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IMPLEMENTATTON OF SECTION 620{s) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

A REPORT TO THE CGNGRESS FOR 198%F

AGENCY FOR INTERNATIONAL DEVELOPMENT
DEPARTMENT OF STATE
WASHINGTON, D.C.



AGENCY FOR INTERKZTIONAL DEVOLORTINT
WASHINGTON D C 20%21
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Dear Mr, Speaker:

In accordance with Section 062G(s) of the Foreign assistance Act
of 19¢l, as amendea, I am pleased to transmit for the President
the annual report for 1985 on the implementation of this
provision,

Eleven countries were cited in the repert as appearing to have
exceeded a comparative norm for military expenditures as
compared to other countries regionally and worldwside. However,
after examining these countries within their political,
economic and security perspectives, no country was determined
to be ruled out for assistance as a result of Section 620(s)
considerations.

Sincerely,
// L\
R l
‘M, Pet~r McPherscn

Enclosure: a/s

The Honorable James C. Wright
Speaker of the House of Representatives
Washington, D.C. 20515
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ST FOR INTOSSNATIONAL O VTLOPMEINT
WASHINGTON D C 200

LAZLIETHATOR

Decr lr. Chairman:

n zzcordance witwh Section 620(g) of the Foreign Assistance Act of
8., as amendes, | all pleased to transmit for the President the
annual report for 1985 on the implementation of thlis provision.

[ I AN |

Eleven countries were cited in the report as appearing to have
erceaded A comparctive norm for mllitary experaitures as compared
to other countries reqgionally and worldwide., However, after
exarining theze countries within their political, economic and
security perspectives, no country was determined to be ruled out
for assistance as a result of Section ©620(s) considerations.

Sincerely,
. Peter McPherson

Enclosure: a/s

The Honorable Claiborne Pell

Chairman, Committee on Foreign Relations
United States Sencte

Washington, D. C. 20510
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EXTRACT FROM FOREIGN ASSISTANCE ACT
OF 1961 AS AMENDED

Section 620(s) of the Foreign Assistance Act states that:

(1)

(2)

In order to restrdain arms races and proiiferation of
sophisticated weapons, ana to ensure that resources
intended for ecunomic development dare not diverted to
military purposes, the President shall take into account
before furnishing development loans, Alliance loans or
supporting assistancoe [economic support fund] to any
country under this Act, and before making 1ales under the
Agricultural Trade Development and Assistc 2 Act of
1954, as amended:

(A) the percentage of the recipient or purchasing
country's budget which is devoted to military purposes;
and

(B) the deqgree to which the recipient or purchasing
country is using its forelgn exchange or other resources
to acquire military equipment,

The President shall report annually to the Speaker of the
House of Repres-ntatives and the Commnittee on Foreign
Relations of the Senate his actions in carrying out this
provision.
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expenditures at a high rate. Dbefense expenditures are expected
to remain high in the near terin althouyh the lower 0il prices
may force Oman to review its heavy investment in military
equipment. Pakistan's high level of defense expenditures are a
result of the continuing modernization of its defense
capabilities, concern about Lhe lran-lraq war, the Soviet
invasion of Afghanistan in 1979, and the Soviet intrusions into
Pakistan. Defense expenditures for the Yemen Arab Republic
(YAR) as a percentage of cenlral government expenditures rouse
slightly from the 1982 statisiics reported in last year's
report, although as a percentaqge of gross nat ional product,
defense expendibures decreased slightly. fHostilities bebween
the YAR and the communist-domnated South Yemen and Libya have
waxed and waned since 970, e recent. coup in South Yemen has
increased the external throeat to the YAR a5 Lhe doctrinaire
communists now in power have advocated pnsurgency.

LATTN AMlpica

The high level of defense cxpenditure:s in Fouador was incurred
by an earlicr administration which had purchased a siqgnificant
amount of atrcraft through the toreign military sales (FMS)
vrogram. Presipdent FPebres Cordeco, olected and inaugurated ino
1984, represented tae First anccensful democratic transition in
over 24 years. He o ocarrying through on his promises Lo
realign the prioritics and acrivitices of the qovernment by
establishing g policy (ramework within which markets can
function, and gqovernment can socias on those Locial welfare
activities the private nit1 oave cannol sapport., Peru
returned to constitut tonal Jdesmocrabic gqovermment in 1980 after
more than a decade of mitit gy rate,  Peru's high level of
military expenditures o parily the result ol Peru's concern
for regional secuarity, nis=torically rooted in border disputoes
with Bcuador and Chile, and the foor that a [lare-up on one
frontier could lead Lo o btwo-1iont conl Lict . ln addition,
terrorism and drug trafficking pose inreats to Poru's internal
order. One of President's Garcra's stated policies 15 Lo
reduce the size of Peru's military budget,







base for productivity in a diversified economy. The short-term
effort is to provide balance of payments support and recduce the
public budget deficit. The FY 1985 U.S. economic assistance
levels totalled $90.0 million. 1In addition, the humanitarian
needs of Somalia's refugee population continue to be met
thhirough collaboration with other donors, under which the U.S.
is providing a major portion of food assistance.

The Economic Support Funds (ESE) resources programmed [or
somalia in FY 1985 were fully committed to & Commodity Import
Program (ClP) supporting agriculture and the private sector and
to studies related to policy reform and privatization. Tt
provided the Soumali economy with critical imports necessary to
expand agriculbture exports, aomestic food production and
activities of agro-based industry. Policy reforms in key
sectors of the wvconomy will continue to bhe biod to the LSE
which provides necded foreiyn exchange [or Balance of Payments
support.

Conclustion: Considerations ander Section 620(s) do not rule
out assistance.

4 TMBABWIS

Zimbabwe's defense expenditures, while still substantial, have
declined in relative importance over tne past several years
despite a government perception of heightened threats to
national security and the associated need for unusually high
defense expenditures to nodernize and re-equip an army which
has had to absorb forwer guercillas.  diwbabwe's military
forces must face the chatlenge of secaring the land locked
country's petrol=um pipeline and other Lransport links to the
sea (which pass through rebei-threatencd areas in Mozambique
and require military eff-rts in support ol Frelimo) through
their presence in large nambers, controlling and diminishing
dissident activities in Matabeleland, and the always present
tmplicit threat of rencwed Soats African border rncursions.

Defense cupenditures in 1953 0 o porcent of GNP are estimated
at 6.4 percent of gross national product, considerably below
the 1980 peak of 8.9 percent and cquivalent Lo the 1977

figure. Defense expoenditures o a percentage ol central
government expenditures (199, constant prices) ave reported ac
11.9 percent, less than one ol of the 19380 neak ratio of 24,1
percent and just above the 1975 tigure < 10,1 percent.  There
is a continuing government preoceupation witi redacing the
share of resources absorbed by defense cxpendibdres as
evidencod by the 1985/86 bhudget speoch call for "a scaling down
of the proportion of national recsodrces beiag set aside for
defense purpones”.,



7Zimbabwe allocated a subslantial share of its scarce cxchange
resources to non-military iwmporks (98,4 percent) in 1983
although this pattern was less pronounced for the previous five
years. The ratio ol arins imports to total imports rose from
0.7 percent in 1978 to 5.4 percent in 1982 and then dropped
precipitously in 1983 to L.6 perceat,

Conclusion: Conslderations uader Section 620(s) do not rule
out assistance.

ASLTA AND NEAR BAST
BEGYPT

The statistical data foir 1983 show Lhat Egypt spent 17.4
percent of its government budget on defense.  This was
equivalent to 8.3 percent of GHP. Approximately 16.5 percent
of the country's imports were military.

Egypt's strateaic location and 1lz willingness to assume the
role ot 4 stabilizing rorce in the region plhace 4 relatively
heavy defense burden upon it. Uhe security of the Suez Canal
depends upon Bgypt's ability to vespond eftfectively to outside
force. A threat exists {rom o bostile Libyan government on its
western border. o assuce 1ts own cdefense, and to mecet its
responsibilitivs as a stable force 1n the region, igypt has
embarked on a program to replace ontmoded Soviet defense
equipment with modern Western weapons.  This accounts for the
high proportion ot itmports represcented by milirtary materials,
though the percentadge of mibtitary imports is down tromn 23
percent in 1982, duc to rapld grovth in non-military imports.
Even with substantial assistance trom the Ulss, and other
Western donors, this revamping and upgrading ot defense
capability continues Lo place o heavy Cinancial responsibility
on the Government ol kgypt,

Growth of the Egyptian cconomy bhas slowed recently, duae in
large measure to the moderation ot major external stimali--
revenues from oll cxports, workers' remittances, tourism
receipts--that propelled igypt's capid growth during the late
1970's. Gross Domestic Producl bas expanded at about. 5 percent
annually during the past two years, abber growing at about 9
percent from 1974 to 1982, Arter showing a remackable recovery
from the effects of LY982-65 world cconoimic recession, Bgypt's
balance of payments 1s now worsening again.  Falling export
earnings and increased imports caused bhaltancs of payments
surpluses to become a deficit in 1985, Large govermaent budget
deficits in recent years nave been a force for domestic
inflation. Government oxpenditure increases have been led by






Expanding defense spending coupled with high levels of private
consumption and the lessened apility of the Isracli econony to
supply demanded goods and services because of falling
investment la2d to growing goods and services deficits in the
balance of payments. These delicits have Leoen Financed by
large UJ.S. assistance [lows, private transfers and concessional
lending, and rising f[oreign commercial berrowing, Ac the start
of the 1970's, the civilian goouds and services deficit was
ander $700 mitlion « year. In 19¢4, the deficit totalled $3.5
billion, equivalent Lo some 1Z percent of Gby, #Hxternal
foreign debt ballooned from $5.1 willion 1n 1973 to $23.9
billion as c¢f septeanber 30, 1989,

In 1984, and the «arly part of 19b5, balance of onayments and
inflation difficulties reached serious proportsons. The ULS,
responded with a $1.5 billion supplemenatal assistance
program. In Ju'ly 1945, the [sracti Governnent put into place
an economic stabilization program. While serious long-term
difficulties remain, these actions have eased the Lmonedliate
problems and reduced inflation to about L15%-20%,

The United States malntains close secarity ties with Israel,
and the U.$, assistance prograim i designed to help Israel deal
with both its cconomic and militaiy problems. In recent years,
Foreign Military Saites credits and economic assistance have
increased in anount, ang, Deginoing o FY 19850 all such
assistance has been provided as grants,  U.S. economic
assistance cannot, however, substituve for continuation and
strenathening of the stabilization program [srael initiated in
1985, and for policies and programs designed to establish
conditions conducive tu self-sustaining yrowth.

Conzlusion: Considerations under section 620(s) do not rule
out assistance.

JORDAN

Jordan has been and continues to be a friend of the West and a
force for moderation, stability, and peace in the Middle East,
Its security situation is precarious in that it is surrounded
by larger and more powerful states and subject to Lnreats and
intimidation by radical groups. As Jdordan's efforts towards
peace with Israel have shown progress, radical and rejectionistk
elements have respondea wilh increasing theoeats and acts of
violeance. Jordan's defensive capanility relative to Syria's
has declined drematically over the tast decade {(though it is
hoped that i ceciprocal visits between King Hussein and
President Assad marked the start ol a period of reduced
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tensiong). Like Israel, Jordan must have sufficient defensive
strength to pursue a national policy of seeking peace without
being intimidated or threatencd by more radical elements.

Many economies in the region--Jordan included--have suffered
serious setbacks in the wake of the worldwide recession
combined with fAlling earnings from peoetroleum-related
activities. Unlike many other countries, however, Jordan was
quick to enact prudent domestic economic policies in response
to the adverse impacc of these developments, in particular
reduced Arab aid flows, decreased remittances from expatriate
Jordanians, and decreased exporbt market opportunities in the
region caused by the Iran-Iraqg war, The growth in government
spending was held down, and monetary expansion was kept low.
Although the cconomic growth rate has slowed, 1t remained
positive at 2% to 3% in 1984. (However, the per capita GDP
growth rate was slightly negative.) Inflation has been kept
low, at between 3% and 4%, llevertheless, the government budget
and the balan.e »f payuents are in deficit,

In showing a willingness Lo accept reduced ygyrowth rather than
pursue a growth-at-all-cousts course, the government of Jordan
has made a sensible adjustment to adverse economic
developments beyond its control. As the Government grapples
with the problem of balancing it budget and dealing with
balance-of-payment difriculties, it s expected that defense
spending will come under greater scrutiny.

Conclusion: Consilderations under Section 620(s) do not rule
out assistanae,

MOROCCO

Defense cxpenditures oi. Morocco increased sharply during the
1970's as a result of a ilitary modernization program,
fighting in the Weste¢n sdahara (previously a Spanish
territory), and efforts to counter Lhe introduction of Soviet
equipment in n2ighboring Alygeria.  Sawlt Arabia, France and the
United Stabes have provided support to upyrade the Moroccan
armed forces. With the decline of oil prices, subsidies from
the Saudis and other Gulf stabtes hove declined which has put
pressure on internal financial resources to continue Morocco's
military modernization,

Since 1976 Morocco has been | ighting Poelisario guerrillas in
tha Western Sahara, and occasionally in Morocco itself. The
Porisario has received support Lrom Algerita and Libya. The
military situaticn in bthe Western Sahara b stabilized and
Morocco has effective military control of the territory.
However, this requires the stationing of a large part of the
Moroccan arimy in the Western Sahara,



Morocco's current economic difficulties have their foundation
in the phosphate boom in the 1970s. Morocco responded to the
windfall of higher rock prices with inappropriately expansive
economic pulicies inciuding excCessive external borrowing. When
prices began to fall in the early 1980s, Morocco was
over-extended. The global recession, high interest rates, the
appreciation of the dollar, and five years of drought
complicated the problem, With Spain and Portugal’s entry into
the European Community, export markets will be more restricted,
exacerbating pressures.

External debt aluwost douabled between 1978 and 1984, reaching
$13.2 billioa or 108% of Morocco':s GbP in 1934, In the absence
of debt reliefl, the debt service ratio would have been
approximately 63% in 1985, With debt relief, the debt service
ratio was still a high 37.5%%. 'n 1983, Morocvco was unable Lo
meet its debt servicing obligacions and Lhe government turned
to the IMF and the World Bank for help. In negotiations with
the IMF for an SbhR 300 million (§317 million) Stand-Ry
Agreement, the Government agreed Lo cut projected budget
deficits, Lift controls on a wide ronge of prices, reduce
subsidies on consumer goods and move toward a more realistic
exchange rate. These stabilization measures were complemented
by fundamental economic reforms negotiated as part of the
IBRD's first Industrial and ‘trade Policy Adjustment loan (1ITPA
I) signed in January 1984 for 150 million. Morocacan
authorities negotiated 'TPA LI for $200 million in mid-1985. A
second Stand-Byv Arrangement for Sor 200 {($220) million was
signed in September i98h.  Subscequently, the Paris Club of
public creditors rescheduled Morocco's public sector debt and
the London Club rescheduled debt to private banks (although
this agreement was not ratificed uneil early 1986). More debt
rescheduling is stilt needed atong with significant support
from the World Bank.

Defense oublays have contributed to Morocco's resource gap and
budget deficits. Other factors, already mentioned, were also
important.

In fiscal year 1985, the United states provided Horocco with
$34.5 million in economic assistance to enhance Morocco's
capability to increase its agricultural production, reduce
population growth and improv: energy planning and policies.
The proqram also focused on the continuing need tor economic
reform ana stabilization and has begun to address constraints
to private sector developient.

Defense cxpenditurcs can be cxpected Lo remain high as long as
the Saharan conflict and rivalry with Algeria continue.
Resolution of the Saharan conflict could reduce military



outlays. Concomitantly, a robust economy can be expected to
increase the overall budget and thus reduce the proportion of
resources being expended on the military.

Conclusion: Considerations under sSection 620(s) do not rule
out assistance.

OMAN

In 1983, Oman spent necarly half of its government budget and
over one fourth of its GNP on defense, Delfense continues to be
a priority item in the budgel, and expenditures have increased
significantly in the past (ive vears. Concern that the
six-year war between Iran and lrayg could spill over to the Arab
Gulf states and Iran's threat to close the Strait of Hormuz
have kept modernization ot Oman's armed forces a high

priority. In addition, the Soviet intluence with the Marxist
government of South (emen remains o major concern to Oman. ‘The
U.S. has heilped Onman to upyrade and ozpand itbs defense
infrastructure. We anticipate that defense c¥xpenditures will
remain high over the next five years, although the recent drop
in oil prices may force the Omanis Lo reconsider (among other
things) the heavy investment in military cquipment they have
made 1n the past. Onan is expected Lo conbinue to look to
foreign military sales (FMS) credits to detray some of these
costs,

Oman is fundanentally an oil cconomy that needs and desires to
diversify its economic base,  In 1983, oil accounted for
sixty-six peccont of GDP and over ninety pervent ol export
ecarnings. Because of this heavy reiiance on oil, Oman is
significantly affected by falling petroleum prices. Oman, not
an OPEC member, has be-n ably bo ifncrease its production of
crude o1l in the past t.o inci-case cevenuss.  Since 1982 output
has increasec from about 25,000 bLarrels per day to almost
550,000 barrels per day.  The Omanis are counting on new oll
facilities coming on stream to push ths Llevel higher, although
they understand that <his niqgher level of production cannot
continue indeflinitely in view of Owan's limited oll resetrves.
In addition, because Oman has been producing oil at or near its
production capacity, it does not have the option of trying to
increase production ko ottfaer talling o1l prices.  Desplte
these production increases, Onan has o service account deficit
in 1ts current account, ond the governaent has had to borrow
funds in the internation:l market. FEcoconomic growth i1s expected
to slow in the coming yearns,

Since 1970, oil carnings have onabled the government to build
infrastructure (roads, s~hools, hospitals), to establish a base
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for economic diversification and an environment for private
enterprise, and to build a reserve fund for use after oil
resources are depleted.  Contributions to this tund, however,
have declined as oil revenue has dropped.  Some -iiversification
has already occoirred under the past five-year plan.  lmport
substitution in petrobeuin refining led to a ten percent
reduction in imports of petroleun products in 1983. Two cement
works now fill the majority of constryaction needs, The decline
in oil revenuc has forced the government Lo rethink ics
five-year plan that was to bhegln in 1986,  Sowe projeccs have
been cancelled, others will be stretened out,

0:1 revenues have permitted Oman to spend substantial sums on
defense. Tighter budgets in the futare will certainly impose
difficult choices on tie gyovernment. [t is not yet clear what
effect these changes will have on defense spending.

Conclusion: Considerations under Section 620(s) do not rule
out assistancye,

PAKISUAN

The Soviet presence in Afghanistan, since December 1379,
continnes to threaten Pakistan's cecurity. Pakistan has
extended an impressive weilcome to the estimated two to three
million refugees gencrated by the war, despite the risks to its
internal stabilization. Since the 1979 invasion, the Soviets
have maintained constant pressure on Pakistan through armed
violations of Pakistaeni aerial and territorial sovereignty.
Pakistan reported continuing incursions in 1985 and deaths
among the civilian popalation. Pakistan's defense budget
reflects the continuing modernizat ton of its detease
capablilities and concern about Lhe on-going Jlran-lray war;
which threatens oil shipments throagin the Persian Gulf,
Because of these threats, during toe period 1979 to 1983,
Pakistan's detense cxpondicures increased from 228 bo 28% as a
vercentade of central guvesnnent cxpenditures and from 5% to
5.4% of ONP. During Lhe came pertod, Pakistan's nilitary
imports increased from 3.5 1o 7.0 of total impborts.,

Pakistan's economy performed impressively ander the 1979-1983
Five Year Plan despite military cxpenditures, the recent global
economic slowdown and Che cnormoas burden iawosed by the Afghan
refugees. (Multilateral assistance meets only about half ot
the cost of providing basic necds for bhe refugecs.)

Pakistan's GDP qgrew at 6. 3% annual Ly with manufachuaring
reaching a growth rate of Y4,  Pakistan achieved
self-sufficiency in wheat and tts toreilgn exchange reserves
grew from about $400 militon to neacly B2 billion.
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Then in FY 1984, Pakistan's wcconomic performance suffered a
set-back. Adverse weather and pests reduced agricultural
production and various factors decreased remittances from
workers in the Gulf. Reduced harvests, coupled with increases
in world prices and excess liquidity buiit up during FY 1983,
revived inflationary pressures,  Given thesoe conditions, the
World Bank viewed favorably the 4.5%% growth in GbP that
Pakistan achieved.

In FY 1985, overall economic growth rebounded to 7.6%, but the
budget deteriorated sharply, reflecting a subsitantially higher
deficit because of tax revenu:s shorttalls and higher out lays
for wheat, edible oil subsidices, and defense.  The recovery in
cotton output led to agricalsaral growth ot 9.9% in FY 1985
compared to a decrease ot O,0w in 1984, The overall balance of
payments deflicit itncreas-d from $208 mitflion in 'Y 1984 to

31 billion in Y 1985,

Pakistan substituted o shorter torm Three=Yoar Priority Plan
for 1ts 1983-194¢ #ive Yoar Flan.  bevelopment prioritics are
similar but adjustments pave ceen made Lo accommoddto resource
constraints, especially tn ithe cnergy and education/social
sectors.

The Soviet invasion of Atgnanitotan and Soviet intrusions Lnto
Pakistan have reqaired an increase in Pakestan's defenso
expenditures., Alvhough Pakistan nas Limited these Lncreases.
defense expendituares have lmoosed a4 heavy burden on this poor
country, which has o ped Capita anndal income of $390.
Asgistance from the 5.5, and other Friendly countries has made
an important contrioncion Lo lessening the coonomnic tpact of
Pakistan's il litury vodernizat ion efforts and maintaining
QCONONMLC growhis.

Conclusion: Considerations under section 620(3) do not rule

out assistance.
YEMEN ARAY REPJBLIC

After the 1972 Revolution and nearly ten years of civil war,
the Yemen energed from o medieval theovracy as the Yemen Arab
Republic (YAR). Hostilivioes Loetweon the YAR and the
communicst-dominated Soutnh 7Comen have waxood oand waned since
1970, Dburing 1979-52, 7AR wilitary capaibility was the key in
defeating the "lational Dewocrat ve Front (ol ) insurgency
directly supported by South Cowmen and Lisooa oad indirect by by
the Soviet Uniton.  CYAR vl cucoesses pnomid-1982 and a
subsequent political agrecient w2t a South (oesen and Che NDE
diminished the Chroat s However, Chie proec gt aup in South Yemen

- 10 -






Conclusion: Considerations under Section 620(s) do not rule
out assistance.

LATLH AMERICA
BCUADOR

In spite of a worsening domestic and international economic
situation, Ecuador successfully elected and inaugurated a new
President in 1984, the first successful democratic transition
in over 24 years. The administration ot Presidenc Leon Febres
Cordero was elected on a frec-enterprise, market-oriented
platform. Febres Corders is carrying through on his promises
to realiyn the priorities and activitics of the Government of
Ecuador (GOE) by establishing a policy framework within which
markets can function, and government can focus action toward
those social welfare activities that private initiatlive cannot
support.

Social programs are vital in thig country. Malnutrition and
lack of access to educational opportunitics are serious
probhlems in rural areas, Infant mortality 15 high and
populaticn growth is ovtstripping agricultural production,

The GOE strateqgy has been, first, to stabilize the deteriorat—-
ing economic situation and then to undertake a series of policy
reforms aimed at restructuring Che cconory over tie mediun
tLerm. buring FY 1945, the new GOF aliministration undertook a
sweeping econonic tetforn progran.  Through successtul
implementation, the government stabllised 1ts finances 1in

1985,  Going tnto 1986, thne prospects were bright, with a 4%
growth rate within sigit,

The economi . strategy Cid noi foresee the procipitous fall in
the vrice of petroleum.  Crude oil prices fell from an average
of $25.85 per barrel to Bi3.85 per barrels  As g resuit,
Bocuador wilil lose over Said0 willion in oil export revenues and
approximarely $500 wriition in domestic pevendes.  Toe
Fouadorean aunbioriticos Loor coaaediabe steps Lo increase
non=potrolean roevenies aad o cartaod publie edpenditures. A
Favr-reaching proran of reforas which ineluded the establish-
ment of 4 freee tored o edchanep market foroall o private
transactions, (ifting toe cerbiog o most interest rates and
reducing Lhe reserve requircienis on private domestic savings
institutions woas pato in o olode,

In spite of the dqoveramens 'sodramab be efbo Lo the out took for
the short and seedivm tern o for o contined low rate of
growth, Lower expoct o carnings fror petroboun will Limit
Ecuador's capacity to tinance imports toc the productive









U.S. inter=sts). Long oriented toward external threats, the
Peruvian military found itself ill-equipped to handle the very
different challenge posed by internal subversion. As a result,
new requirements lor military procurement have arisen. Within
the GOP, between the civilian government and rhe miiitary,
there are conflicting views as Lo the balance which must he
struck between military preparedncss and fiscal pridcence in a
time of vconomic recession.  Resolution of conflicting policy
approaches is complicated by the military's strony role in the
political system and the constrainls this neritage imposes on
economic planners lr/ing to control the budget.

One of the stated policies of the Garcia government is to
reduce the size of ils military budget. Peru has negotiated a
50% reduction in planncd purchases of Mirage jets. It has also
tightened up on the wmilitary, particularly in the area of human
rights. The new GOP has also initiated an effort in Latin
America for a regional agrcement liaiting expenditures on
armaments in Latin America.

United States concerns about the level and orientacion of
military spending in Peru, at a time of stringent eeonomic
circumstances, have been made known Lo Peruvian authorifics in
a variety of discussions.  The relationship between military
spending, overall {iscal measures and the requirements of
economic stabilization Lo « topic we dare continuing to discuss
with the Garcia government in tie context of our overall
bilateral relationship. Howevor, the United States has a broad
range of interests in Pera.  Although military spending levels
are a valid matter of concern, su. ension of bilateral
assistance programs to Peru for Lhis reason would be an
inappropriate responsc at this critical juncture in Peruvian
history.

Conclusion: Considerations under section 620(s) do not rule
out assistance.



http:pyepoareCn.ss

COUNTRIES WITH THE HIGHEST RANKINGS
ON MEASURES INCLUDED IN
SECTTON 620(s) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED
(LISTED ALPHABETICALLY)

AFPGHANISTAN a/
BURMA a/
[FCUADOR
EGYP'T
ISRAEL
JORDAN
MOROCCO
OMAN
PAKISTAN
PERU
POLAND a/
SOMALIA
YEMEN, NORTH
ZIMBABWE
a/ Assistance for Afghanistan is not provided directly
through the Government; therefore, no narrative is
required for purposes ol this report,., Burma does not
receive DA loans, FSF or Pl 480/Title I; therefore, no
narrative is required. Poland, while receiving ESF from

the FY 1984 Supplemental, does not require a narrative
since it otherwise would not receive assistance.



A STATISTICAI OUTLINE OF COUNTRIES
SECTION 620 (S)
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

COUNTRY

AFGHEANISTAN
BANGLADESH
BELIZE
BOLIVIA
BOTSWANA
BURKINA FASO
BURMA
BURUNDI

C. AFRICAN REP.

CAMEROON
CAPE VERDE
CHAD
COMOROS
CONGO

COSTA RICA
CYPRUS
DJIBOUTI
DOMINICAN REP.
ECUADOR
EGYPT

EL. SALVADOR

EQUATORIAL GUINEA

FIJI
GAMBIA,
GHANA
GRENADA
GUATEMALA
GUINEA
GUINEA-BISSAU
HAITI
HONDURAS
INDIA
INDONECIA
ISRAEL

ITALY
JAMAICA
JORDAN

KENYA
LEBANON
LESOTHO
LIBERIA
MADAGASCAR
MALAWI

MALI
MAURITANIA

THE

WORLD RANKINGS

OF THE

OF AID RECIPIENT COUNTRIES

DEFENSE EXPENDITURES
AS PERCENT OF:

CENTRAL GROS5S
GOVERNMENT NATIONAL
EXPENDITURES PRODUCT
PCT. RANK PCT. RANK
35.7 2 5.0 13
12.9 25 2.3 35
7.1 44 3.0 25
20.2 12 2.8 27
19.5 15 3.3 22
16.1 22 3.2 23
10.8 30 2.0 41
8.2 40 2.1 37
20.5 11 2.4 32
7.4 42 3.6 18
3.5 54 0.7 57
11.2 23 3.6 18
1.5 47
11.0 29 1.6 46
17.4 18 8.3 &
22.2 9 4.0 15
0.0 59
16.4 21 2.4 32
8.9 39 1.4 50
17.6 17 3.5 20
13.7 24 2.8 27
29.0 1
4.7 50 2.7 30
2.6 55 1.3 52
29.5 4 14.9 4
6.9 45 2.1 37
20.0 13
10.7 31 3.7 17
7.3 43 2.8 27
10.2 32 2.1 37
6.0 48 1.7 44
7.9 41 2.7 30
17.1 20 5.8 9

MILITARY
IMPORTS

AS PERCENT
OF TOTAL
IMPORTS
PCT.
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A STATISTICAL OUTLINE OF COUNTRIES
SECTION 620(S) OF THE
POREIGN ASSISTANCE ACT OF 1961, AS AMENDED
WORLD RANKINGS
OF AID RECIPIENT COUNTRIES

DEFENSE EXPENDITURES MILITARY
AS PERCENT OF: IMPORTS

CENTRAL GROSS AS PERCENT

GOVERNMENT NATIONAL OF TOTAL

EXPENDITURES PRODUCT K IMPORTS
COUNTRY PCT. RANK PCT. RANK PCT. RANK
MAORITIUS 0.8 56 0.2 58 0.0 39
MOROCCO 17.2 19 8.2 7 8.9 6
MOZAMEIQUE
NEPAL 5.5 49 1.1 53 1.0 30
NIGER 3.7 53 0.9 55 0.0 39
OMAN 49.1 1 27.9 2 11.6 4
PAKISTAN 27.9 5 5.4 12 7.6 7
PANAMA 0.0 39
PARAGUAY 19.3 16 1.9 42 0.0 39
PERU 26.2 6 5.6 11 7.0 10
PHILIPPINES 15.1° 23 1.9 42 0.5 35
POLAND 23.1 7 5.8 9 2.6 23
PORTUGAL 9.9 34 3.5 20 0.6 33
FWANDA 10.1 33 1.4 50 0.0 39
SAO TOMEZ & PRINCIPE 0.0 39
SENEGAL 9.1 35 2.3 35 0.0 39
SEYCKHEILLES
SIZ=zr _EZONE €.2 a7 0.9 55 2.9 21
SOMELIA 22.7 8 9.1 5 33.4 2
SPAIN 5.0 36 2.1 37 0.6 3
SRI LANHA 3.9 5 1.5 47 0.0 39
SUDAN 9.0 36 1.7 44 5.9 15
SWAZILEND 11.5 27 3.1 Z 0.0 39
THAILAND 19.6 14 3.9 16 3.1 20
TOGO 6.8 46 2.4 32 0.0 39
TUNISIZ 9.0 36 2.9 26 1.2 28
TURKEY 21.4 10 4.9 14 6.4 13
UGANDA 1.0 5 7.0 10
YEMEN, NORTH 32.0 3 15.4 3
ZEIRE 4.3 51 1.5 47 5.6 16
CAMEIA 0.0 39
ZIMEAEWE 11.9 26 6.4 8 1.6 25

382
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AID REGION: AFRICA

DEFENSE EXPENDITURES MILITARY
AS PERCENT OF: IMPORTS
CENTRAL GROSS AS PERCENT
GOVERNMENT ~ NATIONAL OF TOTAL
EXPENDITURES PRODUCT [MPORTS
COUNTRY PCT.  ©ANK PCT. RANK PCT. RANK
ALGEK1A 6.2 25 2.7 13 3.3 10
ANGOLA 62.5 j 23.2 1
BENIN 2.6 16
BOTSVWAN2 7.1 21 3.0 10 0.0 19
BURKINA FASO 20.2 4 2.8 11 0.0 19
BURUNDI 16.1 7 3.2 8 0.0 19
C. AFRICAN REP. 10.8 11 2.0 25 0.0 19
CAMERCON - 8.2 17 2.1 22 6.0 4
CAPE VERDE 0.0 19
CHAD | 20.5 3 2.4 19
COMOROS
CONGO 7.4 19 3.6 7 1.2 16
DJIBOUT1
EQUATORIAL GUINEA
ETHIOPIA €0.0 1
GABON 5.0 28 2.7 13 1.3 15
GAMBIA, THE 0.0 35 0.0 19
GHANA 0.3 18
GU.NEA 0.0 19
GUINEA-BISSAU 0.0 19
IVORY COAST 4.1 30 1.3 30 1.5 13
KENYA 6.9 22 2.1 22 3.9 7
LESOTHO 10.7 12 3.7 6 0.8 17
LIBERIA 7.3 20 2.8 11 2.4 12
MADAGASCAR 10.2 13 2.1 22
MALAWI 6.0 27 1.7 26 0.0 19
MALI 7.9 18 2.7 13 0.0 19
MAURITANIA 17.1 6 5.8 4 0.0 19
MAURITIUS 0.8 32 0.2 34 0.0 19
MOZAMBIQUE
NAMIBIA
NIGER 3.7 31 0.9 32 0.0 19
N1GERIA 11.7 9 2.5 17 3.5 9
REUNION
RWANDA 10.1 14 1.4 29 0.0 19
SAO TOME & PRINCIPE 0.6 19
SENEGAL 9.1 15 2.3 21 0.0 19
SEYCHELLES
SIFRRA LEONE 6.2 25 0.9 32 2.9 11
SOMALIA 22.7 2 9.1 2 33.4 2
SOUTH AFRICA 17.8 5 4.3 5 0.0 19
SUDAN 9.0 16 1.7 26 5.9 5
SWAZILAND 11.5 10 3.1 9 0.0 19
TANZANIA 6.3 24 2.5 17 3.7 8
TOGO 6.8 23 2.4 19 0.0 19
UGANDA 1.0 31 7.0 3
ZAIRE 4.3 29 1.5 28 5.6 6
ZAMBIA . 0.0 19
2 IMBABWE 11.9 8 6.4 3 1.6 13



AIDL REGION: ASIA AND NEAR EAST

DEFENSE EXPENDITURES MILITARY
AS PERCENT OF: IMPORTS

CENTRAL GROSS AS PERCENT

GOVERNMENT NATIONAL OF TOTAL

EXPEND]ITURES PRODUCT IMPORTS
COUNTRY PCT. RANK PCT. RANK PCT. RANK
AFGHANISTAN 35.7 3 5.0 19
AUSTRALIA 10.2 29 2.8 31 1.7 21
BAHRAIN 10.8 28 4.0 23 0.5 33
BANGLADESH 12.9 25 2.3 34 2.7 19
BHUTAN ,
BURMA 19.5 6 3.3 29 7.4 11
CYPRUS 11.2 27 3.6 26 1.6 23
EGYPT 17.4 I8 8.3 10 16.5 5
FIJI ‘ 0.0 39
GREECE 15.0 22 6.2 13 4.9 15
HUNGARY 7.6 34 4.3 22 0.2 37
INDIA 17.6 17 3.5 27 7.1 12
INDONESI2 13.7 24 2.8 31 0.8 28
IRAN 14.9 23 5.0 19 4.1 16
IRAQ : 47.2 1 42.3 2
I1SRAEL 29.0 2 3.8 17
ITALY 4.7 37 2.7 33 0.2 37
JAPAN 5.5 35 1.0 42 0.5 33
-ORDAN 29.5 7 14.9 - 8 36.2 3
KAMPUCHEA
KOREA, REP. OF 27.9 8 5.8 14 1.1 26
KUWAIT 9.2 31 4.0 23 1.2 24
LAOS
LEBANON 20.0 14 6.5 13
LIBYA 26.6 10 17.5 5 25.7 4
MALAYSIA L1.8 26 5.2 18 1.7 21
MALDIVES
MALTA ©.5 41 1.1 40 0.0 39
MOROCCO 17.2 19 8.2 11 8.9 8
NEPAL 5.5 35 1.1 40 1.0 27
NEW ZEALAND 4.7 17 2.2 35 0.7 29
OMAN 49.1 1 27.9 3 11.6 7
PAKISTAN 27.9 8 5.4 17 7.6 10
PAPUA NEW GUINER 2.0 40 1.2 39 0.0 39
PHILIPPINES 15.1 21 1.9 37 0.5 33
POLAND 23.1 11 5.8 14 2.6 20
PORTUGAL 9.9 30 3.5 27 0.6 30
QATAR 15.7 6
SAUDI ARABIA 29.6 6 24.3 4 8.4 9
SINGAPORE 17.1 20 5.8 14 0.6 30
SPAIN .0 32 2.1 36 0.6 30
SRl LANKA 3.9 39 1.5 18 0.0 39
SYRIA 29.8 5 13.0 g 43.7 1
THAILAND 19.9 15 3.9 25 3.1 18
TUNISIA 9.0 32 2.9 30 1.2 24
TURKEY 21.4 12 4.9 21 6.4 14
U.A.E. 36.4 2 7.9 12 0.4 36
VIETNAM
WESTERN SAMOA
YEMEN, NORTH 32.0 4 15.4 7
YEMEN, SOUTH 21.0 13 17.4 .



:I D REGION:

DEFENSE EXPENDITURES MILITARY
AS PERCENT OF: IMPORTS
CENTRAL GROSS AS PERCENT
GOVERNMENT NATIONAL OF TOTAL
EXPENDITURES PRODUCT IMPORTS
COUNTRY PCT. RANX PCT. RANK PCT. RANK
ARGENTINA 2.7 7 22.0 1
BAHAMAS, TFE 3.2 14 1.3 14
BARBADOS 0.0 16
BELIZE -
BOLIVIA 0.0 16
BRAZIL 2.1 16 0.7 18 0.2 14
CHILE 12.3 7 4.5 3 2.9 8
COLOMBI1A 9.4 9 1.2 17 0.2 14
COSTA RICA 3.5 13 0.7 18 0.0 16
CUBA 9.7 4
DOMINICA
DOMINICAN REP. 1.5 12 0.0 16
ECUADOR 11.0 8 1.6 11 11.6 3
EL SALVADOR 22.2 2 4.0 4 4.4 6
GRENADA
GUADELOUPE ,
GUATEMALA 16.4 5 2.4 8 0.4 13
GUYANA 4.3 7
HAITI 8.9 10 1.4 13 0.0 1
HONDURAS 1.4 10
JAMAICA 2.6 15 1.3 14 0.0 16
MEXICO 1.4 17 0.6 20 0.6 12
NICARAGUA 16.5 4 10.2 ] 16.2 2
PANAMA 0.0 16
PARAGUAY 19.3 3 1.9 10 0.0 15
PERU : 26.2 1 5.6 2 7.0 5
ST. LUCIA
SURINAME 2.2 9 0.0 16
TRINIDAD & TOBAGO 5.3 11 3.2 6 0.6 16
URUGUAY 12.4 6 3.3 5 1.6 9
VENEZUELA 5.0 12 1.3 14 1.0 11

21 -



DEFENSE EXPENDITURES AS A PERCENT OF
GROSS NATIQNAL PRODUCT
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DEFENSE EXPENDITURES AS A PERCENT OF
GROSS NATIONAL PRODUCT
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DEFENSE EXPENDITURES AS A PERCENT OF
GROSS NATIONAL PRODUCT
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DEFENSE EXPENDITURES AS A PERCENT OF
GROSS NATIONAL PRODUCT

GUATEMALA JAMAICA

) ~ ==

==L BRIt

et e e T L

‘ N,
vy

';f
ICARASUA

IINDURAT

"/i//'/,’v“ff’/':/ /‘%
‘ == COSTA RICA
E‘é—"——“: \ P \
PANAM) g P)
0\ v

== UNDER 2.5% =& 2.5% TO 9%
vz 57, TO 157 OVER 157

1983 DATA
BLANKS INDICATE NO DATA



DEFENSE EXPENDITURES AS A PERCENT OF
CENTRAL GOVERNMENT fXPENDITURES
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DEFENSE EXPENDITURES AS A PERCENT Ob
CENTRAL GOVERNMENT EXPENDITURES
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DEFENSE EXPENDITURES AS A PERCENT OF
CENTRAL GOVERNMENT EXPENDITURES
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DEFENSE EXPENDITURES AS A PERCENT OF
CENTRAL GOVERNMIENT EXPENDITURES
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MILITARY IMPORTS AS PERCENT OF
TOTAL IMPORTS
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MILITARY IMPORTS AS PERCENT OF
TOTAL IMPORTS
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MILITARY IMPORTS AS PERCENT OF

TOTAL IMPORTS
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MILITARY IMPORTS AS PERCENT OF
- TOTAL IMPORTS
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APPENDI X
METHODOLOGY FOR PREPARAPTION OF SECTEON 620(s)

In implementing section 620(5), the executive agencies involved
exanine the pattoern of deflense cxpenditures and military
lmports for cach aid recipicnt coantry.  To provide cross
country comparability detfens. cRpenditures are expressed as a
percentage of Jross national product and of central Jovernment
exveanditures.  Similavly, mrlitary import fiqures are expressed

ds a percentaqge of fotol Luports,

The three resuluing measures vl their canrk are presented in
worldwide and regional tableos., ALl Cigures in this report
refer to 1983, the latost Jear ftor which the most complete
statistics were availablo for preparing the 1985 report.

DEFINLITON OF DATA ELEMENTS

Gruss Uational Product

Gross Hatlonal Product (CNP) (s the measure of total domestic
and foreign output claimed by residents of a country. GNP is
the gross domestic product (Ghp) plus the net factor income
Crom abroac defined as payments abroad for factor services
Cendered by aon-vesidents Tesa e ncom received from abroad
by residents as compensation (or factor services rendered.  GDP
L5 measur-d by final CXpendoture asoche aggregate oF Final
demand axpoes frares, LS measueod b marker prices including
factor costs Componnrs (Comensat fon of cmployees, operating
surplus, and provisioa for the consumption of fixed capital)
and indirect Laven les o subsidies Lo producers,

Bven for tae most sophist  cated codntries, GNP totals are
2stimat s onty which 0ay e ol lored subntantially as (1) more
complete and revised veports on debails ape received gradually
Following the cloue or a period and (2) concepts, methodologies
and techniques lmorove, Therofore, margins of error in
estimate ey vary substanbially From country to country. The
soures wfodat o vs e inlernat ftonad Monet ary IFund's (TMI)
Covaernpent Finance Stabistics Dal o Baose,

Total Centia!l Government naprnditures

Total ceniral go - .nment cupenditures firgiores include net
lending.  FExpendicores include a1 non-repayable paymentys by
the contral government, whethor reduited or wnrcequited, and
whether tor current or Capltal purposes.  Nei lending CONMPLLlSes
government t.oansactions in claims upon others nnderbaken fFor
purposes uf public policy rather than for Ranagenent of



government liquidity or earning 1 return., 1In determining a
government s defiort, the (MF groups net lending with
expendituce ac determining the deficit.  The primary source of
data is the THY's Government Fipance Stabiotics Data Base,

Defense Expenailures

Defenss cxpenditaces are defined as coveding all vxpenditures,
whether by defense or obher acpartments, tor the maintenance of
military forces, including the oarchase of military supnlies
and cauipment, @i litary consbiect ton, research, recruiting,
training, vyuipment wmoving, Ceeding, clothiing, and houszing
members or the armed forces, and providing venuineration,
medical care, ard otner services for them, Mititary forces
also include paramilitary organizations such as gendarmavie,
constabulary, security forces, border and customs guards, and
others trained, equipped, and avallable for use s militacy
personncl., Also falling unde: this cacegory are expenditures
for pucposes of strengthening the public services to meet
wartime omergencies, training civil defense personnel, and
acquiring materials and caquipment for these purposes.  [ncluded
also are expenditures tor foreign military atd and contribu-
tions to inteirnational organizations and alliances.  The
primary source of data s the U5 Arms Control and Disarmainent
Agency (ACDA), as reported in its publication, World Military
Expenditcuies and Arms PTransteo, 1985, The sccondary source of

data is the [HF'5 Gove:a.ont Finance Siatistics bData Rase.

Total Tmporls

Total imports inciude goods and services reported.  This tigure
includes fregqgnt, insurance, interest, and dividend payments.,
The source of data is the IMFP's Balance of Payments Statistics
Data Buase.

Military Twports

Military imvorts includes military equipment usually referred
to «as "conventional®, including weapons of war, parts thereof,
amminitios, support equipment, and otner compodities considered
primarily military in natuce. Bxoluded are nuclear, chemical
and biological weapons and strabtegie missi e systons, Also
excluded i toodstufts, medical cquipaent and otber itens
potentically asefual to the military bur wicth alternavive
civilian uses. Y., arms transfer [ionres exzcelude services
such as Lraining, construction, el technical support.  The
data dre estimakbes ol Lhe vaiae otr arms-re=lated and other goods
actually delivered Lo gouvernments.  The military imports are
compiled by ACDA, as reperted in its publication, World
Military Expenditures and Acms Transter, 1985,
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