international
agricultural trade policy framework,
U.S. exports can make a much larger
contribution to economic growth.

Recommendation

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

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

Recent civil disturbances in the
Dominican Republic, Tunisia, and
Egypt had to be quelled by military ac-
tion. In these cases, civil strife threat-
ened to seriously undermine govern-
ments the United States perceived as
raking positive measures necessary for

:conomic growth. Additionat food
assistance might have succeeded in
-oftening the impact of adjustments and
1 educed the need for a military solution
to resulting probiems.

Aslong 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 overriding body to coordinate
these objectives, we will continue to
forego opportunities to marshall our
resources to maximum effect and assure
a constructive resclution of conflicting
interagency goals.
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BUSINESS
REGULATION

- Finding

Some U.S. Government measures have
discouraging or disadvantageous effects
on American firms that are involved or
might become invoived in leng-term
relationships with private enterprise in
developing countries.

QOuverview: U.S. trade policy has too
frequently involved an extraterritorial
extension of U.S. policies and laws to
other nations, thereby creating conflicts
for U.S. 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.

Historically, one reason so few U.S.
businesses participate vigorously in ex-
port trade has been the U.S. Govern-
ment’s failure to take international con-
siderations sufficiently into account in
setting domestic economic policies.
Government policies often raise the cost
of producing for export, ‘ncrease the
sales price, critically ex-. - d the contract
negotiating period, or i:.: roduce 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 econoniic

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

Recommendation

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.

Discussion: 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 ability to assure that the
new structure is reflected in its laws and
regulations. For example, nearly a cen-
tury ago the United States enacted
stringent antitrust laws to regulate its
domestic market. Over the years,
changes in U.S. antitrust laws have lag-
ged behind changes in the configuration
of our economy. Today, most sectors of
our domestic markets are powerfully af-
fected by foreign competition. Measures
of domestic concentration 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
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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.
Qur trading partners, as well as
American exporters and investors, need
clarity and predictability in rules that
reflect today’s realities. Another exam-
ple of an originally well-intentioned—but
now seriously outmoded—regulation is
the cargo preference requirement for
U.S. food assistance programs. This re-
quirement will reduce our 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 and inter-
preted, and partly because the business
community has been suspicious and
cautious in testing this new vehicle. Con-
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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Food Assistance

Importance of
Agriculture to
Developing Country
Economies

Importance of
Agriculture to the
U.S. Economy

Global Competition

*NOTE:

Task Force members George Ferris and
Mpyer Rashish take exception to Part V
as not germane to a report on private
enterprise and development.

Current Areas of Concern:
Trade and Food Assistance

Two key elements of any development
strategy are trade and food. Trade
nourishes the economy; food nourishes
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
FDYER

ARETRN
INTRODUCTION

For developing countries, particularly
those struggling to accommodate heavy
debt burdens and debt service
payments, trade offers the only realistic
path toward long-term economic
growth. For the United States, trade is
vastly more important ‘o 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 rather than one of
hunger, want, and unrest.
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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 are 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 services. {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
developing 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
successtul export-oriented development
strategy will also tend to discourage tue
adoption of nonmarket policies that are
inner-oriented and restrictive.

The Newly Industrialized Countries
(NICs), such as Hong Kong, Singapore,
and South Korea, many of which are
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 and
the level of U.S. exports to developing
countries have substantial impact on the
entire U.5. economy. U.S. exports and
imports worldwide represent approx-
1mately 25 percent of the $3 trillion
value of goods and services generated in
the United States in 1982, compared to
only 5to 10 percent 15 vears earlier.
Developing countries in narticular ac-
counted for most of the growth in
American exports frem 1975-138% and
thus for a significant share of the new
jobs created in U.S. manufacturing
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 256,000
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 producers 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
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FIGURE 4:
Balance of Merchandise Trade,
1970-1982
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FIGURE 5:
Participants in U.S. Trade, 1984
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SOURCE:

The Export Trading
Company Guidebook,
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raw materials, component parts, or en-
fire products may originate in the
developing world. Competition in the
.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
with friendly nations.

As one advocate put it, “the unmet
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
25,600 U.S. business firms could export
their products, but do not. It is also
estimated that 100 U.S. companies ac-
count for 50 percent of U.S. foreign
trade and that only 250 U.S. firms ac-
count for 85 percent of our foreign trade.
(See Figures 4 and 5.}

This is much too narrow a base on which
. torely for an economy as large and
diverse as ours. American companies
need to recognize and understand the
opportunities vailable to them.

- Through investment and trade, U.S.
business can improve long-term profit-
ability and make a greater con.ribution
to LDC development.

The International Marketplace

New technologies 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 evoluticn of local and regional mar-
kets into global markets. Sophisticated
systems of licensing, communications,
coproduction, and finance link firms of
various sizes. These networks provide
econiomies of scale previously attainable
by only a few large firms. While these
developments offer significant oppor-
tunities to all 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 trading
patterns.

The increased use of protectionist
trade measures has had a significant im-
pact on world markets. Many Free
World governments, 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
subsidies, voluntary export restraints,

ana other devices that are more difficult
to quantify, rather than on tariffs. The
relative invisibility of these tactics,
which often operate through ad-
ministrative discretion, makes it almost
impossible to assess precisely either
their impact or their value. But the
restits are just as pernicious 2s are those
of older forms of protection.
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SCURCE:
Export-import Bank of
the United States,
1982.

FIGURE 6:

A Comparison of Total Exports
Supported by Official Finance in the
Major Trading Nations in FY 1982
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Similarly, developing countries have
taken measures that have a negative ef-
fect on the world trading system. Many
developiug countries rely on stringent
government control of every element of
a transaction; enact policies that
discourage business rather than attract
it; and, in essence, favor government
resource allocation over economic
growth.

Once protectionism has taken root, a
prolonged period of prosperity may be
necessary before countries are prepared
to back away from their protectionist
policies. Also, protectionist tactics by
the developed countries reinforce the
temptation toward inward-locking pro-
tectionist policies by the developing
countries themselves.

Many foreign governmerits have beea
increasing their official efforts to pro-
mote exports to developing countries.
They enhance standard financing
packages with special features te give
their exporters a competitive edge in
developing country markets. Examples
of such enhancements include: financing
of local 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 concessional
government funds with commercial
funds to produce lower than market-
based interest rates and more lenient
loan terins for exporters; and tied-aid
credits that utilize the government’s
foreign assistance programs to influence
procurement decisions in their ex-
porters’ favor. Some sense of the extent
of official government assistance is pro-
vided in Figure 6.

Thus, increasingly U.S. exporters find
themselves having to compete against
the national treasuries of imnercantilist
nations. These mercantilist states are at-
tacking the fres enterprise system in the
Western wold through their use of
mixed cred..s and other subsidies. This
kind of competition 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 countrv businesses of
valuable U.S. technical expertise that is
critically needed. It also diminishes op-
portunities for U.S. private companies,
especially small and medium-sized, to
participate in the LDC development pro-
cess. To cope with this situation, we are
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forced to use mixed credits to protect
the system of international private
enterprise.

The Newly Industrialized Countries
have also used export support programs
to buy their exporters’ way into targeted
foreign markets. They provide combina-
tions of below-market interest rates and
longer-than-customary repayment
terms. The areas of such competition
are growing and now include offshore oil
drilling rige from South Korea, com-
pressors from Taiwan, and aircraft and
agricuitural products from Brazil.
Countertrade in lieu of cash is also
emerging as a major alternate payment
mechanism. Developing countries in-
creasingly require countertrade com-
ponends in import contracts. Despite the
short-term attractiveness of such trade
policies, particularly for those develop-
ing countries with heavy debt burdens
and severe foreign exchange con-
straints, they ultimately hurt all par-
ticipants in the international
marketplace and inevitably lead to an in-
efficient and wasteful allocation of
resources with serious negative long-
term growth implications. Furthermore,
the use of such approaches requires
greater government interaction in
domestic economies and i .:ternational
trade, compounding market distortions
and adding even more inefficiencies.
The cumulative effect of these interven-
tions 1s to slow the real, long-term ex-
pansion of world markets. Ultimately,
this expansion will only occur through
opening international competition, guid-
ed by liberalized trade rules that are
adhered to by all trading nations.

FINDINGS AND
RECOMMENDATIONS

Finding

The United States has not adopted a
strong enough stance in its negotiations
to stop foreign governments from using
unfair methods of subsidizing export
finance.

COverview: Major exporting nations are
employing predatory, mercantilist prac-
tices to protect their domestic markets
and to exploit foreign markets. These in-
clude tariff barriers, a host of new and
inventive nontariff barriers, and a pot-
pourr of export subsidies, the purpose
of which is not to buu:d the economies of
the recipient countries, but merely to
pre-empt the markets of their custo-
mers. What these practices meas, in ef-
fect, is that our farmers no longer com-
pete against foreign farmers; our
workers no longer compete against
foreign workers; and our corporations
and cooperatives no longer compete
against foreign corporations and
cooperatives. Instead, they must con-
front foreign governments and tieir na-
tional treasuries. We endorse the Ad-
ministration’s efforts to negotiate an end
to the use of mixed credits and other
types of predatory concessional export
financing for commercial advantage.
The United States considers trade-
motivated subsidized financing waste-
ful, costly, and ultimately futile because
it causes a budgetary drain on exporting
countries and distorts the internaticnal
trading system. Exported goods and
services should be sold under free
market conditions on tlie basis of price,
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guality, and intrinsic vaice. Subsidized
financing does not contribute to the
value of these goods or lead to eventual
reduction of production costs.

In GECT) negotiations, the United
States has attempted to eliminate the
use of those mixed credits used primari-
Iy for commercial purposes. Little pro-
gress has been made. We believe that
U.S. negotiators need a more forceful
position and more effective bargaining
chips to help them achieve their goals.
The mixed credits recommendations we
make would provide the U.S. Govern-
ment with more negotiating leverage to
end foreign governments’ use of unfair
or ore datory concessional financing and
level the playing field for international
trade, opening the way to market forces
and competition.

Recemmendation

The United States should use ag-
gressively the mixed credits author-
ity of the Export-import Bank (Exim-
bank) to counter competitors’ mixed
credit offers.

Duscussion: Eximbank should operate
up to the full limits of its combined $14
billion in guarantee and lean authority to
fight predatory mixed credit practices of
our foreign compet.cors. The use of
mixed credits and other concessional
financing program:s by foreign govern-
ments increasingly serves to exclude
U.S. exporters from markets in develop-
ing couniries and elsewhere, and results
in substantial long-term business losses
without increasing total world trade and
without the benefits of expanded trade

opportuaities for developing countries
and their private sector businesses. In
the strongest terms, we are clearly of
the view that the use of mixed credits is
not a policy we desire, but rathera
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
shift scarce highly concessional funds
from the poorest countries to higher in-
come developing countries. Further,
mixed credit financing can divert con-
cessional funds from the recipient coun-
try’s highest priority development proj-
ects because 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 use the
financing capabilities of the Eximbank
to the full extent of its resources as a
temporary weapon in a strategy that will
provide the U.S. Government with more
negotiating leverage to roll back the
mixed credit programs of otiiers and
enable U.S. exporters to meet this unfair
competition. Existing authorities are
adequate for 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
accornmodate any activity likely to be
generated by this program in the near
tuture. Use of Eximbank resources in
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this manner will 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
substantially improving cur negotiating
position. In FY 1983 and FY 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 37
billion or more on our behalf, that is only
half of Eximbank’s annual lecan 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 the long-term
benefit of all global trade participants.

Kecommendation

AlD should also use its limited mixed
crerots authority, although the
Exyport-Import Bank will be the ma-
jor source of mixed credit financing.

Discussion: Legislation on export
financing passed by Congress in 1983
directed Eximbank and AlD to establish
a mixed credits program. AID would
probably not be as effective as Exim-
bank in carrying 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 would be long, institutional dif-
ficulties great, and the benefits not as
clear as maintaining 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
i1s made available.

Overview. Many middie-income LDCs
are in serious debt trouble because of
heavy borrowing during the 1970s. This
year the I.S. private sector has begun to
look at scme new methods of export
financing. Private sector sources of ex-
port financing include banks, exporters,
trading companies, commodity com-
panies, countertraders, private in-
surance companies, and other financial
intermedianes. However, the resources
available are considerably less than they
were three vears ago, and U.S. Govern-
ment trade financing programs do not
operate in a manner that adequately ad-
dresses the current debt crisis.
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“NOTE:

The primary supplier
of official export credit
support in the United
Siates is the Export-
Import Bank of the
United States (Exim-
Dank), In conjunciion
with to: Foreign
Credii Insurance
Association {FCIA),
and the Private Expor:
Funding Corporation
(PEFCO). The prin-
cipat other U.S.
Government agencies
that support U.S. ex-
poits are AlD, the
Commodity Credit
Corporation (CCC)
and the Foreign
.* gricultural Service of
LU SDA, the Overseas
f .ivate Investment
Corporation {OPIC),
the Smab Business
Administration (SBA),
and the Trade and
Development Pro-
gram {TDOP).

Recommendation

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

Discussion: 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-
term coordination problem. Meanwhile,
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:

i credii is not available for develop-
s countries i the commercial
markets;

[J unfair financing practices are he’ng
used by foreign governments to sub-
sidize their exports; or

["] the national security interest of the
United States requires the support of a
particular export or export activity.

Better coordination among U.S.
Government agencies with respect to
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
guidelines on terms and definitions, ap-
plication and filing procedures, and
coverage. These guidelines should
reflect developing country and regional
priorities and be drafted so as not to
disturb established markets for U.S. ex-
ports (by offering concessional terms
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 impor-
tant shortcomings of the different
guarantee programs is the lack of con-
sistency in coverage. Eximbank, OPIC,
CCC, and SBA all issue guarantees, but
specific coverage varies significantly
between each agency and all have dif-
ferent guidelines for submitting claims.
Another complicating factor 1s 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 mconsistencies
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 into
components. Special financing,
guarantees, or insurance for some com-
ponents of the transaction could be pro-
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vided, while leaving other components
to be handled by the market or by of-
ficial export 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
would be cofinancing, with public funds
used to soften the cverall credit terms of
private funds and leverage greater
private financial support at the same
time.

_lgcommendation

As part of an integrated tr. "~ »olicy,
the participation of the U.S. private
sector it countertrade should be
facilitated when it is in the best in-
terest of Liie United States.

Discussion: Estimates of the volume of
countertrade vary widely, but projec-
tions suggest that, unless matters
change, a significant amaunt of world
trade will involve some form of counter-
trade by the turn of the century. Due to
the scarcity of foreign exchange,
developing countries are increasingly
employing barter and countertrade, par-
ticularly with agriculiural 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 goods)
and the debt crisis. Developing countries
use countertrade as a means of bypass-
ing foreign exchange limitations and
continuing trade when commodity

markets are depressed and financial
markets . re shrinking.

In a healthy international trade en-
vironment, barter and other forms of
countertrade may represent market
distortions. In the current international
trade environment, however, many
developing countries believe mandatory
countertrade requirements improve
their ability to expand much needed
trade and to develop export oppor-
tunities that would not ctherwise exist.
While the Uniced States should continue
to oppose such countertrade mandates,
it should not impede the ability of U.S.
private firms to expand trade through
countertrade arrangements. Direct U.S.
Government involvement in counter-
trade should be primarily related to ac-
quiring strategic matenals.
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Food Assistance
Y

INTRODUCTION

Among all the human needs that
economic ¢evelopment 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”™
are small scale family farmers.

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

importance of Agriculture to
Developing Country Economies

To an extracrdinary degree, eCCnomic
development in the Third World de-
pends on agriculture. This sector pro-
vides sustenance, jobs, and foreign ex-
change. More than two-thirds of the

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

Unfortunately, progress in agricul-
tural development in the recent past has
been extremely disappointing. In 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-
jor initiatives in recent months to ad-
dress the most critical aspects of the
poor agricultural 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 effectively to acute food
crises. It would help avoid delays and
clear the way for the United States to
take the lead in emergency rehef efforts
¢ven when annual food aid funds are
severelv limited.

In the long term, however, indigenous
agricultural production must be in-
creased. This requ: res developing coun-
try policies that encourage agricultural
production. In too many cases, existing
policies fail to provide sufficient incen-
tives to farmers to imncrease production,
and preclude the efficient operation of
the market. To help remedy this, the
President has also proposed a five-year,
$500 m:llion program, referred to as the
Economic Policy Initiative (EPI). The
EPI is designed to provide additional
support to African governments that are
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either fres-market oriented or are taking
steps in that direction. In particular, it
would provide additional develcpment
resources to nations that have changed,
or are in the process of changing, their
systems to (1) provide greater incentives
to farmers 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 agriculture sector in the United
States—including farmers, agribusiness,
and retail food operatiors—provides
over 20 percent of U.S.¢ NP and 22 per-
cent of U.S. employment.

Before the 1970s, the U.S. was 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. By 1980, exports pro-
vided almest 30 percent of total cash
receipts. Today, the production from
four acres of every ten is destined for
foreign markets. Overall, at least one-
third of the total production capacity of
U.S. agriculture produces for foreign
markets. The growth of agricultural ex-
ports has given farmers, labor, and the
agribusiness sector a vital stake in U.S.
mternational economic policies.

U.S. agricultural exports consistently
set new value and volume records

through the 1970s, but peaked in 143 .
They have declined precipitously =
then. In FY 1983, exports fell t¢ &34 %
billion, 21 percent below the rec:rd
high. This resulted primarily froe. -
slackening in den: ~nd brought abc . -
the worldwide recession and the de..
Cr1518, strong appreciation of the dollsr,
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 recovery in exports
is expected this year, the decline
brought to the surface troublesome,
longer term problems for U.S. trade.
Despite the importance of this sector
to the U.S. economy, we have adopted
agriculiural policies in the past that have
attempted to reduce farm outpusz rather
than use our agricultural potential to
benefit U.S. farmers, U.S. and world
economies, and the millions of starving
and malnourished in the developing
world. Under the 1983 Payment-in-Kind
(PIK) prograin, for example, 30 million
tons of corn and 16 million tons of wheat
(valued at $10 biilion) 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 foud needed by develop-
ing countries to achieve minimally ac-
ceptable nutritional levels. (See Table 5
on page 115.) At a time when the inter-
national donor community is having dif-
ficulty accommodating even emergency
food needs of one te two million tons in
drought-stricken African countries, a
domestic farm program that results in
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*NOTE:
The reduced produc-
tion and declines in
carryover stocks at-
tributabte to the PIK
prograrm versus the ef-
facts of the drought
are difficult to differen-
tiate. This figure
represents an in-
formed estimate by
USDA.

such a massive raduction in production
is unacceptable. A better way must be
found to harness America’s agricultural
bounty that will provide an appropriate
reward to the labors of our farmers,
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 com-
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
bhase would justify. Thus, our farmers
now compete against the national
treasuries of other countries. Many
developing countries have also attempt-
ed to achieve agricultural self-
sufficiency, 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 exporting na-
tions with abundant supplies compete
fiercely for the available markets, fre-
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
trade distorting practices can have a
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 exports of sugar, has
resulted in massive increases in surplus
sugar production (EEC production rose
from 9 million tons in 1974-1975to 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 world’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 stocks. In
turn, the low sugar price has had a
serious impact on the economies of
many developing countries, particularly
in Latin America and the Caribbean,
stamping out private enterprise. The
EEC, through its market-distorting use
of Treasury funds, forced prices down to
levels sharply 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
yvear had the United States not assured a
reasonable price for its quota imports
from this region.

Not only are the economic impacts of
such policies severe, but the close ink

between economic stability and political
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stability has had major national security
ramifications for the United States. At a
time when the United States is commit-
ting billions of dollars in military
assistance to its European allies, the
EEC, through its farm policy, has con-
tributed to political and economic in-
stability in Central America and
throughout ti:2 region. Part or all of the
hillions of dollars spent by the EEC on
export subsidies could be more con-
structively used to payv for the costs of
NATO.

The use of concessional financing and
oredatory export subsidies accounted
for $950 million, or 13 percent, of the
drop in U.3. agricultural exports from
1981 to 1983. Such measures are used
less when markets are expanding rapid-
ly, but their adverse effect on U.S.
agricultural exports becomes pro-
nounced in slow growth periods. Given
the outiook for slower market grcwth in
the future, they can be expected to be a
persistent concern in such a trade en-
vironment. Morecver, the scope of
preferential credit is likely to expand to
ameliorate the credit constraints im-
posed by the grow’ng Third World debt
pressures. ExXporting countries have
chosen to compete with predatory trade
financing mechanisms rather than in-
crease the availability of food assistance
or address the root causes of the inabili-
ty of importers to purchase food in com-
mercial markets.

FINDINGS AND
RECOMMENDATIONS

Finding

Many developing countries face chronic
food shortages that will undermine their
political stability and econcmic
cdevelopment.

Ouverview: At the beginning of this
decade, food production for all develop-
ing countries was 38 percent greater
than in 1970, but population growth was
so rapid that production per pers_.. was
only 8.9 percent greater and, even then,
there were large variations between
countries. As production expands to
marginal land and capital to meet invest-
ment needs becomes scarcer, prospects
for growth in per capita food production
to the end of the century are con-
siderably less favorable than they were
in the 1970s.

By the year 2000, the world will have
1.5 billion more people to feed than it
does today. This is more than seven
times the current population of the
United States. Each vear the world must
fecd and clothe 90 million more people.
While the absolute number of additional
people to he fed is an important determi-
nant of future food needs, so is their
geographical distribution. Most of the
additional people—93 of every 100—will
live in the lower income developing
countries, where people are struggling
to increase their consumption and
upgrade their diets, but many lack the
purchasing power to do so.

By the end of the century, the addi-
tional global food requirements will be
enormous—some 40 percent more in
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"NOTE:
Reference to a doubl-
ing of the P.L. 480
program 5 based on
the approximately 8
miilion ton level
originally approved for
FY 1984 and planned
{or FY 1985 2t the time
the Task Force
developed this recom-
mendation. Subse-
quent increases in the
program, which are
expected 1o increase
FY 1885 shipments o
about 8 rillion tons,
were not considered
in the Task Force

analysis.

2000 than in 1980—just to maintain
averag: consumption. An even greater
increase would be needed to provide
malnourished people in poor countries
with an adequate diet. While every
region of the world can be expected to
expand food production in an attempt to
meet the growing demands, large sup-
ply/demand imbalances will still exist in
more regions. Addressing these im-
halances will require significant efforts
by both developed and developing
countries.

Recommendation

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

Discussion: In the short term, food aid
can help meet emergency food re-
gquirements, particularly in lower income
countries. In light of sericus credit con-
straints, heavy debt burdens, and poten-
tialty higher food prices, there 1s the
strong possibility that the developing
world will face a major food shortage
within a decade—{1ar greater than even
the present shortage in Africa. To help
avert 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 program terms to meet the
individual = <~ of recipient countries.*
Specific recounendations 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 food consumption levels. To at-
tain a minimally acceptable level of food
consumption, as prescribed by Food and
Agriculture Organization (FAQ) stan-
dards, 33 million tons of food aid (of a
total 48 million ton import requirement)
would be required (see Table 3) with .~
additional 2.7 million tons required to
rebuild depleted stocks for food securit
purposes. These figures compare to the
current donor country commitment
under the international Food Aid Con-
vention to supply 9 million tons of food
aid, the originally planned FY 1984 U.S.
P.L. 480 program of 5.7 million tons,
and an 18 million ton per vear 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 take 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-
uon of the United States to'meet these
needs through official food aid; and
(3) provide significant benefits to the
U.S. economy while strengthening the
long-term ability of developing countries
to meet their own needs. After all, how
can we expect private enterprise to
possibly flourish and grow in areas
where most of the farming and labor
forces are in a starvation cycle.

We recognize the concern that large-
scale increases in food aid could serve as
a disincentive to local production.
Therefore, as an important component
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TABLE 3:

Cereal Import Requirements
and Food Aid Needs to Support
Consumption
1983-84 1983-84
Import Requirement Food Aid Needs
(in thousand tons) Status Quo? Nufrtionb Status Quoz Nutrition®
North Africa 10,153 6,400 2,517 377
West Africa 2,099 3,685 985 2,754
Central Africa 714 1,715 167 1,169
East Africa 1,974 5,613 1,624 5,296
Southern Africa 1,988 2,772 1,314 2,097
Middle Africa 1,378 1,625 277 423
Subtotal 18,306 21,710 7,884 12,116
SOURCE:
Workd Food Aid Needs
and Availabilities, U.S.
South Asia 7164 18,024 1,270 15,647  Deparmertst
Scntheast Asia 4,981 3,700 1,946 2,688  TesearchSenvice,
Subtotal 7,145 21,724 3,216 18,335
NCOTES:
a) Tomaintain current
consumption levets
- based on per capita in-
Caribbean 998 11,227 227 465  takeoffood siaplesat
- ovels reported over last
Central America 600 626 144 288 Yo e cepia
South America 2,770 2,765 963 1,501  [Mekeofstaplesto
Subtotal 4,368 21,618 1,334 2,254 rgiccnos Organiza
tion's recommended
Total 29,819 48,052 12,434 32,705
of the expanded program, appropriate .
Recommendation

assurances should be obtained that reci-
pient countries will adopt policies to
maintain their domestic producer
prices—where these are adequate—as
incentives for domestic production and
increase them where they are not ade-
guate. Sufficient safeguards must also
be in place to assure that these addi-
tional supplies will not disrupt commer-
cial markets or exceed the capacity of
the local distribution infrastructure. 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.

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

Drscussion: In times of low commodity
prices and large U.S. agricultural
surpluses, food assistance is one of the
most cost effective forms of foreign aid.
In fact, rather than adding to govern-
ment costs, savings in deficiency
payments, loans, and storage costs
under price support programs from an
expanded P.L. 480 program can actually
result in a net gain to the U.S. Treasury.
Feorillustrative purposes, the Task
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Year i

NOTES:

* See footnote on page
101 and assumption #3
on table 7 (page 104).

" "in tatee 5 on page
104, we calculate the
nanrecoverable costs
of $2.5 billion as the dif-
ference between the
toial cost of the in-
creaseinP.L. 480(374
bitlion) and the total
P.L. 480 repayments
{%4.9 billion).

FiGURE 7:
P.L. 480 Shipments 1955-1983

1960
1965 8
1970

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 znd allow improvement in
curreni.v inadequate diets. This would
result in a direct benefit-cost ratio of
nearly 2:1 to the U.S. Treasury, with
nonrecoverable costs totaling onlv $2.5
billic:: cr~mpared to price support sav-
ings of 34 to $5 billion. (See Table 4.)**
This does not include additional benefits
to be deiived from expanded commer-
cial market opportunities for U.S.
agricultural 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
add:tional economic activity, with
benefits to the U.S. Treasury of approx-
imately $300 million in revenue, $80
million in unemployment savings, and
approximately 20,000 additicnal jobs.

Additional flexability must also be pro-

Thousand Metric Tons

20,000

15,000

16,000

5,000

1975
1980 f:: 5

vided so that critical food aid needs can
be met in a timely manner. The
establishment of the Special Presidential
Fund proposed by President Reagan
wotild be a major step toward meeting
this objective. Additional steps must be
taken, however, including increased
flexability 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 further
elaboration.)

Recommendation

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

Discussion: US. agricultural export-
financiag mechanisms offer the
possibility of using U .S. food productivi-
ty to help ameliorate the adverse
development impact of large debt
burdens and large food deficits. These
nclude direct provision of credit, credit
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- TABLE 4:

Benefits Achieved from an Increase in P.L. 480

FY84 FY8 FY8

FYS87

Basic assumptions of
this table are: (1) Cost
of Title  commodities
will be repaid cver 40
years; {2} One example
assumes target prices
are frozei at corrent
levels, the other
assumes continued
escalation; (3) Costs
and savings are based
on & maximum FY 1984
ingrease of $1 billion, a
total program fevel of
$3 biilion in each of the
next five years, and the
ariginally planned

FY 1985 program level
of approximately

& mitlion tons.

FY88 FY89 Total

Total cost of (in § millions)
Increasein P.L. 480 _ 04,000 0 1,339 1306 1272 1238 1203 7,358
Savings—ivozen Targets
P.L.430 Repayments 66> 8384 862 840 817 794 4,862
Price Support 218 382 541 866 1,120 982 4,109
Total Savingsa ........833 1266 1403 1,706 1,937 1776 8,971
Net Benefit (Cost) YTy (T3 97 434 699 573 1,613
Savings—Escalated Target .~~~
P.L. 480 Repayments 664 884 862 840 817 794 4,862
Price Support 218 382 666 1,305 1,200 1422 5,193
TotalSavingsa 833 1,266 1,528 2,145 2,017 2216 10,055
Net Benefit (Cost) _ L. aan o (73) 222 873 779 1,013 2,697

guarantees, and the combination of the
two (blended 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 develop-
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 United States and agricultural
deveiopment 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,
storage, 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
develepment process. This program has
substantial long-term potential to ex-
panc two-way trade and is an extremely
flexible mechanism both in terms of
funding and minimal legislative or ad-
ministrative constraints.

Finding

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

Overview: 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.

104

SOURCE:

USDA, Office of Budgat
and Frogre-n Analysis,
January 1984,

NOTE:

a)Net benefit cost is
cailculated by
subtracting total
savings from the total
costof inCreasein

PL 480.

*NOTE:
This program was
established in 1980
but has not been used
since the establish-
ment of the export
credit guarantee pro-
gram in 1981. The
program allows the
Secretary of
Agricuiture to enter in-
to project agreements
with U.S. or foreign
private entities, or with
foreign governments,
under which the CCC
may finance the sale
and export of U.5.
agricutural com-
modities for periods in
axcess 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. 480 should be
channeled through businesses and
not through government.

Drscussion: Essential as some public
sector projects may be to provide
necassary 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
local currency generated by U S. food
assistance resources should be chan-
neled to companies to stimulate privais
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
should 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 have the business expertise to
evaluate private sector projects and can
meet the needs of small and medium
scale businesses, inciuding farmers.

Similar private enterprise stimulation
should be provided by increasing the
leeway to generate local currencies for
these purposes under U.S. food donation
programs.

Additional mechanisms, some already
authorized and some requiring new
authority, must also be used to
signifi~antly increase private sector in-
volvement in P.L. 480 assistance efforts
and to enhance the program’s impact on
the development ¢ self-sustaining
private enterprise in developing coun-
tries. Specific recommendations t¢
reinstitute P.L. 480 agreements with
private trade entities, enhance the
-ole of PVOs under P.L. 480, and use
2. 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 currency funding of the USDA
Agricultural Cooperator program as a
means of attracting greater private sec-
tor participation in trade expansion ef-
forts and in the development of expand-
ed indigenous private enterprise
capabilities.

A commitment to private sector pro-
motion and enhancement of market-
oriented activities often depends on the
continued, predictable avail~"ility of
resources. If we wish to encourage
resource commitment and risk-taking by
the private sector in developing roun-
tries (in this case primarily rural
agricultural producers), multiyear com-
mitments of resources under our food
assistance programs become even more

necessary.
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APPENDIX A

Training
Action Brief

Developing countries
lack sufficient private
sector skills; the United
States should undertake
a major initiative to ex-
pand training for private
enterprise. AID’s U.S.-
based training program
should be doubled to
18,000 participants per
year.

Training

Ioduction

A major international economic policy
objective of the Reagan administration
is to help developing countries rely less
on their public sector and more on their
private sector. The Agency for Interna-
tional Development (AID) and other
government agencies can play a major
rele in implementing this policy 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 drain on an economy as it is
potentially an asset. The tramning of
future business leaders, entrepreneurs,
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 training to
formal courses, including graduate
business degrees. All too often,
however, there is little or no access to
traming progams of any type.

Until recently, 1.S. foreign assistance
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.
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‘While considerable progress has been
- made over the past four years, the Task
- Force believes that to strengthen private
enterprise in many developing coun-
tries, training for and by private enter-
prise should be dramatically increased.

Summary of Major Recomme lations

The recommended actions have been
divided into two sets: (1) those actions
AID can immediately undertake within
1ts existing authority, and (2) those ac-
tions that may require outside authoriza-
tion procedures {i.¢., legislative action),
or other U.S. Government approval by
such entities as the Department 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 training
and improve institutional capacity to
monitor, evaluate, and document train-
ing programs.

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

B Emphasize training that supports
the development of business skills.

Emphasize the needs and potential
of private enterprise through training
programs for public sector officials.

B Double AID’s Participant Training
Program to 18,000 participants with
more opportunities for individuals from
the private sector.

B Develop training relationships be-
tween private enterprises in the United
States and developing countries.

B Lstablish in-country selection
panels for participant training that in-
clude local and U.S. business leaders
along with host government and USAID
representatives.

B Continue to support and expand ex-
isting in-country educational institutions
and training programs.

B Expand traming approaches that in-
tegrate the resources and capabilities of
U.S. private enterprise into AID’s in-

country training activities.

® Increase AID assistance for in-
country training programs that support
U.S. investment, trade, and capital
development projects.

& I'stablish a private enterprise train-
ing advisory board composed of leaders
from the U.S. private sector.

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
only about 2 percent were funded by the
U.S. Government. Thousands more
were trained by nonacademic public and
private organizations.

AID TRAINING
PROGRAMS

AlDislargely responsible for U.S.
government-sponsored training of in-
dividuals from developing countries.
AlD policy encourages training for three
purposes: (1) developing local staff for
AlD-assisted projects; (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 econoinic coopera-
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 purpoese of U.S.
Government training programs.

AlD has two broad-based categories
of training: participant training, 1.e.,
AlD-sponsored training in the United
States or in another developing country
(third country training), and in-country
project-related training. Related pro-
grams include the new training activities
of AID’s Bureau for Private Enterprise
(PRE).
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SQURCE:

Office of iInternational
Training, Agency for In-
ternational Develop-
ment (1984).

FIGURE A.1:
AlID Participant Training Programs by

Academic, 4,016 &
Technical, 4,996 B

Subject Area for FY 1983 Total, 9,012
*‘g Number _ _ - - -
F.8 £ §EE B

. Agriculture 31 R

Industry 20 -

Transportation 1

Labor )

Health/Family Planning 16

Education 7

Public Administration 14

Housing/Community Development 4

Miscellaneous 2

Training begins with Country
Development Strategy Statements
(CDSS) that are established by each AID
mission in conjunction with the nost
government. Specific projects are iden-
tified that meet the country’s develop-
ment priorities. 7 raining needs are then
isolated in each projeci development
paper. In the end, almost 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 dore iii-country.
1f 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 location.

Participant
Training

Since the program began 40 vears
ago, over 240,000 individuals have taken
part m AID’s participant training pro-
gram. In FY 1983, over 9,000 AlD-
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 roughly
$150 million annually. AID training 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: academic and technical.

Academic training 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 m training, about 45 percent are
enrolled in U.S. colleges and univer-
sities, with the majority earolled in
graduate degree programs. Many of the
programs combine academic study with
practical training.

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
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an academic institution not leading to a
degree. Most technical training pro-
grams are of less than three months
duration.

In spite of a trend toward more
technical 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 pregram,
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/com-
munity development, do contain
elements of private enterprise training.
ATD does not have specific information
on the percentage of participants trained
in private enterprise-related activities in
the United States.

Participants selected for training in
the United 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.

Due to staff and budget reductions,
ATD 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 coordinator of train-
ing management services. 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 inciude
universities, private training firms, in-
dustry, labor, and other organizations.
Examples include Partners for Interna-
tional Education and Training (Part-
ners), and the International Marketing
Institute {IMI).

Partners, a consortium of interna-
tional education and exchange orgar:iza-
tions, was established in 1982 to manage
programs for approximately 2,000 AID-
sponsored participants each vear. While
most placements are in U.S. academic
institutions, Partners has found many
short-term placements for developing
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 muffler
manufacturer, furniture 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 weeksina
small enterprise development program
condnucted by IMI in Boston. An optional
observation study tour followed the of-
ficial program. Visits to many U.S.
firms, small and Iarge, were included.

AID uses private enterprise to do
specialized technical training as part of
the participant training program. 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-
guired by AID and its contractors to
design and manage individually tailored
programs. Complete data and statistics
on AID training provided by U.S.
private enterprise are not available.

AID also operates a reimbursable
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training program in which all par-
ticipants are sponsored by their govern-
ments, with most placement in U.S. col-
leges and universities. Qutside organiza-
tions, under contract to AID, organize -
znd conduct the training. 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 program began.)

In-Country
Training

Training in recipient countries is
limited primarily to on-the-job training
of local nationals working under AID
development projects—usually in the
functional areas of agriculture and nutri-
tion, population and health, and educa-
tion and humar resources. Training
ranges from academic degree programs
to technical seminars to short on-the-job
mstruction.

Traming in local educational institu-
tions is an AID priority. When possible,
AID prefers to upgrade the local institu-
tion rather than send the student
overseas. However, if the local institu-
tion cannot meet project requirements,
participants are sent to the United
States or a third country.

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

Participation ievels cannot be ac-
curately estimated, but the numbers
vastly surpass those of the participant
training program because the majority
of AID projects include a training com-
ponent. Isolating private enterprise
traming is difficult 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 business skill training for an
employee of a state-own=d 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, ali the AID
regional bureaus are involved in private
enterprise training projects. The Bureau
for Latin America and the Caribbean
(LAC) has a number of innovative proj-
ects associated with the Caribbean Basin
Initiative. For example, the Barbados
Institute of Management and Training is
receiving AID support to assist the
private sector in training and upgrading
management and technical skills that
are critical for business expansion, new
investment, and employment oppor-
tunities. In Honduras, the National
Training Institute is providing improved
skill training for middle managers, i.e.,
mechanics, carpenters, electricians, 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 management research
center will also be established.

Bureau for
Private Enterprise
Training

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

US.PRIVATE
ENTERPRISE TRAINING

Universities, other educational institu-
tions, and private training firms account
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for most of AID's training in the United
States and overseas. However, U S.
business and private voluntary organiza-
tions (PVOs) have supported AID train-
ing programs and have conducted train-
ing programs of their own for many
years.

U.S. 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 efficient
transfer of knowledge to developing
country emplovees, 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 arrangements, technical
assistance agreements, management
contracts, engineering and consulting
contracts, and training associated with
the purchase of equipment and supplies.

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

L1 Several East Coast transportation
companies arranged and paid for an
observational training program for five
urban planners to study mass transit.
AID funded only the per diem and the
international travel.

1 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
U.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
unplanned “‘spin-off” resuits of the proj-
ect have not been fully realized, but to
date they include several U.S.-LDC joint
ventures, $250,000 in American equip-
ment purchases, and a contract to
manufacture a U.S. firm’s product

under license.

3 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 telecommunications
technology. The institute, in conjunction
with the Academy for Educational
Development in Washington, D.C.,
trained over 200 people 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-
nat.onal development institutions {in-
cluding AID) funded 70 percent of the
costs of transportation and suster.ance.
The program is designed to 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 firms. Par-
tictpating firms have benefited from
technical assistance relationships, new
business contacts, and a better
understanding of the developing country
markets.

_! The International Cooperative
Education Program of Northeastern
University in Boston, Massachusetts
recognizes 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
United States. Northeastern offers a uni-
que solution: home country work
assignments. Engineering and business
students serve a designated period
working for a U.S. multinational in their
home country midway during their
degree program. The firm benefits from
having a trainee on-site with local
knowledge, an effective means to screen
candidates for permanent empioyment
at an early stage, and a good source of
long-term business contacts. The
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developing country gains a qualified
engineer or business manager after com-
pletion of the formal education program.
0 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 Becntel as an adviser.

PVOs are also invoived 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 firms.
They also have assisted U.S. firms with
meeting training needs in developing
countries. Examples include the
following.

C! The International Executive Serv-
ices Corps (IESC), utilizes the services
of retired U.S. executives o assist host
country private enterprise and some
government agencies with increasing
productivity through management train-
ing and technology iransfer; and im-
prove the image of U.S. business
abroad. Through over 2,000 assistance
projects they have provided a variety of
training and technical assistance pro-
grams that have resulted i increased
employment, increased investments,
and in about 1,500 cases, enduring rela-
tionships with U.S. firms.

L The Industry Council for Develop-
mernt offers industrial expertise to
governments and enterprises te assist in
development projects and programs.
Long-term development through prac-
tical cooperation between governments,
aid organizations, and industry is their
prime objective. Advisory services are
drawn from the counci’s primary
resource—the expertise of U.S. com-
mercial enterprises.

[ The Center for International
Private Enterprise (CIPE), a nonprofit
affiliate of the U.S. Chamber of Com-
merce, 1s developing training prograims
for executives from trade associations

and voluntary business groups. Trainiu«
is designed to strengthen business in-
stitutions, improve management 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 for training at
the chamber’s Institute for Organization
Management.

TRAINING BY OTHER
U.S. GOVERNMENT
AGENCIES 7

In addition to AT}, U.S. Government
agencies with major prograins that bring
LDC participants to the United States
are the Department of Defense (DOD)
and the U.S. Information Agency
(USIA). DOD provides military training
for about 11,000 individuals from
developing countries every year. USIA
conducts programs and offers scholar-
ships of a general nature for a large
number of LDC participants. USIA’s In-
ternational Visitor Program brings
about 3,500 individuals to the United
States every vear for short-term study
tours. Another USIA program, the
Hubert H. Humphrey North-South
Fellowship Program, sponsors abeut 95
professionals from 56 developing coun-
tries at U.S. universities.

The Departments of Education,
Energy, and Health and Human Serv-
ices have sizable training programs, but
they are designed around professional
needs rather than geographic considera-
tions. The Department 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-country development programs.
The Overseas Private Investment Cor-
poration {(OPIC) also finances some
training associated with its investment
and insurance projects. Many other
agencies sponsor training programs in
areas specially related to their expertise,
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- but programs tend to be on a small scale
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 sponsored 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.

TRAININGBY
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 Organiza-
tion of Economic Cooperation and
Deveiopment (OECD). The Federal
Republic of Germany led with 22,000
followed by the United Kingdom with
12,400, Japan with 11,000, and the
United states with 8,800.

Direct comparisons are misleading
because U.S. figures apply only to AID,
not to cther 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
observation tours, others offer partial
scholarships, and some include training
outside their borders. The German
tellowship 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 traditional development ac-
tivities. Elements of the Japanese and
British training programs place special
attention on developing long-term com-
mercial relationships.

The USSR’s economic development
programs have been accompanied by a
comprehensive training effort. During
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-
nuaily. Moscow has viewed its academic
program as a low-cost, potentially high-
vield effort. Half of all Soviet scholar-
ships have gone to 50 countries in
Africa. According to the UISIA, the
Soviet bloc has increased total ex-
changes in Central America sevenfold
over the past five vears. They offer
scholarships to 14 students for each one
who is invited to study in the United
States.

Recmrnendatins

TRAINING FOR
PRIVATE ENTERPRISE
DEVELOPMENT

ATD needs to develop and imple-
ment a detailed strategy for private
enterprise training and improve its
capacity to monitor, evaluate, and
document its training programs.

Discussion: Neither AID nor other
U.S. Government training entities have
a comprehensive strategy for training
that incorporates private enterprise
development needs and offers a means
of facilitating trade and investment be-
tween the United States and developing
countries.

Principally through 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 training to a
level of pricrity consistent with the
dependency of private enterprise on a
trained labor force.

A training strategy should take into
consideration the changing needs of
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developing countries, potential U.S.
private sector assistance, and the ac-
tivities and plaas of other U.S. Govern-
ment agencies and departments. This
strategy should include Country Train-
ing Plans at the mission level, which
would require private enterprise iraining
to be included. Standardized procedures
for identifying tramning projects and for
reporting results should be developed.

The lack of readily available data on
the extent of training for private enter-
prise and information on the onzin and
post-training location of trainees limits
ATD’s ability to develop strong, effective
training programs in harmony with the
agency’s mandate. Traming 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 programs more ef-
fectively. This will permit the monitor-
Ing and evaluation of training programs
long after they are complete.

AID should produce an annual report
that fully documents its training pro-
grams and plans. A standard definition
for training that encompasses all types
of training related to private enterprise—
mncluding traming in AID’s more tradi-
tional disciplines—should be adopted in
the report.

A larger share of AID’s training
resources should be devoted to pro-
grams that focus on managerial,
vocational, and technical training
rather thian on acaderic degree
training.

Discussion: Acquiring skills that meet
local job demands and development
needs is of paramount importance. A
wide variety of private enterprise train-
ing programs need broad support.
Highly sophisticated academic training
may be appropriate in some cases, but
lower level, practical, hands-on training
1s badly needed. This includes
rmanagerial, vocational, and technical
skill training. Special emphasis needs to
be placed on small and rural enterprises,
the source of most economic activity in

developing countries.

Training associated with many tradi-
tional .AID projects could be enhanced
by more emphasis on private sector solu-
tions to development problems. Projects
with a training component should ex-
pose participants to private enterprise
approaches to management and
development.

AID should place special emphasis
on training that supports the develop-
ment of business skills.

Discusston: An entrepreneurial spirit
exists in many developing countries.
However, trose 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 cannot create en-
trepreneurs, but it can help existing en-
trepreneurs improve their chances of
success by providing start-up informa-
tion and teaching beginning-level
management skills.

In particular, developing country
busmesses need a better understanding
of domestic and international marketing
requirements. Many business people
understand how to make a product or
provide a service in a developing vovn-
try, but a lack of markehng skills
prevents them from expanding their
businesses to their fuil potential.
Economic success for many developing
countries will depend on the ability of
local businesses to export products and
services to their regional 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 U.S. market requirements
will be able to benefit. Marketing educa-
tion also offers a secondary trade benefit
to U.S. businesses; local firms learn how
to purchase raw materials, components,

capital equipment, and finished goods.
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U.S. business ieaders along with host
government and USAID
representatives.

Discussion: Individuals for U.S. par-
ticipant training programs are presently
selected by host government and AID
cfficials or AID contractors. The new
empk.zasis 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 Lusiness community. These
groups could also help assess private
sector traiming needs and identify and
develop in-country institutions to pro-
vide appropriate training. Indigenous
companies that share the cost of traimng
should obviously have a voice in who is
selected.

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

Discisssion: AITY's reimbursable train-
ing program offers a means of expand-
ing AID training programs on a virtually
cost-free basis. A modest increase for
promotic 1al activities could spark in-
terest from many more countries than
now participate. Private enterprises in
developing countries, including U.S.
companies, could be encouraged to send
their local employees to work and study
in the United States under a modified
reimbursement program. Middle-
mcome developing countries represent a
potentially sizeable market for this serv-
ice, but other t: aditional AID recipient
countries should also be considered.

IN-COUNTRY
TRAINING

AID should continue to support
and expand existing in-country
educational institutions and training
programs.

Discussion: Many local educational in-
stitutions have failed to provide practical
programs to meet local 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 should
encourage these institutions to develop
outreach mechanisms to the local
business community. Local 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 to be ignored.

Local educational institutions alsc
need to develop follow-up mechanisms
that enable the participants to have con-
tinued access to new information. 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 resources and capabilities of U.5.
private enterprise into AIT’s in-
country training activities should be
expanded.

Inscussion: AID should facilitate the
placement of U.S. business executives
and corporate technical experts in local
training projects and encourage multina-
tionals to offer their training services
and facilities free of chargeorona
marginal cost basis to nonemplovees. In
particular, the training of customers,
suppliers, and perscnnel from other sup-
port enterprises offers obvious benefits
to multinational corporations. Com-
panies like Sears International and The
Singer Company have been doing this
successfully 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-
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when facing the need for quick action tc
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.

Although they need further definition
and refinement, the following criteria
provide an initial framework.

L2 Eximbank should offer financing to
U.S. exporters that will enable the ex-
porters to compete on equivalent terms
with exporters from other countries who
benefit from commercially oriented con-
cessional credit (mixed credits). [n some
cases, Eximbank may provide identical
financing packages; in other cases it
might include some other combination
of down payment, rate, term, and grace
period concessions that would be equal,
but not superior, to the competing
financing.

OO Eximbank should aggressively
counter competing offers. For instance,
in qualified cases in 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 gues-
tion about its intent. If the country in-
volved uses mixed credits extensively
and does not provide a clear negative
response to tae query, Eximbank should
be directed to operate on the assumption
that a mixed ¢redit package will be of-
fered and it should provide appropriate
financing to the U.S. exporter. In other
cases, Eximbank may have to make
judgments about the intent behind com-
petirg offers—whether the principal
mrivation is commercial or
aevelopmental.

{1 All operations undertaken should
be consistent with U.S. responsibilities
under the OECD Arrangement, which
pernits matching of competing offers,
and with other U.S. international
commitments.

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

tions, power, and transport equipment
firms. However, it should not exclude
any products in which U.S. exporters
can be price-competitive.

U Exirnbank should not exclude prod-
ucts that are in world oversupply, such
as copper or steel processing equipmeat,
because to do so would be tantamoun® fo
announcing that the United Statcsis
leaving the field to others. However, it is
current U.S. policy not to finance such
exports. We do not quarre] with the
policy. Our clear preference would be to
avoid these areas, but given the needs of
the program, flexibility may be required.

Summary
]
ISR

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 improve the U.S.
negotiating position by trving to
eliminate commercial export subsidies.
It wall 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 expensive
practices.
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. -inef_:_xt projects should be expanded.

0. Ihscussion: While low labor costs and

" other incentives are attractive, one of
- the reasons many U.S. firms shy 2 vay
from investments or major projects 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 asmall U.r. firm wants to ex-
port equipment to a developing country
that will help development, suchasa
solar-powered windmill or water pump,
AID could share in the cost of training
loca’ workers to operate and maintain
the equipment.

This is particularly relevant for U.S.
construction and engineering firms com-
peting for major overseas contracts in
developing countries who are often ex-
pected to finance training costs
associated with the prc,ect. This is prin-
cipally because many other donor na-
tions support training costs through aid
programs or other government-financed
programs. AlD should provide grants on
a selective basis to projects that con-
tribute to development and where U.S.
firms risk losing the contract because of
their inability to offer a competitive
financing package. Training benefits
can accrue long after the project is
completed.

ORGANIZING AID
FOR TRAINING

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

- Discussion: 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 1s essential that
AID senior management review AID

capabilities to decide if existing
mechanisms can be readily adopted and,
if not, what new aproaches should be
proposed.

A Private Enterprise Training Ad-
visory Beard in AID, coinposed of
leaders from the U.S. priva. e sector,
should be established.

Discussion: AID has not had extensive
experience working with private enter-
prise on training activities. An advisory
board would provide AID with the
valuable insight it needs irom the U.S.
private sector. Experts would assist AID
in determining how te involve U.S.
private enterprise in training LDC par-
ticipants in the United States and
overseas. The board would also help
AID develop, apply, and evaluate a con-
sistent set of training principles and
obhjectives.
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APPENDIX B

Mixed Credits
Action Brief

The United States must
strengthen its position in
pegotiations to end unfair
trade finance competi-
tion. The Export-Import
Bank should operate up
to its $4 billion lending
authority and $10 billion
guarantee authority to
counter predatory trade
practices and provide
equivalent support to
U.S. exporters.

Mixed Credits

ntroctio

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

Lvery major trading country except
the United States has undertaken
serious erforts to achieve international
competitive dominance in one or more
industrial export sectors. These efforts
are also evident in the agricultural sec-
tor, an increasingly important segment
of U.S. trade. U.S. markets at home and
abroad have been major casualties.
Costs to US. industry have been severe
in terms of employment and profits. In-
dustries in which the United States was
totally dominant only a few vears ago
are increasingly threatened by carefully
targeted, subsidized foreign competi-
tiv - These industries include commer-
cial aircraft and other transpertation
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. Common to them all,
however, is a governmental effort that is
both well-funded and well-coordinated.
Their efforts are based on three impor-
tant realizations: (1) that new interna-
tional markets are becoming increas-
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- ingly scarce; (2) that some form of price
break or other iinancial inducement may
tip the balarice toward a particular seiler
for Third World buyers; and (3) that the
key to future sales is market penetration
today—a toehold in a new market today
may be parlayed into a captive market
tomorrow.

Each of the governments that has
joined this competition has developed
and is actively implementing aggressive
comimercial strategies to insure its suc-
cess: specttic domestic industries such
as steel. telecommunications, and
energy :zve 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 effort on
penetratng, pre-empting, and capturing
new markets. In many cases, initial suc-
cesses in winnir g bids provide suppliers
with substantial advantages in future
competition for expansion or new proj-
ects in the same sector because the ex-
ports targeted for support are large
capital 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 now stand at a crossroads in trade
and finance policy. The concessional 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 international competitiveness of
U.S. industries with true comparative
advantage—industries in the energy and
high technology areas, for example—is
dechning, in large measure because the
United States has refrained from
meeting and neutralizing the aggressive
promotional practices of other countries.
Without the ability to sell abroad, re-
main on the cutting edge of vital
technologies, and maintain economic
prosperity at home, U.S. industry will

continue to falter, thereby imperiling not
only our growth, employment levels,
and profits, but our national security as
well. In the final analysis, a sound and
thriving economy will have as much to
do with our world position as will the
state of the arms balance.

The most damaging subsidy scheme
in recent vears, 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 concessional
government resources with public
and/or 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 term has been
generally expanded to encompass cif-
ficial export fimancing subsidies for com-
mercial purposes rather than develop-
ment purposes, whether by a single -
source or combination of sources. These
government subsidies for commercial
gam are costly. They distort trade pat-
terns and reduce competition.

The United States can and must adopt
a program that enables U.S, exporters to
finance the sale of 11.5. goods and serv-
ices on terms that are competitive with
the subsidized terms offered by the
governments of our aggressive trade
competitors. This assistance should be
carefully targeted against predatory of-
ficial efforts to capture existing U.S.
markets and to pre-empt and lock up
new markets. The assistance should be
focused on sectors of the U.S. economy
in which American industry is clearly
competitive with nonsubsidized foreign
competiticn.

To meet the mixed credits challenge,
the U.S. must: increase its efforts to
negotiate an end to these widespread
trade finance subsidies for commercial
advantage; and, in support of this
negotiating position, provide funding
and formulate clear policy guidelines to
counter and neutralize the predatory of-
ficial activities of competitors.

The basis of a program to meet this
unfair competition is laid out on the
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following pages. The program can be
undertaken immediately without need
for additional funding or increased
authority and can be built on existing in-
stitutional arrangements. It should be
continued as long as necessary to con-
vince U.S. competitors that reliance on
market forces, without the use of
government subsidy. is a better way to
Increase trade and achieve worldwide
Zrowth and prosperity.

ackground

DEFINITION
AND CONTEXT

Official export promotion efforts con-
sist of a wide array of governmental pro-
grams in financing, insurance,
guarantees, taxation, commercial re-
porting, and market development. All
exporting countries, including the
United States, provide various forms of
export promotion to expand markets
and increase sales. They also provide
concessional export financing for
developing couniries that require im-
ports to meet critical development
needs. In recent yvears, however, the
distinction between acceptable export
promotion practices and developraent
assistance efforts has been blurred, par-
ticularly in the use of mixed credits.

Current international conventions pro-
vide for commonly accepted and agreed
upon financial practices and terms for
official export financing. They also pro-
vide methods for defining concessional-
ity as apphied to interest rates and terms.
Unfortunately, however, they only nar-
rowly define the range of unacceptable
financing techniques tsed by countries
to subsidize exports for commercial pur-
poses. A wide range of commercially
oriented subsidized financing activitics
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 carefully define,
monitur, 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.

(1) Cofinancing: a mix of public capital
{sourced from different public entities)
or public and private capital in a single
export transaction.

{2) Joint financing: a cofinancing ar-
rangement for which there is a common
list of goods and services and where
financing of all or certain items are
shared between colenders in agreed
proportions.

(3) Parallel financing: a cofinancing ar-
rangement it which each colender
finances different goods and services or
distinct parts of a project.

{(4) Assoctated financing {as defined by
the Development Assistance Committee
of the Organization for Economic
Cooperation and Development): transac-
tions that associate, in law or in fact,
some combination of Official Develop-
ment Assistance (ODA), other official
finance with a grant element of at least
20 percent, and official private export
credits or other official flows at or near
market terms.

(3) Tied aid credits: a credit that is pro-
vided for development aid purposes and
is financed either exclusively from
public funds or partly from public 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 techni-
ques, principally for commercial rather
than for development purposes, distorts
international trade and 1s detrimental to
the development process and the
world’s trading system. Other countries
are using a wide variety of these
techniques.

Countnes offer numerous reasons for

123



s usmg mixed credits: to help their trade
~ balance; to support the growth and

- 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 concessional rates to 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 QDA
funds from the poorest countries to
higher income developing countries.
Further, mixed credit financing can
divert ODA from the recipient country’s
highest priority development preiects
because mixed credits frequentiy 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 considerations 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 centinue to press
for the elimination of all ferms of
government export subsidies for com-
mercial purposes.

THE ORGANIZATION FOR
ECONOMIC COOPERATION AND
DEVELOPMENT ARRANGEMENT
ON MIXED CREDITS

In February 1978, the United States
and 21 other OECD 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 terms to various classes of
importing countries. The Arrangemer!t
is a “‘gentleman’s agreement’’ that is ap-
plicable to officially supported export
credits with repayment terms of two
years or more.

The principal purpose of the Arrange-
ment 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 guidelines. 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:

I considering credits with a grant ele-
ment above 25 percent as Official
Development Assistance (ODA) rather
than as commercially oriented trade
credits;

1 notifying other participants prompt-
ly after commitment when a tied aid
credit with a grant element above 20
percent has been offered;

[ refraining from offering tied aid
credits with 2 grant element of less than
20 percent; and

7] 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 offer 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
transactions escape proper reporting
and scrutiny. Thus, parallel financing
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undertakings between a government en-
ity and a private capital source, in
which a package of exports are disag-
gregated and financed separately by
each colender, 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 information to be of use, either
for matching by other participants or for
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 amount 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 concessional mixed credits. Some
courtries, 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
n 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 per-
cent,”” and most of the remainder had a
grant element in excess of 30 percent.
This high concentration just outside the
agreed upon range 1s a clear indication

that some countries are using the defini-
tion of ODA as a disguise for commet-
rially oriented trade practices. These
unfair trade practices are hurting U.S.
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 community, have
begun to offer mixed credit financing.
The dollar value of mixed credits offered
rose significantly until 1980, remained
constant at just over $2 billion annually
through 1982, and increased to $3.5
billion in 1983. Mixed credit use con-
tinued at that pace into 1984.

Because of definitional limitations,
these figures probably understarte the in-
cidence of mixed credits. Addtionally,
however, many experts believe that
countries underreport either deliberate-
ly or through administrative
carelessness. It is highly probable that
the amount reported would increase
significantlv if our broader definition of
ruixed credits were used. Of importance,
t0o, is the fact that mixed credits are
often concentrated in certain heavily
subsidized industrial 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 particularly true in the
power and transportaticn sectors.

France has offered over 50 percent by
value of all reported mixed credits. The
adoption of “defensive’’ mixed credit
programs by Canada, Japan, Germany,
and others has not led France to reduce
its activity. While France hss cut the
size (in dollars) of its mixed credit offers
since 1980, the number of offers in 1983
was almost triple the 1980 level.

Most of the countries that are the prin-
cipal recipients of mixed credit offers
are actual or potential Eximbank
customers. Six of these countries stand
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- out in terms of dollar volume: Mexico,

- Brazil, Egypt, Morocco, Indonesia, and

- India. All except Morocco are signifi-

cant U.S. export markets.

U.S. Response to Date

NEGOTIATING
POSITION

The U.S. Treasury Department con-
siders trade-motivated subsidized ex-
port financing wasteful, costly, and
ultimately futile because it causes a
budgetary drain on exporting countries,
with no real trade or development ad-
vantage to show for it. U.S. Government
policy is that exported goods and serv-
1ces should be sold on the basis of price,
quality, and other infrinsic meriz. Todo
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 promo-
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 definiton
of mixed credits, to make their use more
evident and to further restrict their use.
The United States has taken positions
consistent with this in other interna-
tional negotiations as well. Progress has
been limited and prospects for an e2riy
or even medium-term breakthrough do
inot appear tc be good.

At the OECD Ministerial meeting in
May 1984, the United States attempted
to secure agreement to prohibit grant
elements below 50 percent, a hefty in-
crease above the current limit of 25 per-
cent. This would have made mixed
credits for commercial purposes much
more expensive for the offering govern-
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 of
proposals (o present to the export credit
aroup of the OECD at a September 1984
meeting that was postponed. Reported-
1y, 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
should continue to press for adoption of
these and other proposals that will
reduce or eiminate these unfair prac-
tices. However, we are not optimistic
about the chances for successful
negotiations on these points; further-
more, we 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 vears is discouraging to us.
The United States needs to underscore
its negotiating strategy with an ag-
gressive mixed credits program that will
demonstrate the futility of continuing
these predatory trade tactics.

PAST ACTIVITIES OF
THE EXPORT-IMPORT
BANK AND AID .

Before 1981, Eximbank 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 supgport for
those medium-term 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 U.S. bank fi-
nancing the export sale. Eximbank 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
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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-
1y 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 reci-
pient country’'s development. AID also
adopted a program to meet mixed credit
competition in Egypt, specifically
allocating funds for that purpose.
However, restrictions placed on the use
of funds, including the requirement for
evidence of concessional competing of-
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
nurmber of additional offers of mixed
credit financing in respoase to offers
made by other countries.

The Indunesia 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 percent 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
GUIDANCE

In November 1983, Congress passed
legislation that extended the financing
authority of the Export-Import Bank and
provided guidance cn 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 the
President to pursue vigorously interna-
tional negotiations to limit and set rules
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 reguire
the unanmimous consent of its members.

Congress made it clear that it wants
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 for by Congress. AID’s
program is proposed to extend to a
limited number of countries because of
other legislative requirements. The Ex-
imbank plans to act on a case by case
basis, using both interest rate conces-
sions and improved terms as necessary
to meet competition. By terms of the
legislation, the National Advisory 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.

1 Concessional terms are very expen-
sive to the Eximbank and it wants to
maintain its commercial standing.

1 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 its Economic
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- Support Funds be consistent with the
economic, security, and political criteria

- used to establish ESF country allocations.

[ The principal recipients of mixed
credit offers are countries in which AID
has little or no activity.

[ AID believes that the ungualified
use of mixed credits could divert its
assistance from the neediest countries
and from a recipient’s highest priority
projects.

LI The interagency coordination pro-
cess is bureaucratic, time-consuming,
and not suited to the pressing needs of
timely action.

indins

£1 The United States and its exporters
are losing markets to countries that pro-
vide concessional credit to their ex-
porters for commercial purposes.

] Past U.S. Government actions to
meet commercially motivated subsi-
dized financing competition have been
limited and ineffective.

[0 The U.S. negotiating posture in
regard to mixed credits is essentially
right, but it is not likely to be effective in
the short to medium term.

L1 U.S. Government agency responses
to the initiatives directed by Congress
have not resulted in a significantly more
aggressive stance by the United States.

[ 1A new approach is needed in orde.
to support U.S. negotiating efforts and
permit U.S. exporters to compete on
equal financing terms with exporters
from other countries who benefit from
officially subsidized financing.

If recent history is any measure, prog-
ress in negotiations in the near future 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 proscribed by international
agreement are welcecme. Welcome, too,
is France’s recent decision to withdraw
a line of credit to Algiers for subway
construction. But we must maintain the
effort to negotiate an end to this expen-
sive and wasteful practice.

Recommendations

The United States should assign
the highest priority to negotiations
directed at stopping the practice of
governments using various methods
of subsidizing export finance to com-
mercial advantage.

We strongly endorse the Administra-
tion’s policy to put an end to these sub-
sidies, which are costly, wasteful, and
ultimately gain nothing for those nations
that engage in the practice. Goods and
services should move in international
commerce according io their intrinsic
value and the marketing effort behind
their sale; 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 cther-
wise find no market. This does not pro-
mote the best interests of either buyer or
selier; in the long run, continued use of
mixed credits will have an adverse effect
on the growth of trade, the world’s
economy, and prospects for improved
living standards.

The United States should actively
discourage the use of mixed credits and
other forms of commercially motivated
subsidized financing in the appropriate
multiiateral fora and in bilateral discus-
stons with those nations that engage in
the practice.

The United States should be
prepared, up to the limit of Exim-
bank’s lending and guarantee
authority, to fund an aggressive pro-
gram of subsidized export financing
to meet the competition of other
countries. The prograra should re-
main in effect until other countries
discontinue their mixed credit
programs.

The Export-Import Bank is the prin-
cipal offictal financing arm of United
States trade policy and is specifically
charged with promoting U.S. exports
“at rates and on terms and conditions
that are fully competitive with other
countries and consistent with interna-
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tional 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
competitive, tut it would be inconsistent
with its mandate to remain financially
sound, as large amounts of concessional
financing would lead to losses on the
bank’s portfolio. However, existing
authority is adequate for Eximbank to
undertake such a program immediately;
new legislation would not be required.

Eximbank has substantial unused
financing authority and total financing
ceilings that snould be sufficient to ac-
commodate any activity that is likely to
be generated by this program. InFY
1983 it used less than $1.5 billion of its
nearly $4 billion lending authority and
less than $7 billion of its $10 hillion
guarantee and insurance authority.
Lending, guarantee and insurance
authority for 1985 are expected tobe in
the same order of magnitude. A similar
shortfall is likely in 1984. Unused cetl-
ings on Eximbank’s lending authority
totaled several billion dollars.

Other U.S. institutions such as AID
would not be as effective in a mixed
credits program. AID has strong
developmental mandates in which trade
and 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. Legislation would be required
to thrust AID into a strong trade promo-
tion role. Not only would start-up time
be longer with AID, but the institutional
difficulties would be extensive.

EXPORT-IMPORT BANK

Amount Required

Available data do not provide a solid
basis for estimating the tunds that might
be required. Eximbank believas that 13
export transactions valued at $576
million may have been izst to foreign
mixed credits (narrow definition) over
the four-year period from August 1979

to August 1983, an average of almost
$150 million per year. Documentation
for lost sales is very difficult to produce
because there is no effective way to ccl-
lect the necessary data. 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 will be at least that
amount in 1984, Estimates 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-
cized financing techniques used by our
foreign competitors. This, i1 addition to
underreporting, might well double the
reported $3.5 billion.

COSTTOTHE
UNITEDSTATES

According to estimates of the Con-
gressional Budget Otfice, the cost to the
Eximbank in lost interest over the life of
a credit, when used to match a com-
peting mixed credit with a 25 percent
grant element, would be about 40 per-
cent of the face amount 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 the 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 in
FY 1983. However, its net losses of
$247 million in FY 1983 would 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 difficuities with data collection
already enumerated will be much worse
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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.

Although they need further definition
and refinement, the following criteria
provide an initial framework.

J Eximbank should offer financing to
U.S. exporters that will enable the ex-
porters to compete on equivalent terms
with exporters from other countries who
benetit from commercially oriented con-
cessional credit (mixed credits). In some
cases, Eximbank may provide identical
financing packages; in other cases it
might include some other combination
of down payment, rate, term, and grace
period concessions that would be equal,
but not superior, to the competing
financing.

U Eximbank should aggressively
counter competing offers. For instance,
in qualified cases in 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 gues-
tion about its intent. If the country in-
volved uses mixed credits extensively
and does not provide a clear negative
response to tae query, Eximbank should
be directed to operate on the assumnption
that a mixed credit package will be of-
fered and it should provide appropriate
financing to the U.S. exporter. In other
cases, Eximbank may have to make
judgments about the intent behind com-
petirg offers—whether the principal
monvation is commercial or
aevelopmental.

L1 All operations undertaken should
be consistent with U.S. responsibilities
under the OECD Arrangement, which
permits matching of competing offers,
and with other U.S. international
commitments.

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

tions, power, and transport equipment
firms. However, it should not exclude
any products in which U.S. exporters
can be price-competitive.

L Exirnbank should not exclude prod-
ucts that are in world oversupply, such
as copper or steel processing equipment,
because to do so would be tantamoun® o
announcing that the United Stat«.s is
leaving the field to others. However, it is
current U.S. policy not to finance such
exports. We do not quarre] with the
policy. Our clear preference would be to
avoid these areas, but given the needs of
the program, flexibility may be required.

Summary
o e

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 iiaprove the U.S.
negotiating position by trymg 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 1t until our competitors stop us-
ing these predatory and expensive
practices.
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APPENDIY ¢

U.S.-China Trade Relatior -

Action Brief

The United States should
actively support the
emergence of the Peo-
rie’s Republic of China as
a major parti~ipant in the
internationa. trade crena
and realize its impor-
tance to U.S.-developing
country relations.

U.S.-China Trade Relations

Introduction
2

CH/NA'S AGRICULTURAL
SECTOR MODERNIZATION

Th: People’s Republic of China (PRC)
today wmnanages to feed almost one
guarter of the world’s people from just
17 perceut of its total land area.
Althougt the Chinese have succeeded in
slowing the population growth rate in re-
cent years, the absolute number of peo-
ple that will have to be fed and clothed in
the future is staggering. This will exert
tremendotis pressure on its agricultural
resource hase. While its agricultural
system nearaged to successfully provide
minimally adequate diets for the vastly
evparding pc:-: ation of the last three
deraces, reform was necessary if
agricuiture was t¢ meet future needs
and contribute 1o the averall develop-
rzent of the Chinese economy.

China is atte npting to rationaiize its
econwmic stiucture by introduction of
manage nent and organizational
refory:.s, material incentives, market
forces and liberal=ed asiicultural
policies. Th:ough these refs -ms, tne
Chinese lerdership apparently envisages
an economy tha! combines siate owner-
ship and central planning of its key
elements with greater individaal incen-
tives and a s.nall, tiut growing, in-
divi-ual enterprise sector. The long-
standing policy of s if-reliance has been -
supplemented with an “‘open door”
policy to promnte development through
interaction with the world economy and
increased utilization of impori~d
technology.
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The most effective and far-reaching
reforms have been in agriculture, involv-
ing the gradual dismantling of the com-
mune system and a shifting to household
production units. These reforms have
provided incentives to boost production,
latitude for greater individr-al decision
making, and allowed free markets for
over-quota production. In addition, the
agriculture sector reforms and loosened
state control over rural market activity
have allowed significant price increases
to producers and achieved the desired
diversification of productioni- cash
crops and livestock. The success, thus
far, suggests that such reforms will be
continued.

Of major concern is the increase in
rural unemployment, which is now
estimated at 30 to 40 percent of the total
agricultural labor force, or about 100
million people. To address this problem,
the Chinese are encouraging a shift of
the rural labor force into nonagricultural
enterprises, stich as small food process-
ing factories and other small rural in-
dustry and the service trade, especially
in the commerce and transportation sec-
tors. The new freer markets and private
service establishments are beginning to
offer alternatives to state employment.

Agriculture sector success has been
attributed, in part, to the reorientation of
consumer and producer prices, but at
great cost in terms of state subsidies.
Agrnicultura’ grants now account for
more than 70 percent of total govern-
ment subsidies, which consume nearly
45 perceut of government revenues.

PRIVATE ENTERPRISE
ANDINVESTMENT

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 Technological Coopecation Accord
1s ikely 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 reeded technology to spur its mod-
ernization efforts has been well-
established and has resulied in 130 con-
tracts for technology transfer between
1973 and 1981, primarily for energy and
power generating equipment, electrical
machinery, and precision instruments.

There has already been an extensive
commitment of private American capital
to the development of China’s energy
sector, including an April 1984 agree-
ment by Occidental Petroleum Corpora-
tion to jointly develop the world’s largest
open-pit coal mine involving an invest-
ment of approximately $640 million. Off-
shore oil exploration alone is expected to
require somewhere in the range of $20
billion over the next five to ten years. In
1980, the first wholly-owned foreign
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 telecom-
munications industry.

China now considers foreign invest-
ment an attractive alternative to com-
mercial borrowing. 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 China,
represents a significant commitment by
both countries to increased commercial
ties despite their vastly different social,
political, and econnamic systems. The
agreement prevents double taxation,
reduces taxes on income from interest
and royalties--particularly important in
light of the liberalized U.S. rules on
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*NOTE:
In the past there has
been strict controf
over remittances and
requirernents conce: -
ning focal hiring and
the sxport of groduc-
tion financed by U.S
investors. Current dif-
ficulties in negotiating
the BIT stem from
disagreement over ar-
bitration of disputes
by third parties.

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 «lso 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 rules for 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 has also
promulgated a new patent law that af-
fords protection to foreign-owned
technology. Further 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 reliance on profits
and taxes to improve the efficiency of
enterprises and boost state revenues.
China is currently putting in place a
system that will reward efficiency by
allowing enterprises to keep more prof-
its and by denying state subsidies to
perennial money losers. The increased
opportunities for individuals and collec-
tives to engage in competitive activities
can be seen, for example, in the con-
struction industry, which is increasing
its reliance on competitive bids, and in-
creasing the number of participants in
the bidding process.

Beginning in 1979, China experi-
mented with the concept of ‘“‘special
trade zones” or ‘‘special economic
zones’ (SEZs) in southern coastal areas.
In order to attract foreign investment
and spur economic development,
businesses in these SEZs were given
special incentives, such as a reduced tax

rate, exempticns 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 half the nationai total), has
resulted in extending the concept to
most ceastal cities. The SEZs have also
proven to be a key factor in technology
transter. 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 aliowed the emergence of a new
class of entrepreneurs, approximately
2.3 million out of an urban work force of
110 million, and the “enlivenment’’ of
the economy.

133



. TWO-WAY TRADE

- For a market economy to survive and
grow, it needs external markets for its
goods and 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 only as a disincentive to
China’s efforts to expand trade with the
United States, but might also slow down
internal reliance on market forces.

Asthey attempt to increase the time
available to make needed structural 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 cur-
rent recession. For example, in 1982
China had a trade surplus of $3 billion.
During the first nine months of 1983,
this surplus shrank to only $900 million,
mostly because of textile import restric-
tions imposed by Western nations.

In our attempt to increase our own and
developing countries’ participation in
the expanded international markets that
result from increased economic develop-
ment, we must take care that our
markets offer corresponding oppor-
tunities for developing country exports.
This is particularly relevant in our rela-
tionship with China, a country that tends
to view trade relations from a much
broader perspective than we do and con-
sequently links actions taken in one sec-
tor to actions in others. This has been
particularly visible in the Chinese failure
to comply with the existing U.S.-PRC
long-term grain agreement. It is clear
that China’s performance under this
agreement and willingness to enter
future agreements is contingent upon
the openness of U.S. markets.

This linkage between agreements is
likely 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 necessary 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 agricultural trade balance
was $1.3 billion 1n 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 U.S. agricultural trade
balance was only $370 million.

The United States now operates an
agricultural trade office in Betjing under
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
appolntments, and assisting with prod-
uct exhibits and promotions.

There are also three Foreign
Agricultural Cooperator offices in China
under the auspices of the U.S. Feed
Grains Council and the U.S Wheat and
Soybean Associations. Ac  ities of
these groups have included establishing
a model bakery and noodle plant and
constructing a model wheat milling
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.
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The U.S. Department of Agriculture’s
Office of International Cooperation and
Development (OICD) also operates an
extensive program with China for
science and technology exchange under
a specific agriculture protocol, as do
several other agencies under a variety of
implementing protocols for the overall
U.S.-PRC Science and Technology
Agreement. These protocols cover such
diverse areas as earthquake studies, sur-
face water hydrology, and biomedical
science. The OICD program was of par-
ticular interest to the Task Force be-
cause it has received high praiseas a
model program for strengtheping
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 agricultural economies of
both countries 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 forumn for both
sides to review issues and concerns of a
broader nature than pure science and
research. The interchange that takes
place under such agreements is usually
directed to the need to understand and
mterpret 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 how the shared inforrr tion af-
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 Dalian. The national center is
the first management development
center in China to be organized in
cooperation with a foreign government.
its program is modeled on the cuiticula

of U.S. graduate schools of business ad-
ministration. Not only does this program
provide management training and skilis
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 environment and full range
of agribusiness relations necessary to
realize the potential of the Chinese
market.
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AGRICULTURAL EXPORT
FINANCING PROGRAMS

China has not participated in any of
the Commodity Credit Corporation
{CCCY export financing programs,
although there are no restrictions to it
doing so. For example, it has been eligi-
ble for the Export Credit Guarantee Pro-
gram since 1979. This program provides
CCC guarantees of U.S. bank financing
of foreign purchases for up to three
vears. The 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 demands
that China’s development plans will
place on available resources in the next
few vears may force a reversal of the
financial retrenchment of the recent
past, which allowed the accumulation of
large foreign exchange reserves (314 to
$17 billion at the end of 1983). As a
result, the Chinese may begin looking
for financing now while their credit is
particularly good to cover their expected
import requirements, especially for
grains. China has had to import large
Gguaniities of grain to meet the needs of
urban consumers due, in large part, to
internal infrastructure constraints that
nave precluded efficient distribution of
record gramn crops. These food imporis
continue to place severe strains on the
existing port capacity. Such infrastruc-
ture constraints can have a severe im-
pact on China’s ability to import goods
and services necessary to continue its
modernization process and the expan-
sion of two-way trade with the United
States.

A concerted effort should be made
by the Administration to ensure
removal of the existing restrictions
on foreign assistance to China.

PRC eligibility for U.S. assistance is
governed by Section 620(f) of the
Foreign Assistance Act of 1961, which
prohibifs any assistance under the Act to
Communist countries, defined to include
18 specifically named nations, one of
which is China. The President may
watve this prohibition, but only if he
determines that aid is ““vital to the
security of the United States,’” that the
recipient nation is not “controlied by the
mternational Communist conspiracy,”
and that such aid will help the recipient
attain independence from Communist
control. The Administration has submit-
ted a proposal to eliminate this prohibi-
tion on aid to China, which includes
nearly all hilateral aid and some military
assistance. it is part of the foreign
assistance authorizing legislation that is
currently held up in the Congress.

Because China is a major and impor-
tant Third World country, the Task
Force urges that innovative means of
developing closer ties hetween the
United States and China continue to he
sought. While efforts to remeove the cur-
rent prohibition on foreign assistance to
China should be continued, these ex-
1sting strictures should not be allowed to
become insurmountable obstacles.

Increased technical assistance,
especially in agriculture, should be
provided through an expanded Trade
anidd Development Program.

The U.S. Trade and Development
Program (TDP) has made significant
progress in the area of technical
assistance through the financing of
feasibility studies in high priority
development areas. Like the science and
technology exchange programs, the
TDP cost-sharing and reimbursable
features make it particularly attractive
to the Chinese, while providing signifi-
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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 Joint 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. InFY
1983, TDP supported, on a cost-sharing
reimbursable basis, a feasibility study
for a dairy project joint venture in Guan-
dong Province.

Such TDP-financed feasibility studies
can have a significant impact on increas-
ing the participation of U.S. firmsin
China’s modernization efforts and in
providing the technology to make these
efforts successful.

Steps should be taken to highlight
China’s eligibility to participate in the
P.1L. 480 program.

The P.L. 480 legislation permits the
sale of agricultural coinmodities under
Title I and donations for economic and
community development under Title I1
only to countries that the President has
determined to be ““friendly’” to the
United States, i.e., any country not
““dominated or controlled by a foreign
governmert or organization controlling
a world Communist movement.” The
only exception to this prohibition is for
famine or disaster relief under Title IL.

Because this restriction did not specify
any country by name, there was uncer-
tainty over whether it applied to China.
In 1982, the Administration successfully
obtained congressional clarification of
the provision that would permit the
President to declare China eligible for
P.L. 480 assistance. To obtain this
clarification, assurances were provided
at the time that no bilateral program was
being considered under P.L. 480 and

that the clarification was being sought
solely to ensure that, in principle, we
were treating China in the same way we
were treating other friendly, nonallied
countries.

The Task Force believes a carefully
structured program, focused on the pro-
motion of private enterprise, could effec-
tively demonstrate the J.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 urban
areas, even a limited program could pro-
vide some assistance to the Chinese in
their attempt to rationalize agricultural
producer and urban consumer food
prices.

For example, a program to finance
tallow sales for use in feed rations could
be effectively used to assist in the
development and expansion of China’s
feedgrain industry. P.L.. 480 Title I
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 mncreased cooperation be-
tween the U.S. private agribusiness sec-
tor already participating in the Chinese
economy through the Agricultural
Cooperator program and the agricultural
sector in China. It would also result in
mutual benefits as U.S. feedgrain, seed,
and technology exports increased and
the Chinese economy acquired needed
technical expertise, production facilities,
and marketing know-how. Because the
mndustry is in its infant stage, there
would be inherent limits to the
magnitude of such a program, and a
funding level of $5 to $10 millior: could
have a significant impact.

Efforts should be redoubled to
secure funding for the CCC In-
termediate Credit Program and the
aevelopment of appropriate
agricultural infrastructure. :

The United States could specifically

assist in China’s attempts to address
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. agricultural infrastructure problems

.- through the CCC Intermediate Export

. Credit Program. This program provides
three to ten-year export financing for
U.S. agricultural commodities. Funds

- generated from the local sale of those
commodities in the importing country

- must then be used to fund agriculture

sector infrastructure projects (storage

o 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 food sup-
plies while the Chinese agriculture sec-
tor adjusts to the demands of newly
adopted market mechanisms and the
funds needed to build critical infrastruc-
ture facilities.

Greater private sector involvement in
promoting agricultural development in
China could be attained by involving the
private sector Agricultural Couperators
in the identification, planning, and im-
plementation of intermediate credit-
financed projects.
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APPENDIX D

P.L.480
Action Brief

The P.L. 480 Food for
Peace Program should be
at least doubled to heip
avert starvation and
alieviate poverty, expand
developing country
agricultural markets, and
support private sector
growth.

P.L. 480

introduction

WORLD FOUD NEEDS
AND AVAILABILITIES

The developing world today faces an
economi: crisis of major proportions and
will continuie to experience serious dif-
ficulties throughout this century. Rapid
population growth and the need to im-
prove the diets of millions of people
create rising demands for the most basic
human need—food. Most developing
countries will have difficulty expanding
their food production fast enough to
keep pace with increased needs. Natural
resources are being depleted at alarming
rates as agricuiture expands onto
marginal lauds of low and unreliable
productivity. Agricultural productivity
increases are desperatr 'y needed, but
depend on substantial investment in
land development, infrastructure, and
such production inputs as fertilizer and
seeds. Capital to meet these needs is
scarce, especiaily in the present world
financial crisis. Business and technical
skilis and a suitable technology base
continue to be critical constraints. In ad-
dition, government policies in many
countries discourage agricultural pro-
duction. The combination of these fac-
tors suggests that food deficits will con-
tinue to grow.

Unfortunately, progress in
agricuitural development in the recent
past has been extremely disappointing.
Asia, Africa, and Latin America have all
turned from food exporters to foed im-
porters. Their overall rate of growth in
agricultural productior: has decreased
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due to soil ercsion and reduced return on

-~ the use of various production inputs.

Further, there have been only relatively
medest advances in agricultural
technology, especially as related to the
needs of developing countries. For ex-
ample, in 31 of the least developed coun-
tries, agricultural 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 amounts of food aid will
be required in the coming yeai s to sus-
tain even the current inadequate diets in
many developing countries. In
1983-1984, USDA estimated that at
least 12 miliion tons of food aid would be
required to maintain average per capita
consumption levels. This quantity would
have to be increased to at least 33
million tons were per capita consump-
tion to rise sufficiently to meet minimal-
ly acceptable nutritional levels. (See
Table D.1.) This grim picture masks ad-
ditional problems that call for even
higher levels of food imports. These
figures do not take into account either
uneven distribution across or within
countries or allow for unforeseen natural
disasters that can demand significant
quantities of food to meet dire human
needs. For example, the United Nations
estimates that 150 million Africans are
chronically hungry and tens of millions
suffer from thirst or contaminated water
supplies as a result of 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 total, the United States expected to
confribute approximately 6 million
tons.™ (See Table D. 2 for the level of
P.L. 480 assistance.) To sustain current
consumption levels or improve diets,
donor countries must greatly increase
the quantity of food assistance in the
short term and heighten efforts to assist

developing countries in improving their
own agricultural production efforiz over
the long term. Furthermore, where
population growth increases at a faster
rate than agricultural production
growth, and food import fore:gn ex-
change requirements increase to meet
the higher demand, the effect is to
reduce imports of other goods—
including investment goods for
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 cereal supplies
remained out of the reach of many of the
poorest countries.

U.S. AGRICULTURE

The productivity 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. agricultural
commodities in world markets, rather
than use our 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 those less for-
tunate and a philosophy of rewarding
personal efforts and productivity gains
rather than penalizing success.

Before the 1970s, 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 total cash receipts. Today, the
production from four acres of every ten
is destined for foreign markets. Overall,
at least one-third cf the total production
capacity of U.S. agriculture produces for
foreign markets.

*NOTE:
Incraases in P.L. 480
tunding during FY
1984 permitted total
shipments of about
6.5 million tons,
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and Food Aid Needs to
Support Consumption for
1983-1984
Import Requirements Food Aid Needs
Status Nutrition Status Nutrtion
{in thousand tons) Quoa Basedb Quoa Basedb
Africa and Angola 311 302 71 62
Middle East Benin 8% 0 46 0
Burundi 0 8 0 8
Camernon 183 302 0 119
Cape Verde 53 45 28 22
Central African Republic 30 103 26 9a
Chad 80 395 75 390
Comoros - 30 62 18 50
Congo 81 83 16 18
Djibouti o 36 NA 0 NA
Egypt 7,714 4,019 3,317 0
Equatorial Guinea 4 NA 3 NA
Ethiopia 532 2,354 450 2,272
Gambia 0 0 0 0
Ghana 247 538 166 458
Guinea 188 449 77 338
Guinea-Bissau 36 41 25 30
Kenya 313 1,080 215 977
Lebanon 613 769 77 232
Lesotho 325 263 299 197
Liberia 137 110 62 35
Madagascar 400 203 372 175
Malawi 27 160 0 132
Mali 165 780 129 743
Mauritania 162 208 116 162
Mauritius 148 137 12 1
Morocco 1,481 1,658 200 377
SOURCE: Mozambique 659 1,272 484 1,087
o oo maeeds  Niger 180 152 143 115
| DA Boanomic sy Rwanda 58 55 58 925
1983. Senegal 350 477 0 68
e ancurent | Sierra Leone 77 58 27 7
based onpor e . Somalia 355 293 284 222
ey Sudan 224 501 224 501
| fowyears o Swaziland 113 105 95 &7
ke dtstaplesto o Tanzania 450 816 394 759
s ooommended — Togo 61 135 44 118
(continued)

TABLE D.1:
Cereal Import Requirements
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Import Requirements Food Aid Needs
Status  Nutrition Status  Nutrition
{in thousand tons) Quoa Basedb Quoa Basedb
Africa and Tunisia 957 723 0 0
Middle East  Uganda 0 506 0 502
(continued) g7 ner Voita 38 300 6 267
Yemen Arab Republic 544 504 179 139
Yemen, PDR 221 252 21 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 6,045
India 0 9,805 0 8,239
Indonesia 2,329 D 297 0
Kampuchea 123 253 854 224
Laos 55 63 0 0
Nepal i 0 854 0 854
Pakistan 0 0 0 0
Philippines 1,122 1,366 382 626
SriLanka 783 1,090 83 390
Vietnam 1,352 2,018 1,173 1,838
Subtotal 7,145 21,725 3,215 18,337
Latin Bolivia i 590 703 333 445
America Colombia 517 0 0 0
Costa Rica B 107 74 0 0
Dominican Republic 327 398 0 80
Ecuador i 342 417 72 172
El Salvador 219 2950 138 208
Guatemala 129 81 0 0
Hait 221 449 94 321
Honduras 103 181 6 &0
Jamaica 450 380 133 64
Nicaragua 40 0 6 0
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

1t is now widely recognized that for
the U.S. agriculture sector to be coi-
tinuously operated near an acceptable
capacity level, the foreign market share
must be maintained and expanded. Ex-
port growth 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 small percentage of
Americans actively engaged in farming,
the agriculture sector in the United
States, including farmers, agribusiness,
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TABLED.2:
P.L. 480 Exports from 1955-1983

(billions of U.S. dollars)

Total 1,000’s  P.L. 480 Exports as percentage of Total
Agricultural TotalP.L. Metric 0 5 10 15 20 20%
Exports 480 Exports Tons | ! i | | ]

1956 3.5 1.0 10,070 EEEEEE

1957 47 15 14,271
1958 40 1.0 9,228 I

1959 3.7 1.0 11,488 R

1960 4.5 1.1 14,325 R
1961 4.9 1.3 16,342 AR
1962 5.1 15 18,77¢ IEEN

1963 51 15 17,366 (RN
1964 6.1 1.4 16,776

1965 6.1 16 18,411 G

1966 6.7 1.3 18,157
1967 6.8 1.3 13,957

1968 6.3 13 14,579 BN
1969 5.7 1.0 9,006 N
1970 6.7 1.1 10,936 ENENE

1971 7.8 1.0 9,334

1972 8.0 11 9,905 HB

1973 12.9 1.0 7,373 §
1974 21.3 0.9 3,314
1975 21.6 1.1 4,827 [
1976 92.1 0.9 6,652 NS

1977 24.0 1.1 6,434 N )
1978 927.3 1.1 6,004 RN
1979 32.0 1.2 6,284 M

1980 40.5 1.3 6,067 IR

1981 43.8 1.3 5,393 R
1982 39.1 1.1 5,696 il

U3 bepartmentot 1983 24.8 1.2 6,192 i

Agriculture.




- and retail 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
industry 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
almost 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 products flowing
through the economic system, makes
the agriculture and food system the na-
tion’s largest industry and emplover.

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
productivity of the U.S. agriculture and
food system has freed billions of dollars
of consumer income for the purchase of
other goods and for savings and
investment.

U.S. agricultural exports consistently
set new value and volume records
through the 1670s, but peaked in 1981
and have declined since then. In FY
1983, exports fell to $34.8 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. While some
recovery in exports is expected this
year, the decline surfaced longer term
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 truly market-oriented world trading
system. In recent years, we have seen
competitors increase exports while
employing predatory trade practices to
protect their domestic markets and ex-
ploit foreign ones. Many of these coun-
tries have artificially stimulated 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 policies 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 employing practices rot
available to U.S. exporters. The most
direct of these is the use of export sub-
sidies to penetrate markets, most
notably by the European Economic
Community (EEC). Another is the use of
concessional financing, primarily mixed
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
miilion, or 13 percent of the dropin 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. agricultural 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.1and D.2.)
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Recommendations
TR

ADDRESSING THE THIRD
WORLD DEBT CRISIS
AND FOOD AID NEEDS

The P.L. 480 Food for Peace pro-
gram should be at least doubled to
help avert starvation, alleviate pover-
ty and malnutrition, expand develop-
ing country agricultural markets, and
support private sector growth.

Driscussion: In the short term, food aid
can contribute to meeting the gap be-
tween food supplies available in develop-
Ing countries and unmet food require-
ments, particularly in lower income
countries. There is the strong possibility
that the developing wa “d will face a ma-
jor food shortage witk! a decade—far
greater even than the ~resent shortage
in Africa. 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
starvation or if most of its budget is ex-
pended on importing food supplies for
subsistence. With our abundant
resources and well-deserved image as a
humanitarian nation, we should be at the
forefront of the relief effort in Africa and
elsewhere in the world.

We recommend a significant dollar in-
crease in the P.L. 480 program, to at
least double its current level in 1985.*
This increase should be keyed to
meeting needs and averting starvation.
Although the quantity of food provided
by a doubling of the funds available for
P.L. 480 will depend on the level of
prices, it 1s currently estimated that
commodity prices will rise only slightly
over the next five years. The additional
funds will, therefore, provide approx-
imately 6 million metric tons of com-
modities each vear from FY 1985t0 FY
1989, bringing total OECD donor coun-
try food aid to approximately 15 million
metric tons.

A significant increase in P.L. 480 will
help meet critical icod 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 would

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 serve as
a disincentive to local production.
Therefore, as an important component
of the expanrded 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 program-
ming of additionz! food aid.

ADDRESSING
EMERGENCY
FOOD AID NEEDS

Additional mechanisms must be
provided to respond quickly to
emergency food aid needs.

[ Flexibility to use the emergency
provisions of the Food Security Wheat
Reserve Act should be increased.

! Flexibility to use Commodity Credit
Corporation borrowing authority should
be increased.

Discussion: In addition to greatly in-
creasing the size of the U.S. food
assistance program, additional flexibility
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must be provided to address critical food
aid needs in a timely manner. The
establishment 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 provi-
stons 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 additional 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 should also have the
flexibility to address emergency needs
through its borrowing authority. While
an unallocated reserve of P.L. 480 funds
1s maintained for such purposes, too
often it is insufficient so that our
response to disasters results in shifting
commodities 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
President need the authority to send
food to any developing country m the

world threatened by drought or famine
beyond current budgetary limits on
regular P.L. 480 programs. Once
disaster strikes and the President
declares a state of emergency, food aid
should 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 should be used
more effectively as an incentive for
developing countries to adopt policies
that promote reliance on market
forces and the local private sector to
increase agricuitural production.

U The authority to accept local cur-
rency payments under Title Ishould be
restored.

U Guidelines for invoking the debt-
forgiveness provisions of Title I11
agreements should be liberalized.

(. A revolving fund to finance private
enterprise projects shouid be established
with P.L. 480 repayments.

Discussion: Recognizing the primary
importance of recipient government
policies to agricultural development, the
U.S. Government has for many years re-
quired developing countries to take cer-
tain “‘self-help”” measures as a condition
of P.L. 480 Title I agreements. These in-
clude measures to promote agricultural
production, research and development,
and to create a favorable environment
for private enterprise and investment. In
negotiating agreements, the U.S. Gov-
ernmernt should require firmer com-
mitments to adopt policy changes that
will facilitate the establishment and
development of self-sustaining private
enterprise.

To gain greater leverage for policy
changes affecting the private
agricultural sector, the President should
ask Congress to restore the flexibility to
make Title I sales for local currency.
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"~ Oniginally, P.L. 480 provided for conces-
~ sional sales in exchange for local curren-
- cies. These U.S.-owned local currencies
were then used to finance mutually ac-
ceptable development projects. Later,
the law was changed to require dollar
rather than local currency payment but
with concessional credit terms attractive
to the recipient country. Local curren-
cies are still generated under such

. agreements through sale of the food in

- the marketplace, but they are owned by
the recipient government which, in turn,
has a dollar obligation to the U.S.
Government. How the local currency
generations are used depends largely
upon the effectiveness of U.S. negotia-
tions at the time of entering into the con-
cessional sales agreement.

To gain more leverage in negotiating
policy reforms, Title III was later added
to P.L. 480. It provides a “debt-
forgiveness” incentive for all or part of
the P.L. 480 agreement. The debt-
forgiveness provision under Title Iil is
to be exercised only where LDCs accept
and carry through on significant poliey
initiatives. When the debt-forgiveness
provision is activated, the recipient
government is not required to repay the
U.S. loan either in dollars or in local cur-
rency. Because Title Il programs may
offer a greater incentive to host govern-
ments to negotiate policy initiatives, ad-
ditional flexibility to invoke the debt
forgiveness provisions of this title
should also be established. The
availability of alternative financing ar-
rangements under P.L. 480, from Title [
local currency to longer term Title il
agreements, provides a ‘“‘shopping
basket” flexibility for considering the
needs and terms most suitable to a
developing country at any given time.

A program to use some of the Title ],
P.L. 480 dollar repayments for private
enterprise development would provide
needed foreign exchange to the
economies of reripient ccuntries as well
as additional suppics i capital for in-
vestment in private sector agricultural
development projects. {These repay-
ments total about $400 million 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 formed PRE
Private Sector Revolving Fund and
could be linked to the proposals for the
establishment of an American Agri-
cultural Development Corporation
(ADC) and increased aid to other ICIs
discussed elsewhere in this report.

PRIVATE
ENTERPRISE
DEVELOPMENT

The private sector provisions of
P.L. 480 must receive much more em-
phasis than is currently the case.

[} A major portion of local currencies
generated by the P.L. 480 program
should be used for direct investment in
private enterprise projects.

L1 The USDA Agricultural
Cooperator Program should receive in-
creased Jocal currency funding under
P.L. 480 authority.

[ Private Trade Entity agreements
should be reinstituted.

C1 The role of private voluntary agen-
cies should be strengthened.
—Administrative procedures should be
relaxed.

—Multiyear commitments should be
made.

—Additional authority to generate local
currencies under Title II should be
granted.

—Participation of PVOs in Title IiI pro-
grams should be encouraged.

05 Lead responsibility for Title
should rest with USDA’s Foreign
Agricultural Service.

{1 Program implementation should be
freed from many of the current legisla-
tive constraints and administrative en-
cumbrances.

—Extend Title III authority to all U.S.
foreign aid recipient countries.
—Maintain availability of Title I to
needy countries regardless of whether
or not they meet the poverty criteria of
the International Development Associa-
tion (IDA).
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—Distribute funds to the private sector
in a timely manner.

—Keep prescribed activities to z
minimum.

--Promote the eligibility of activities fur-
ther along in the farm-to-market chain
for P.L. 480 support.

L] The cost of cargo preference re-
quirements should be removed from the
P.L. 480 budget.

Drscussion: Essential as some public
sector projects may be to provide
necessary 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, most U.S. food assistance
resources should be channeled t< private
companies to stimulate privaie business,
rather than to government for public
projects. Recipient country govern-
ments need to understand it is in their
own self-interest to channel this
assistance mto the private sector
directly or through indigenous relending
institutions.

Entirely aside from improved food
availability, perhaps the greatest con-
tribution P.L. 480 has made to econormic
development has been the generation of
iocal currencies from sales in the
marketplace that were reinvested in
oraer to stimulate the country’s own
agricultural economy. To the extent that
such local currencies are effectively
used in the agricultural sector, they
lessen future needs for foreign aid. To
the extent that they are utilized through
the country’s private sector, they offer
greater hope of sustainable progress in
their own agribusiness economy.

A major portion of the recipient-
owned focal currencies generated from
local sales of P.L. 480 commodities and
iocal 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
agr:cultural 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
business expertise to effectively
evaluate private sector projects and to
meet the needs of small and medium
scale businesses, expecially in rural
areas.

The Task Force notes, in particular,
the valuable contribution the USDA
Agricultural Cooperator Program has
made in stimulating private enterprise in
developing countries. Local currencies
generated under P.L. 480 were original-
ly availabie for this joint U.S. Govern-
ment-private-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
vears. Substantially increasing the use
of P.L. 480 local currencies to support
Agricultural 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
assistance resources should be used.

P.L. 480 legislation specifically
authorizes direct negotiation of Title I
agreements with U.S. and foreign
private trade entities (PTEs). Due to the
program’s multiple objectives, increases
in commodity prices, and limited fund-
ing availability, the authority for PTEs
has not been used in recent years.
Reinstituting the PTE program could
significantly increase private sector in-
volvement in P.L. 480 assistance efforts
and greatly enhance the program’s im-
pact on the development of self-
sustaining private enterprise in develop-
ing countries. In the past, the PTE pro-
gram effectively stimulated private
enterprise activities in developing couir-
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 tes-
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minal facility at the port of Inchon,
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 funding capabiiities of in-
termediate credit institutions lending to
agnicultural cooperatives.

A timely advantage of the PTE pro-
gram is its ability to cut across national
boundaries. This program could be very
useful in addressing regienal problems
in light of the success of the Administra-
tion’s Caribbean Basin Initiative and the
neer to develop additional tools for such
regional approaches to development.

One segment of the U.S. private sec-
tor that has played a critical role in pro-
moting agricultural develepment end
meeting humanitarian needs in develop-
ing countries is the Private Voluntary
Organizations (PVOs). The role of PVQOs
in U.S. Government food assistance pro-
grams, huwever, is often restricted by
the extensive program review process,
restrictive admunistrative procedures,
and lack of multivear program
commitments,

Further, the ability of PVQOs to iden-
tify agricultural development oppor-
tunities independently, within the con-
text of a particular country’s develop-
ment priorities and needs, has been re-
stricted by ti.= overall program pricrities
established by AID in Washington.
When a PVO program can be designed
to address a high priority problem in the
recipient country, it is often easier to
both reach amiable working arrange-
ments with host country instititions and
gather additional resources for the
development effort. This is particularly
relevant to the promotion of private
enterprise, which has traditionally
received scant attention due to the over-
riding relief or emergency assistance
orientation of Title Il programs. A
private sector ernphasis will provide not
only today’s sustenance but also the
wherewithal to mest humanitarian
needs over the longer term by pro-
moting market economies and self-
sustaining private enterprise activities.

The wealth of experience among
PVOs in rural areas could also be effec-
tively used in Title 11 programs. To
date, there has been considerabie dif-
ficulty in identifying the appropriate
mechanisms to achieve the intended ob-
iectives of Title IiI programs. Encourag-
ing the PVOs to take an active role in im-
plementing Title I1] programs could
redice many of the difficuities currently
experienced by the program.

However, a commitment to private
sector promotion and 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 secter in develop-
ing countries (in this case primarily rural
agricultural producers), multivear com-
mitments of resources under our food
assistance programs become even more
necessary than 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-
torts. Under Title T of P.L. 480, authori-
ty to generate local currencies is severe-
Iy limited. Restrictions on the ability to
generate development funds under this
program, however, 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
local economy. Such funds are par-
ticularly critical to those least developed
countries that have undertaken signifi-
cant reforms in the agriculture sector,
but lack the funds to carry out specific
programs and projects to implement the
oW policies.

Interdepartmental procedures for
P.L. 480 program implementation are
extremely complicated and unduly
burdensome and need to be streamlined.
{See Figures D.3 and [.4.) In part, the
current situation stems from the long list
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FIGURE D.3:
P.L. 480—Title I/I1I Program Flowchart
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|
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Review and Approval. AID, USDA,
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U.S. Embassy Between U.S. Commodities
Staff and Foreign P | and Foreign through
Government Government Commercial
Markets
Agency Objectives: USDA STATE COMMERCE
Market Foreign Policy Trade
Development
Surplus Disnsal ~ TREASURY NSC
Financial Review  National Security
AID _
Economic OMB
Developme . Budgetary
Humanitarian Overview

of conditions mandated by Congress that

each project must satisfy. The list has
grown over the years with the annual
process of authorizations and appropria-
tions. This is further aggravated by
operating procedures established within
the implementing agencies, which often
mcludes a committee 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
U.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 100d needs through increased

agricultural production, knowledge of
more efficient farn:-to-consumer
distribution systems, and appreciation of
the benefits of expanded private enter-
prise participation in the agricultural
sector. With lead responsibility at
USDA, the program would be used less
for short-term political ohjectives and
more for sound agricuitural 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 ITl pro-
gram 1s currently limited by law to the
poorest developing countries. Fre-
quently, these countries are not the best
ones in terms of potential gains from
policy reform. Extension of the Title II1
authority to all recipients of U.S. foreign
aid would provide wider latitude to deal:
with policy initiatives for strengthening
international private enterprise where

151



_ - FIGURED 4.
= Title II Program Development and
. Implementation

Program Sponsor [ Washington Review mInteragency Food Aid
Request | — AID Subcommittee Approval
- Voluntary agencies » | - USDA » ' AID - Treasury P
~ World Food Pregram | | - OMB - USDA - Commerce
— Recipient country -OMB - NSC
— State

Approval Notification Commodity Procurement
Sponsor Implementing Agent - USDA
- PVO — Headquarters and

recipient country < >
- WEP —- Rome and recipient

country
- Country - Recipient country
Corrmodity Shipment Booking Commodity Arrival in Country
Sponsor Implementing Agent suzg)%réised by:
-PVO ~ Private booking agent -
- WFP - USDA and private - WFP >

booking agent - Country
- Country - USDA |
Direct Distribution of Commuodities to ! Compliance Reporting to AID
Individual Recipients & (commodity use and number of
- PVO T | recipients)
- Country L1 -PVO

: - WFP
- Country
Agency Responsibility: Primary program responsibility rests

with AID. Operational responsibilities
for Title I1 activities are carried out by
three types of program sponsors: private
voluntary agencies (PVOs); intergovern-
mental organizations, primarily the

UN/FAQ World Food Program (WFP);

and recipient governments (Country).
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| TABLE D.3:

SOURCE: over 40 years. target prices were @)A $1 billion increase
Benefits Achieved f Ao gy eznatcurentiowss P 480 P 156s
€netts Achieved from an ulture, Offic Titie | Ocomn e was Ihe maximum
.{HCI" ease in P L 480 gggﬁ(esi:r;%g‘;ogram g!rlgg.l;!fgilﬁgf:ﬁﬁal: The gsg;zg Sawizg‘st in ﬁ?ﬁ:ﬁiﬁemm
NOTES: Thite 1 OFD is the addi- price support programs perfarmed.
aladditional funds re- tional costofusingU.S.  resuit from the addi- f)
fquired 1o increase P.L.. botioms in compliance tionai U.S. exports Based on the planned
480 by §1 biflion in FY with U.S. cargo under P.i. 480 that £Y 1385 program level
1984 and o bring total preference re- reduce the cost of of_apﬂrox:mately six
funding level to $3 quirements, which are loans, deficiency n'fllilon tons at the time
biilion in each of next not repaid by the reci- paymants, storage, and of tr]e analysis. Does
fiva years. pient country. other expenses not include subsequent
st of Titke | com- Projections were associated with the inCreases raising FY 1985
modities witl be repaid made assurming that programs. sthrner;ts 1o an est-
mated eight miflion tons.
(in $ millions) FY 84¢ FY 85f FVY 86 FY87 FY 8 FY 89 Total
Cost of Increase in P.L. 480 S
Total Costa . 1,000 1,339 1,306 1,272 1,238 1,203 7,358
Less recoverableb 665 884 862 84¢ 817 794 4,862
Net CostC 335 495 444 432 421 409 2,496
Title I OFD 8 120 118 114 111 108 656
Title II 250 335 326 318 310 301 1,840
Savings in price support progragpd e
Frozen targets 218 382 541 866 1,120 982 4,109
Iscalated targets 218 382 666 1,305 1,200 1,422 5,193
Net Benefit (Cost) e
Nonrecoverable
P.L. 480 less (117) (73) 97 434 659 373 1,613
frozen targets e e e
Nonrecoverable
P.L. 480 less {11i7) 73) 222 873 775 1,613 2,697

escalated targets

the payout would be greater.

The Title I program is also subject to
the current restriction on 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 will be found in middle-
income countries with more established
commercial markets. Furthermore, the
opportunities for expanding markets for
agricultural 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 lower income countries
were not viewed as good credit risks
and, therefore, much of the development
assistance provided was in the form 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 project ap-
proval to those dealing with the
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" mechanics of commodity shipment.

In particular, the current cargo
preference requirements of P.L. 480
significantly complicate the administra-
tion of the program and greatly diminish
the funding available to finance com-
modity purchases (by more than $100
million this vear alone). The additional
P.L. 480 funding could provide signifi-

“cant additional quantities of food if cargo
preference costs were not paid with
P.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 efforts or complicate
other program operations. At the very
least, the cost of cargo preference com-
pliance 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-
quirements should be eliminated entire-
ly, particularly under P.L. 480, and
replaced with a more cost-effective
direct subsidy program for the merchant
marine.

Certain forms of foreign assistance
and some programs designed to
stimulate trade are extremely cost-
effective. They achieve their objectives
at little net cost, while providing signifi-
cant benefits to the U.S. economy. The
best foreign assistance programs, not
only leverage resources to the maximum
extent possible, but aiso provide max-
imum benefits at minimum cost.

In times when commodity prices are
low and large quantities of U.S.
agricultural commodities cannot be ab-
sorbed in commercial markets, food
assistance is one of the most cost-
effective forms of {oreign assistance.
For illustrative purposes, the Task
Force examined the impact of doubling
the P.L. 480 funding level over the next
five vears.® Such an increase would pro-
vide approximately 6 million tons of food
to help meet critical food needs and

aliow some improvement in the current-
ly inadequate diets of millions of people.
Furthermore, this would result in a
benefit-cost ratio of nearly 2:1,
nonrecovearable costs totaling only $2.5
billion compared to projected price sup-
port program savings of $4 to $5 billion.
{See Table D.3.) Such a favorable
benefit-cost ratio does not include addi-
tional benefits to be derived from ex-
panded crmmercial 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, doubiing program fund-
ing would generate approximately $1.6
billion in additionai economic activity,
with benefits to the U.S. Treasurv of ap-
proximately $300 million in revenue,
$80 million in unempioyment savings. [t
would also create approximately 20,000
additional jobs.

Given the importance of agriculture to
the United States and the developing
world and the multitude of benefits the
program offers to both the U.S. and
developing country economies, a much
larger share of total U.S. foreign
assistance should be in the form of food
assistance. Rather than paying our
farmers to idle productive land, our
agricultural abundance should be used
to meet the critical food and develop-
ment needs of less developed countries.

*NOTE:
See footnate on page
146 and note #aon
page 153.
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APPENDIX E

AID and lis Private
Sector Initiative

Action Brief

AllY’s private enterprisc
initiative needs to be
strengthened and more
fully integrated into the
mainstream of the
agency. While some ac-
tions may require
legislative or wider ex-
ecutive branch approval,
there is much that AID,
within its existing
authorities, can do.

ATD 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 consolidates 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 structaral reorganization.
This brief does not deal with the
Gverseas Private Investment Corpora-
tion (OPIC) or the Trade and Develop-
ment Program (TDP) which, along with
AID, are components of the Interna-
tional Development 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 should be done.

Summary of
Recommendations Relevant to AID

The recommended actions have been
divided into two sets: (1) those actions
which AID can immediately undertake
within ite 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.
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“POLICY

CORIENTATION

- & Strengthen and fully integrate the
~ "private enterprise initiative into the

-~ mainstream of AID.

8 Emphasize private enterprise in

- policy dialogues with developing coun-

tries. Target more assistance to and
through efficient private entities rather
than governments.

@ Devote a larger share of AID’s
resources to countries that adopt a
- policy framework conducive to private
- enterprise, investment, and trade.
B Instruct AID missions to submit
~ realistic and viable private sector
strategies as part of the AID Country
Development Strategy Statements

B (CDSS) and identify ways to expand

LDC private sector participation in A™D
projects.

B Promote greater U.S. business
community participation in AID-

financed projects in developing countries.

® Emphasize trade considerations to a
greater degree in designing assistance
programs.

B Prepare detailed country-specific
plans 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.

PROGRAM
DEVELOPMENT

B Support the full and continuous
cataloguing of all past and present AID
activities dealing with private enterprise.

B Increase substantially firancial sup-
port to developing country businesses,
particularly through the funding of in-
termediate credit institutions (ICIs), and
encourage ICIs to provide equity fund-
ing as well as loans.

& Increase the involvement of PVOs

tween U.S. and developing country
businesses, with special emphasis on
small businesses.

& Allocate funds to support specific,
problem-selving technical research with
potential commercial application in
developing countries.

& Broaden ties with the international
financial community and with venture
capital organizations.

B Explore the feasibility of, and coor-
dinate witnini the U.S. Government and
other participants, the establishment of
a Privatz Enterprise Institute.

# Increase substantially the training
of LDC citizens in the United States and
overseas with particular emphasis on
fields related to private enterprise
development. Establish a private enter-
prise training advisory board to assist
AlD in this regard.

B Support the private sector’s in-
itiative to establish an Amsorican
Agricaltural Development Corporation
with AID and U.S. private sector
cofinancing.

AID ORGANIZATION
AND PERSONNEL

B Channel a larger proportion of AID
financial resources to private enterprice
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.

B Detail AID personnel to other U.S.
Government agencies that deal with in-
vestment, trade, and commerce such as
OPIC, Eximbank, the U.S. Trade
Representative’s Office, and the Com-
merce Department.

B Improve AID’s ability to com-
municate and work with business in the

United States and in developing countries.
B Increase the budget and personnel
of the Bureau for Private Enterprise and

in private enterprise development.
8 Consider the advantages of entering
into a major service(s) contract with an

international commercial or investment ~ give it more approval and coordination 8 - nooutside
bank to help design financial plans for authority over all mission and bureau o mesded
projects and to train AID employees. private ente;rprisg projects. _ g@sfg;gr?nmﬁdon of
B Develop mechanisms by which AID B Establish private sector adviser B ~probableautside
missions can facilitate relationships be- positions i AID missions overseas. e funding requined
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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.
Al will ultimately serve to help AID to
address more effectively the basic

human needs of the people of the Third
World.

POLICY

Strengthen and fully integrate the
private erterprise initiative into the
mainstream of the agency.

In terms 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 human needs (BHN). The
Task Force believes that much goed has
come from this objective, such as AID’s
concentration on the small farmer and
its attention to developing country
education and basic health care. We
believe that these needs can be met on a
sustainable basis only when there are
ample opportunities for employment and
the full utilization and development of
human resources. Rather than com-
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 moved 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 cor-

rect this. Congress must go on record

regarding AID’s involvement in private
enterprise. We believe Congress would
endorse a strong commitment, par-
ticularly 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 synonymous with risk-taking. Venture
capital financing, ICls, prototype proj-
ects with replication potential, cofinanc-
ing, brokering projects, and the new
PRE Revolving Fund are all measures
that should have full executive and
legislative support.

Emphasize private enterprise i
policy dialogues with developing
countries. Target more assistance to
and through efficient private entities
rather than governments.

AID presently channels most of its
funds through developing country
government agencies. Asa 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 o a
program concept, AID should increas-
ngly look to the United States and
developing country businesses as
vehicles to implement the programs. In
this regard, we commend AID’s Bureau
for Private Enterprise (PRE) for its im-
aginative use of venture capital, in-
surance, and leasing companies to
undertake AID-financed activities. This
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I8 an effective way to leverage scarce
- foreign assistance funds. In addition, we

.. notethe imaginative work undertaken
by AID’s Bureau for Latin America and

the Caribbean (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 alarger share of AID's
resources to countries that 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-
1zed and committed to investment,
private enterprise, and trade as key to
development so that these areas will
command a significant portion of AID
resources. AID 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.

(Generally, in its “policy dialogue” ef-
forts, AID has not felt it could forcetfully
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
funds provide little leverage for change.
Even in some countries where AlD hasa
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 o ' a
“bluff.” 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 recognizing the dilemma, AID
should concentrate its 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, particularly 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 pians 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. policy 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. Currently, 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 irequent opportunities for key of-
ficials in the host government to talk
things over informally with the
American ambassador, the AID mission
director, and others. To guide these
discussions and pinpoint targets of op-
portunity, 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 be encouraged.
This strategy should then serve the en-
tire staff of the U.S. countrv team—{from
the ambassador down-—as the
framework for their efforts.

Instruct AID missions to submit

realistic and viable private sector
strategies in their Country Develop-
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ment Strategy Statements, and ex-
plore ways to better ensure greater
private sector project implementa-
tion in the field.

AID instructed its missions to develop
private sector strategies in their CDSS.
The initial respc.:se 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 private 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 constraints through its re-
cent Investment Climare Statement
publications. These publications should
set the stage for American ambassadors
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 CDSS planning of
private enterprise projects.

PROGRAMS

Fully catalogue past and present
AID activities dealing with private
enterprise.

AID must fully 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. The Task Force commissioned a
special study to catalogue AID’s past
and present private sector activities
designed to foster trade, development,
and private enterprise. We recommend
AID build on this study.

New private sector-related projects
undertaken during this Administration
have not yet reached a pomt where they
can be fully evaluated. Also, we
recognize that developing a track record
for this type of initiative requires several
years before resuits are available. We
believe that private enterprise develop-
ment efforts are seriously impeded by
the lack of readily accessible informa-
tion on completed or in-process projects.

Nor does AID know exactly how much
of its budget is devoted to private enter-
prise development. In large part, thisis
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 guidance to its field
missions. Included in this definition
should 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
organizations that generate employ-
ment. Until AID clarifies 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 economiies is an important yard-
stick in determining their viability. Im-
portant factors, such as employment
generation, two-way trade stimulation,
and market expanston, are an integral
part of, and not separate from, a proj-
ect’s developmental impact.

159



Substantially increase financial
support to developing country
businesses, particularly through the
funding of intermediate credit in-
stitutions (ICIs) and encourage ICIs
to provide equity funding as well as
loans.

Along 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 equity features
in financing projects. Present legislative
authorities are sufficient for those
special situations in which AID might
want to have a direct profit participation
n one of its projects. As a general rule,
however, we do not believe it ap-
propriate for a sovereign government to
own equity 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. AlD does make loans to finan-
cial institutions that, in turn, can offer
equity financing. 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 PYOs
in private enterprise development.

AlD should increase its support and
utilization of PVOs that assist private
enterprise development, particularly
those that facilitate the involvement of
U.S. private enterprise ind relcping
country activities. Emphasis should be
on U.S. small business and the promo-

tion of investment and trade relationships.

AID should also encourage the forma-
tion of partnerships between AID, the
PVOs, and U.S. business in order to link
U.S. firms with de reloping country
private enterprises. New means and fora
should be developed in 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.

U.S. 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 Bureau ic- Private Enter-
prse, Office of Small and Disadvan-
taged Business Utilization, Bureau for
Food and Voluntary Assistance, and the
Advisory Committee on Voluntary
Foreigr: Aid, AID should promote the in-
country capabilities 6f PVOs to the U.S.
business community, as well as to other
government agencies, and should en-
courage PVOs to join forces with U.S.
business to help meet deve’opment needs.

Examine the possibility of a major
services contract with an interna-
tional commercial or investment
bank to help design financial plans
for projects and to train AID
employees.

AID should consider signing a serv-
ices contract with an international (U.S.}
commercial or investment bank to help
AID design financial schemes for proj-
ects and upgrade ATD banking skilis.
Under such an arrangement the bank
would provide AID with experts in this
field, train present AID employees and
imbue in AID a “commercial’” or
“private enterprise’’ attitude toward
financing.

Facilitate relationships between
U.S. and developing country
businesses with special emphasis on
small businesses.

The role presently played by the
larger, multinational firms is indispen-
sable to international trade and develop-
ment. The U.S. Government and its
overseas representatives should support
the efforts of these firms. Yet we par-
ticularly believe the United States
should actively support the efforts of
small and medium-sized U.S. and
developing country businesses.
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Small and medium-sized businesses
are the heart of the private sector in
most of the countries in which AID
operates. They are the primary source
of employment. AID needs to do more in
the catalytic role of bringing local and
U.S. small and medium-sized businesses
together, particularly because local
businesses can learn from U.S.
businesses and because they face similar
challenges. AID can provide informa-
tion, ideas, and money to provide
linkages through trade associations and
voluntary business associations where
appropriate.

ATD 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 administrative
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 weli 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 evaluate projects that support
private enterprise.

Allocate funds to support specific,
problem-solving technical research
with commercial application in
developing countries.

An educated guess places at least
some degree of technical transfer in over
90 percent of all AID projects. However,
AID does not fully recognize (or utilize)
the real magnitude and potential of the
technology transfer aspect of its ac-
tivitiez. AID needs to find imaginative
ways to adapt and apply new and ex-
isting technologies to developing coun-
try needs. This can be done through sup-
port for joint ventures with U.S. firms,
and through licensing ~arrangements and
similar means of commercializing the
process, while involving private enter-
prise in development. AID should make
a concerted effort to understand the pro-

cess of techinology transfer between
private enterprises and consider setting
aside funds to support specific, problem-
solving technological research 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 ven-
ture capital organizations.

International institutions such as the
World Bank, the International Finance
Corporation (IFC), the International
Monetary Fund (IMF), and the regional
development banks play a crucial role in
pressing for structurii 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 specifically targeted at policy
reform with project loans, credit, train-
ing, technical assistance, and direct in-
vestment in private enterprise in order
to strengthen conditions for self-
financed private sector growth.

AID should support those multilateral
development institutions that foster
private sector growth. In particu!. ;, the
IMF, World Bank, and IFC merit the
full 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, particularly 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
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- banks need to give much greater em-
phasis, as the World Bank is presently
attempting to do, to building up private
enterprises in developing countries.

Further, we should support the con-
cept of the Multilateral Investment
Guarantee Agency, which has been pro-
posed by the World Bank, as a means to
attract private investment to developing
countries.

Coordinate the establishment of a
Private Enterprise Institute.

While there are many institutions
worldwide that address developing
country 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
establish a Private Enterprise Institute
(Institute).

There is presently no central clear-
mnghouse for information and statistics
that relate to private sector research. As
the research center for private enter-
prise development, one of the Institute’s
primary functions would be the collec-
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 Organization of Economic
Cooperation and Development (OECD),
and the World Bank are all very good
sources of data, but because their focus
1s not directed toward the private sector,
there are significant gaps in available in-
formation. (For instance, recently major
private banks involved in loans to
developing countries felt compelled to
create 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 successiully used the
private sector to bring about economic
growth. Special attention would be

directed to projects funded by Official
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 successful
operation. The analysis must be under-
taken so as to be useful to governments
seeking to foster private enterprise as
well as businesses interested in
understanding the private sector climate
of a particular country.

Fundamentally, the Institute should
be a collaborative project of ~ountries
that recognize that their own w=ll-being
1s dependent upon the dynamism oi the
private sector. Developed and develop-
ing countries that join together to form
the Institute, will 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
opeicting in the international market-
place. By instituting a fee for services
and advice, the Institute would in time
become self-financing.

Substantially increase the number
of developing country represen-
tatives trained in private enterprise
development specialties both in the
United States and in developing coun-
tries. Establish a private enterprise
training advisory board.

We 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 will require much
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more coordination of effort than present-
ly exists.

In conjunction with U.S. firms, we
recommend that AID finance on-site
training in the United 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 value
in most countries than degree-granting
programs. As much of this training as
possible should be conducted through
and by U.S. business, to transfer the
skills they have and to build long-term,
mutually beneficial relationships.

Two other areas are worthy of greater
attention: AID 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-
vestment and construction projects.
AID might consider training assistance
in conjunction 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 with AID and U.S. private sector
cofinancing.

The U.S. comparative advantage in
agriculture and the major importance of
agriculture to developing countries
make it particularly appropriate fo focus
on private enterprise initiatives in
agribusiness. Currently, thereisno
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 organization
with no particular responsibility to ad-
dress the specific concerns of American

firms.)

Furthermore, many agribusiness ac-
tivities in LDCs continue to be per-
formed by public bodies (parastatals).
Parastatal performance has proved un-
satisfactory and, in many cases, they
have become impediments to develop-
ment. Private agribusiness firms could
perform many of these intermediate
functions more efficiently, given the op-
portunity, resulting in market expansion
and the creation of new jobs. An
American Agricultural Development
Corporation (ADC), financed by both the
public and private sector, could help in
the transition of agribusiness activities
in developing countries from public to
private ownership.

Other industrialized countries have
successtully utilized the private sector
through officialiy supported organiza-
tions. These countries have harnessed
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 finan-
cial requirements of the indigenous
private sector, but these officially sup-
ported corporations also play a catalytic
role in assembling financial packages
and facilitating transfer of technical and
managernial expertise. While the format
differs somewhat from country to coun-
try, they have a common purpose: {o
bring market discipline to development
proiacts and expand self-sustaining
economic activity. Their basic objective
is to practice good development while
making money.

The proposed ADC would be struc-
tured as a for-profit venture, expected to
recover its fees, earn profits, and pay
dividends. In short, business would 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-for-profit crganizations
(major private foundations). Additional
capital would be obtained from AID,
possibly through a convertible debenture.
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" A successful corporation would not

- only serve to {acilitate private enterprise

- development in developing countries,
“but would also enhance market develop-

ment and 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 supplement to public aid
in the form of increased direct private in-
vestment. It would also provide the
related transfer of modern technology

. and management skills, foster an en-

trepreneurial spirit, and provide oppor-
tunities for import or export expansion.

AID ORGANIZATION
AND PERSONNEL

Channel a larger proportion of AID
financial rescurces to private enter-
prise development.

AID sheuld significantly expand the
amount of financial resources—both
operational and programmatic—devoted
to private enterprise development.
Spectfically, AID should devote a much
larger share of its Development
Assistance and Economic Support
Funds (ESF) to private enterprise ac-
tivities. Redirection of the resource flow
in due course would translate intc a
sttbstantially higher proportion of AID
staff and time devoted to private enter-
prise development.

Improve private enterprise skills in
AlD through training of AID persoun-
nel and recruitmen? of skilied
business people.

AlD’s BHN thrust in recent years has
meant that most permanent AID profes-
sionals have skills that relate mainly to
publicly-administered social programs
such as population control, health, nutri-
tion, as well as agricultural develop-
ment. Many have degrees and
backgrounds in such fields as an-
thropology, agriculture, agronomy,
economics, health systems, sociology,
public administration, and the
developmental sciences. Some also
bring experience in international affairs,

as well as area studies. A large con-
tingent of AID} employees were once
Peace Corps volunteers.

AID will continue to nead expertsin
the areas mentioned above; however, it
is the Task Force’s belief that a greater
balance in AID staff skiils is required to
adequately support the private sector in-
itiative, Without AID personnel who are
well-versed and experienced in private
enterprise activities, and are actively
seeking opportunities 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 will be re-
quired to support the private injtiative in
vears to come. AlD hiring practices and
personnel training programs 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 after-hours training programs
in fields dealing with intemational
business, trade, markets, and finance.
Such subjects as international-
developing country business, trade,
marketing, and finance should be among
those receiving the highest priority.
AlD-sponsocred in-house seminars
should focus on private enterprise
development subjects, and couwld be con-
ducted by professionals in the fields of
international finance, trade, banking,
and marketing. Conceivably, this could
be supplemented with on-the-job train-
ing programs for AiD perscnnel.

AID should set up an active recruiting
program for private sector skills. In its
university recruiting program, AID
should look carefully at graduates frem
business schoois. It must also step up its
recruitment of people at mid-levels with
significant business experience.

AID should develop the capabilities of
its local country staffs so that they are
familiar with the needs of private enter-
prise.



Detail ATD personnel te other U.S.
Government agencies that deal with
investment, trade, and commnierce,
such as OPIC, Eximbank, the U.S.
Trade Representative’s Office, and
the Commerce Department.

While AID and the other government
entities involved in some aspect of U.S.-
developing country economic relations
meet relatively frequently in interagen-
cy settings, the Task Force did not sense
that there 1s much understanding from
one organization to another of how the
other agencies function, what their
precise mandate is, what speciai skills
they have, or how various programs
might be better integrated to achieve
broad U.S. policy objectives.

Assigning middle and senior-level
AID personnel to the major U.S. agen-
cies involved in some aspect of U.S. rela-
tions with developing countries should
prove mutually beneficial to both agen-
cies and participants. AID personnel will
have a broader per$pective on how en-
tities more directly involved in trade and
mvestment operate, how programs
might be made more complementary,
and how cofinancing might work. At the
same time, AID personnel so assigned
will provide these agencies with a
developmental perspective and expose
them to the wide range of programs and
technigues applied in AID recipient
countries around the world. We envision
that this AID} personnel secondment pro-
gram would operate in a manner similar
to the way AlD personnel are now
assigned in certain areas to the Depart-
ment of State.

Improve AID’s ability to com-
municate and work with business in
the United States and in developing
countries.

AlD should support organizations and
programs that serve as brokers between
the 1J.S. private sector and the LDC
private sector. Information on the varie-
ty of services, approaches, and institu-
tional arrangements to provide broker-
ing services should be readily available
to businesses. Services such as the Inter-

national Executive Services Corps
(IESC) and the Joint Agricultural Con-
sultative Corporation (JACC) should
receive continued and expanded support
from AID.

In addition, AID must greatly modify
and simplify its administrative opera-
tions (such as procurement and contract-
ing procedures) to deal with the private
sector on a businesslike basis if it v &
pects to work successfully with private
enterprises. Businesses have criticized
the government for not acting more like
a business. While procurement and con-
tracting rules are ncermal requirements
of business, the extent to which AID car-
ries them is excessive. Simple,
understandable procedures are key for
someone starting a business; smaller
firms simply do not have the skilis, pa-
tience or resources to effectively deal
with the plethora of AID regulations and
make a profit.

Lacking sufficient information about
international markets, many U.S. firms
ignore opportunities to go overseas
because of what appears to them to be
unknown, high-risk markets, too
undefined and ‘“‘unattainable’ to be
worth the effort. AID’s familiarity with
developing nations gualifies it to coor-
dinate efforts with other government en-
tities, such as the Small Business Ad-
ministration (SBA) and the Department
of Commerce. AID should investigate
such organizations as the National
Dastrict Export Council (DEC) as poten-
tial vehicles to assist in disseminating
useful information about LDC markets.
AID should also explore ways of using
the products and services of other U S.
Gevernment entities, such as the U.S.
and Foreign Commercial Service (U.S.
& FCS) at the Department of Com-
merce. The U.S.& FCS was established
in 1982 to increase the number of
American firms engaging in interna-
tional trade and help small and medium-
size firms. It has an invaluable
warehouse of information on foreign
markets and the nuts and bolts of ex-
porting. It alsc provides contact
services—helping U.S. firms to find
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-agenfs or distributors for their products.
"It even offers an advertising service to
_--help gain international exposure for

- companies with new products. The

- U.S.& FCS also sponsors trade fairs and
. missions. With a global network of 1,100
. employees in 70 U.S. cities and 120
.- foreign cities, the U.S.& FCShas both a

0 domestic and foreign outreach capability.

Increase the budget and personnel

- of the Bureau for Private Enterprise
- and give it more approval and coor-

dination authority over mission and
bureau private enterprise projects.

. The role of the Bureau for Private
Enterprise should be expanded and
given greater senior management sup-
port, particularly in areas related to in-
vestment, private enterprise develop-
ment, and trade. PRE is considered by
some as an AlD appendage, coften
resisted anZ ~ven resented by missions
and by Washington staff as an organiza-
fion imposed upon them, an additiona:
unwarranted and unrealistic burden. We
recommend that AID significantly in-
crease the PRE budget and staff to in-
crease the momentum of the private sec-
tor mitiative.

With regard to financial resources,
there is a need for a reasonable
budgetary target beyvond AID’s current}
percent allocation to PRE. (Even with
the inclusion of other AID private enter-
prise projects outside PRE, the total
percentage of AID funds allocated to
thi.. area is no more than 5 percent.)

With respect to personnel, every AID
regional bureau and mission (other than
the smallest) should have a private
enterprise office, staffed with skilled
personnel who develop and manage
AlD’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 office. The importance of private
enterprise skills 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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