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TO THE CONGRESS OF THE UNITED STATES:

The International Development Cooperation Agency (IDCA),
components of which are the Agdency for International Development
(A.I.D.), the Oversees Private Investmeni: Corporation (OPIC),
and the Trade and Development Program {(ThP), is responsible for
bringing development consideraticons to bear on U.S. policies in
international finance, investment, trade, technology, and other
areas affecting developing countries.

This document provides a broad overview of U.S, interests in
developing countries, their development problems and current
economic conditions, and the various programs and policies
employed by this Administration to further U.S. objectives.

Detailed descriptions and justifications for the fiscal year
1991 budget requests of IDCA's component agencies are provided
in the separate Congressional Presentation documents of the
individual agencies and programs. These include:

Agency for International Development (A.I.D,)
Main Volume, including Centrally Funded Programs
Main Volume, Part II
Africa
Asia, Near East and Europe
Latin America and the Caribbean
Summary Tables

International Organizations and Programs {IO&P)

Trade and Development Program
Development Issues 1990, the annual report to Congress of the
interagency Development Coordination Committee which is chaired

by the Director of IDCA, provides a full analysis of U.S.
development policies, programs, and activities for the fiscal

year 1989, 2
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UNITED STATES

INTERNATIONAL DEVELOPMENT COOPERATION AGENCY
WASHINGTON, D.C. 20523

OFFICE OF THE DIRECTOR

INTRODUCTION

The year 1989 may be remembered as an historical watershed--the
yvear of the triumph of pelitical-economic ideas based on
competitive markets and representative democracies over those
based on centralized economic controls and self-appointed
custodianship of political power. The process started in 1989
is by no means compiete and the final outcome is not assured.
It will need to be nurtured and sustainesd by effective U,S,.
assistance programs in Eastern Europe, Latin America, Africa and
Asia, Within existing budget constraints, the U.S. Government
has formulated assistance programs whose central strategqgic
objectives are the promotion of open markets and political
pluralism.

Experience around the world since 1945 has indeed demonstrated
that where economic growth has been rapid and where
participation in that growth has been broadly based, the impact
on family incomes, food availability, life expectancy, and other
measures of development has been impressive, The thread that
ties together the countries of rapid, broad-based economic
growth is the degree to which those countries relied on market
forces and open trading systems to ensure efficient production
and appropriate rewards to innovation and investment.

In contrast to the successful economies, many developing and
East-Bloc nations have stagnated with deteriorating economic
bases and declining family incomes., The particular
macroeconomic and sectoral policy choices constraining growth in
these nations are unique in each case; yet some generalizations
are possible. Many of the developing nations' economic problems
stem from government efforts to control economies rather than
allow market forces and individual enterprise to generate
growth. These government controls have generally involved
restrictions on prices and trade, protection of government-owned
enterprises, and other regulations denying rewards to productive
entrepreneurs and driving them undergrouand.

Concerned with slow economic growth in many nations, the United
States is committed to providing leadership in efforts to

restore and accelerate economic development. America's capacity
to assist developing countries is multifaceted, recognizing that
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each developing economy is unique. The U.S. assistance program
includes economic policy advice, development assistance
projects, emergency aid, food aid, and contributions to
multilateral organizations. It also includes such special
programs as investment guarantees and the Caribbean Basin
Initiative as well as maintenance and extension of an open
international trading and investment system with tariff relief
under the generalized system of preferences. It is useful to
take stock of where we and the developing economies are
headed: to look at why some countries have succeeded; to look
at why economic growth in particular countries has bheen
negligible; to look at the fundamental causes of the continued
poverty of those countries; and to ask how economic assistance
can better contribute to fostering broad-based growth.

As we approach a policy dialogue with individual countries, we
do so knowing that market economies have the best track
record. We know that we cannot see into the future and
anticipate all the secondary effects of even apparently
straightforward policy changes. Policy reforms will always be
difficult. Risk and uncertainty are inherent elements of
development. Country conditions are constantly changing as is
the world economic environment. But our objective remains to
realize the maximum contributions to growth through
policy-based economic reform. To that end, certain principles
will continue to gquide IDCA programs,

First, we recognize the overriding importance of effective
national economic policies to the sustainability of economic
growth, A.I.D. is committed to helping countries make needed
reforms by working with their governments to identify where
change is needed, what new policies would be appropriate, and
how to implement them and deal with their effects. A survey of
42 aid-recipient countries confirmed that those countries whose
fiscal, monetary, trade, pricing and requlatory policies
promoted efficiency in resource allocation tended to register
higher growth rates than those countries where restrictive
policies were practiced.

Second, we believe that people in countries undergoing economic
reforms should not suffer inordinately in the short run from
actions that will ultimately improve their standard of 1living.
Although most of the difficulties the more vulnerable groups
face pre-date policy reform, such reform can temporarily
exacerbate their plight. Therefore, our economic assistance in
support of reforms will continue to be designed to cushion
adverse short-term effects on the more vulnerable groups.

Third, the sustainability of development progress depends, to
an ever-increasing degree, on whether adequate steps are being
taken to protect the natural environment, Awareness has become
more widespread of the fragility of the world's environment,
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and how critical protecting the precious natural resources of
developing nations is to their future and, indeed, to the
future of all the world's inhabitants. Protecting the
environment and formulating development policies and programs
that are environmentally sound are now absolute priorities at
A.I.D, We are committed to working with developing nations and
other donors to hasten the day when environmental degradation
is a thing of the past, and the plundering of precious natural
resources for short-term gain is recognized as the long-term
tragedy that it is.

Fourth, although we emphasize the importance of stimulating
economic growth, we also highly value measures that lead to
human capacity develcpment and enable all citizens to
contribute to and benefit from economic progress, e.49.,
improvements in health care, water supplies, sanitation,
voluntary family planning services, and education systems. We
will continue to nurture developing country capacity, private
as well as public, to provide these services.

Fifth, an ingredient that is integqral to the success of any
society is political, social and economic pluralism and the
rule of law. In simple terms, pluralism means the right to
choose--to make all of the daily choices that add up to control
of one's own destiny. Pluralism and the policies that promote
openness, fairness and opportunity are natural in societies
where individual responsibility is valued and where people
willingly work together to the benefit of society as a whole.

Sixth, ensuring that economic gains in productivity, health,
and education are permanent is of the greatest importance. Our
programs and projects must incorporate mechanisms insuring
their continuation over time. For example, the uses of oral
rehydration must be integrated into the practices cof private
health care providers, of national health systems, and of
families. Activities we initiate or expand must be associated
with recurrent costs that are manageable and likely to be
acceptable to subsequent governments. The fee-for-service
concept can often insure the viability of health activities.
We also expect that activities we initiate will reach a broad
segment of society that will value, benefit from, and work to
continue the activities. OQften we take extra steps to insure
the extensive involvement 0f women., Since actions that would
provide prosperity to one generation at the expense of the
resources passed on to subsequent generations would be unjust,
we must work to safeguard natural resources to insure
preservation of each nation's resource base.

Seventh, our commitment to provide humanitarian assistance to
countries ravaged by floods, famine, earthguakes, plagues and
other disasters remains absolute,.
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Finally, we recognize that the economic successes of the
advanced developing nations require new policy choices on our
part, We will continue to eXplore options transforming our
relationship with those countries into a productive and more
mature partnership through private trade and investment and
through scientific, technical and educational exchanges,
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Chapter 1.
U.S. Interests in the Developing Countries

1.1. Long-Term Strategic Interests

U.S5. relations with the developing countries, though strongly
affected by security and foreign policy considerations, are
influenced by economic, commercial, technological, and
humanitarian interests as well. Many of the developing
countries recognize the United States as an essential agent in
the fostering of world economic integration and growth. They
welcome U.S. assistance as a means of raising living standards
and reducing suffering. The United States, with its long
history of humanitarian aid, relative abundance of resources,
technolegical expertise, and experience with private-sector-led
development and free markets, is eminently qualified for the
task.

By offering economic assistance, the United States can achieve
greater influence over both the well-being and the behavior of
the developing countries, 1In an increasingly integrated
international economy, these countries can benefit or harm the
United States in many ways. If they prosper and move toward
democracy, they will make the world more peaceful, humane and
stable. Their economic development and cultural variety will
enrich the world. 1If they are unable to cope with their
problems of poverty, instability, disease, inadequate education
and weak institutions, hundreds of millions of people will
continue to suffer from the effects of poverty, and the United
States will be adversely affected as well. Failing and
desperate countries are often prey to their worst political
impulses and to interference from powers hostile to the United
States.

Both political and economic upheavals cen disrupt U.S. supplies
of strategic minerals as well as of other imports, Similarly,
both political and economic problems can induce developing
nation leaders to deny U.S. access to military facilities.
Countries unable to grow out of their debts threaten U.S. banks
and buy less from U.S8, exporters., Countries may be unable to
control epidemics which know no national borders, such as
acquired immune deficiency syndrome (AIDS), or to act on
world-scale problems such as narcotics, deforestation, species
elimination, desertification, and environmental pollution.
Finally, with the almost inevitable proliferation of nuclear
weapons, it is in the U.S. interest to have multiple channels of
influence on developing societies.

Development assistance is justified by more than a practical
conception of the U.S. national interest. It also is justified
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on commercial grounds, and it is an appropriate response to
America's long tradition of humanitarian assistance.

1.2. Commercial Interests

The issues of U.S. trade, investment, and financial relations
with developing countries have become a more important part of
U.S. commercial interests, particularly following the emergence
of several economies that, with the help of U.S. assistance and
open economic policies, have developed rapidly, e.g., Korea,
Taiwan, Brazil.

1.2.1. Trade

From 1970 to 1987, a short period in U.S, economic history, the
U.S. economy became almost twice as dependent on trade. 1In
1970, the value of imports and exports of goods and services
made up 12.7% of gross national product (GNP); by 1980 that
figure was up to 24.5%, and for 1987 the value of trade made up
22.9% of GNP.* The sum of U.S. merchandise exports and imports
as a percentage of GNP rose from an 8% average during 1968-72 to
almost 16% in 1988. Over the same period of 1970-1987, the
United States more than doubled its trade with the developing
countries. The sum of U.S. exports to and imports from the
non-0PEC (Organization of Petroleum Exporting Countries)
developing countries rose from 2.0% to 5.4% of GNP, These
trends will continue as the world economy becomes more
integrated.

U.S. imports of strategic commodities are an especially
important segment of cur trade with developing countries. The
supplies of a number of these commodities originate mostly
outside the United States; and for many of them, developing
countries are the major suppliers (Table 1.1). A trade
interruption caused by instability or hostility in one of these
countries could lead to a dangerous reduction in U.S. stocks.

The United States has taken the lion's share of manufactured
exports from the developing countries. In 1988, the United
States bought 36% of the developing countries merchandise
exports to industrialized countries.** On the other hand, the
debt service problems in many of the non-o0il exporting
developing countries

have resulted in severe cut-backs in their imports since 1981.

* The Economic Report of the President, 1989.

** Tnternational Monetary Fund, Direction of Trade Statistics,
Yearbook, 1989, pp. 8 and 402,




TABLE 1.1.

1988 NET IMPORT RELIANCE* *

OF SELECTED NONFUEL MINERAL MATERIALS
AS A PERCENT OF APPARENT CONSUMPTION?

ARSENIC 100 Bweden, France, Maxico, Canada
COLUMBIUM . . 100 { Brazll, Canads, Thalland

MANGANESE 3 100 .| Gabon, @vazll, Australis

MICA (srae; = 100 +4 india, Belpium, France, Japan

STRONTIUM (omestne; 100 Maxico, Spain, Ching

YTTRIUM 100 - 1 Australia, Theliend, Maleysia, indis

GEM STONES iratwa: & sywrwie) | 8 1! Bel.~Lux., lsrasl, indis, Republic of Bo. Africe
BAUXITE & ALUMINA 07 . { | Australia, Guines. Jemaics, Burinama, Brazii
PT-GROUP METALS B 2] | Republic of Bo. Africa. UK, U.5.5.R.
FLUOSPAR TR Maxico, Papublic of Bo. Africs

DIAMOND (noutriai stones) 0 Republic of 8o. Africa, UK, irsland, Zalre
TANTALUM s { Thailand, Srazil, Australla, Canads

COBALY “ ] Zairs, Zambia, Canads. Norwey

ASBESTOS | Canada, Napublic of So. Africa

TUNGSTEN 7% China, Canads, Bolivis, Fad. Rep. of Germany
CHROMIUM i ] Republic of So. Africa, Turkey, Zimbsbwe, Yugo.
NICKEL 75 Carada, Norway, Australla, Dominican Republic
TIN L Brazil, Thailand, indonesis, Malaysia

BARITE | China, InSis. Morocco

ZINC Lol Canada, Mexico, Peru, Australia

POTASH T Canada, israsl, German Dem. Rep., U.5.5.R.
ANTIMONY T China, Rupublic of Bo. Africa, Maxico, Bolivie
CADMIUM ar | Canada, Australia, Maxico, Fed. Rep. of Germany
GYPSUM 0 | Cansda, Maxico, Spain

SILICON 0 | Brazii. Canada, Norwsy, Venszusla

IRON ORE 2 | Canads, lbrazil, Venstuels, Liberia

CEMENT W Canads, Maxico, Spain

IRON & STEEL DN ZEC, Japan, Canade, Republic of Korea

LEAD 14 Canada, Mexico, Peru, Austrsiis, Sweden
BULFUR 14 Canads, Mexico

BERYLLIUM 13 Srazll, Ching, France, Republic of So. Africa
COPPER 13 Canada, iChils, Peru, Zaire. Zambia

BALT " Canads, Maxico, Sahamas

NITROGEN N Canada, U.8.8.R., Trinlded & Tobago, Maexice
ALUMINUM . 110 Cansda. Jepan, Venszusla, Brazil

TITANIUM topange motan) B Japan

MICA (natran 18 Canada, indls

s Estimaited

Major Sources (1684-37)

1 Net import rellance = Imperts - experts + sdjustments tor Qevernment and ingdustry stesk shanges.
& Apparent sonsumptien = U.8. primary +

NOTE:

produstion + nit impert rellanes.

For & numbaer ol minerals, net ifnpert rellance dats Bre withheld of Incempiets. Mewever, semmedities lor which
sutticlant deta are avaliable to indicate a signiticant degree of import dapendency inelude: sndalusie (Republic of
South Afries). blsmuth (Mexico, Baigium-Luxembeurg, Pery, United Kingeom), gatiium (Prance, Switzeriand, Fed.
oral Republic of Germany, Unihed Kingdom), germanium (Beiglum-Luxembeurg, China, Pranes, Fedaral Republic of
Germany), graphite (Mexies, Ching, Brazll, Masagasaar), iedine (Japan, Chile, United iOngdom), lmenits (Austra-
Na, Canada, Republic of Beuth Alrica), meroury {Bpain, China, Algeria, Turkey), rhenium (Chile, Pedera! Rapublic of
Garmany). rutlls (Austraila, Republic of South Afries, Bierrs Leons), ssienium (Cansda, United Kingdom, Japan,
Beigium-Luxembourg) . tellurium (Canada. United Kingdom, Peru, Belglurn-Luxembeurg), and vanadium (Repubdlic of
South Alriea, South Americk, Eurepesn Communitisy, Canada).

Source: Bureau of Mines, United States Devartrent of the Interior.
Mineral Commodity Summaries, 1988, Washington, D.C.
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This has important implications for trends in U.S. merchandise
exports and imports, as well as in the U.S. domestic economy.

In the 20 years between 1960 and 1980, nominal U.S. merchandise
exports to the non-oil exporting developing countries (NOEDCs),
other than the seven newly industrialized countries (NICs),*
grew substantially from $3.5 billion to $36.7 billion {Table
1.2.1.}. Over the same period, nominal U.S. merchandise imports
from that group increased from $2.6 billion to $35.4 billion
(Table 1.,2.2.}. Since these numbers represent changes in prices
as well as changes in quantity, a more accurate measure of real
growth appears in the share of these countries in total U.S.
exports and imports.

While the real volume of U.S. exports (line two of Table 1.2.1.)
more than tripled between 1960 and 1980, the non-o0il exporting
developing countries' share held roughly constant at 17% in 1960
and 16.6% in 1980. Their share in provision of U.S. imports fell
from 17.2% in 1960 to 13.,8% in 1980 while the real volume of
those imports more than guadrupled,

In the five year period 1983 to 1988, excepting the seven NICs,
the share of the non-o0il exporting developing countries of U.S.
exports has declined to 12.,7% of total U.S. export value and the
share of imports has fallen to 11% of total U.S. import value.
Over the same period, the value of U.S. real imports rose 64%,
while the value of imports from the NOEDCs rose only 32%. The
value of U.S, real exports rose almost 60%, while the value of
exports to the NOEDCs rose only 24%., Much of this decline was
due to financial restraints on Latin American's ability to
import, and involved a drop in real export volume to that
region. The significance of the decline in U.,S. exports to
Latin America has been estimated to have cost the United States
nearly 400,000 jobs during 1982.** Likewise the poor showing on
the part of the NOEDC-nonNiICs to increase their exports puts
into question their ability to repay burgeoning debts.

U.S. trade with the developing countries should be seen as
playing to the strengths ¢f the U.S. economy. This trade
operates to increase U.S. employment (especially high technology
employment), productivity, and living

* Newly industrialized countries are Mexico, Taiwan, South
Korea, Brazil, Spain, Singapore and Hong Kong.

*% 5 Dhar "US Trade w/Latin American: Consequences of
Financing Constraints,” Federal Reserve Bank of New York
Quarterly Review, Autumn 1983. As quoted in GATT,
International Trade 1986-87, pg. 23.
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standards over the long run. To illustrate this point, the
rapidly growing developing countries, such as Korea, Brazil,
Taiwan, Malaysia, Mexico, Thailand and even those with growing
agricultural exports, such as Brazil, Malaysia, and Mexico, have
become the fastest growing markets for U.S. agricultural
exports. This is because, as income rises in developing
nations, more fcod and more expensive kinds of food are
purchased. During Brazil's periced of rapid growth from 1970 to
1981, when its agricultural production was increasing almost 5%
per year, agricultural imports from the United States increased
25% per year. Taiwan was a net grain exporter during the early
1950s. By 1986, Taiwan was importing 60% of all cereals
consumed, mainly in the form of feed grains, to support diets
which have shifted from staples to meat and poultry. In
Malaysia, incomes rising partly as a result of growth in the
agricultural sector have made possible increased agricultural
imports from the United States. From 1967 to 1983, Malaysia's
imports of U,S. food, feedgrains, soybeans, and other oil seeds
grew from a wheat equivalent of about one million metric tons to
almost 2.4 million metric tons, Soybean imports grew to support
the livestock industry even though Malaysia is the leading
exporter of palm oil which competes with soybean o0il in some
uses,*

The point is cften made that the rapidly growing developing
countries which are buying more U.S. agricultural exports also
are sending more manufactured goods into U.S. markets. Thisg
surge in manufactured imports has provided American consumers
with goods at low prices. A secondary effect of these low-
priced imports has been low inflation. This import surge is now
receding scomewhat following the depreciation of the dollar but
is still significant. Much of the production in the developing
countries, particularly in the "Four Asian Tigers," is owned or
controlled by U.S., firms, reflecting U.S. skills in investment,
product development, international organization and marketing.

Some elements of U.S, management and organized labor have
lobbied against imports alleging various kinds of injuries to
increased U.S. imports of particular manufactured goods. But
the injuries underlying these complaints have been due in
varying degrees to a failure to recognize and adjust to changes
in the world economy which tend to make the world more
prosperous. Most sectors of the U.S. economy have respoconded
adequately to world econcmic changes., The U.S5. eceonomy has been
and remains the world's main source of change in processes and
products. From nylon, the canning tomato, and mass retailing to

® ‘"pPoreign Economic Development Assistance and American Agri-
cultural Exports,™ A.I.D. (working paper) February 5, 1987.
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the personal computer, American innovations have forced
adjustments on domestic producers and on those of other
nations. The United States benefits along with all other
countries when the world economy is made dynamic by invention,
the creation of new industries, reduced protection, and the
increased interchange of products, services and ideas. As less
educated, less productive, and, therefore, lower paid foreign
workers move up to low-technolegy mass manufacturing, American
workers can move up to jobs o©f higher productivity in
agriculture, high technology manufacturing, and services. These
shifts in specialization will be facilitated by the current
Uruguay Round trade negotiations,

Threats to free trade in the form of protective barriers
represent a serious impediment to development efforts and debtor
solvency. Agricultural products and textiles - two major
developing country exports - remain the biggest exceptions to
the trend to more liberal trade. Estimates of the costs to
developing countries from protectionism by industrial countries
range from 2.5% to 9% of developing country GNP.* For countries
that are unfortunate enough to be both debt-burdened and _
specializing in a product for export into a protected industry,
the aspiration that sufficient hard currency can be earned to
make debt payments may be a fantasy.

Not surprisingly, developing countries are not the only
participants faced with the increased costs of protectionism.
Estimates of the cost to industrial countries range from .3% to

.5% of GNP.*

Recent developments in the international trade sector have been
both promising and worrisome. The U.S. Secretary of Agriculture
anncunced on November 24, 1989, that the U.S5. import guota on
sugar would be increased by 13.5%. Although touted mainly as a
reaction to production shortfalls, it nonetheless represents a
willingness on the part of the U.S. Government to recognize
claims of other GATT members that the U.S. sugar guota is not
only in violation of GATT rules, but imposes severe hardship on
the developing nations that rely on exports of sugar as a
crucial source of foreign exchange. On the other hand, new
textile policy being drafted by the Department of Commerce would
allow the government to halt more textile and apparel imports.
The new policy could affect Thailand, the Dominican Republic,
Haiti, Guatemala and Costa Rica.,**

* World Development Report, 1988, The World Bank,
Wwashington, D.C., 1988, p. 16.
*k Inside U.S. Trade Vol., 6 No., 39 - Sept. 30, 1988,
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1.2.2, Investment and Credit

U.S. investment in and credit to the developing countries have
important long-term and short-term benefits to U.S. interests.
It is in the long-term U.S5. interest to invest in and 1lend to
the developing countries. Compared with these countries, the
United States has a relative abundance of capital, technology,
and management skills while they have a relative abundance of
low-skilled labor and of undeveloped natural resources,.
Production is greater in both areas when they are linked by
trade and investment. In this way, flows of direct investment
and credit from the United States to the developing world bring
about mutual enrichment., An example of this kind of symbhiotic
relationship occurred in the ninteenth century, when British
capital and technology combined with American labor and
resources. Athough there were some defaults, the general result
was both increased U.S. indebtedness and increased U.S.
creditworthiness; faster growth in both countries with
consequently higher returns to capital, land, labor and
technology; and increased trade, Similarly, productive capital
flows reached into other countries and coclonies as Europe served
as the world's banker.

Credit from U.S. banks to the developing countries grew rapidly
from 1960 to 1983 after which it plateaued at a high level
(Table 1.3.). U.S, private investment in the developing
countries grew moderately from 1960 to 1981 and continued to
increase after 1981 but at a rate considerably slower than its
pre-1981 rate (Table 1.3).

If the nineteenth century U.S.-United Kingdom pattern is
appropriate for today's economic relations between the United
States and the developing countries, only half of that pattern
has been operating recently, and that half has run out of
steam. That is, financial flows in the form of U.S5. loans and
investment first increased then stagnated, while the export
surplus which should result from such flows to the developing
nations has in fact become an import surplus. The United States
has now a low savings rate and a high trace deficit. At the
same time, however, it remains under pressure to continue
lending and equity flows to LDCs. But the problem is that the
United States does not enjoy the trade surpluses to finance
these capital outflows,

The foreign assistance program provides the United States with a
means to help achieve acceptable growth rates in the developing
countries and to incorporate these countries in a healthy world
economy., The policy dialogue and structural adjustment elements
of U.S.-funded bilateral and multilateral assistance programs
encourage the developing countries to make growth-oriented
reforms. Growth will increase debt-servicing capacity and
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TRAE 1.3,
1.S. Direct Imvestent Position Abroad ard 1.S. Barks' Claims on Foreigers
(Millias of Dollars, Ed of Periad)

1960 1970 1980 1981 1962 1983 1964 1985 1986 1987 1988
Tokal U.S. Direct Irmmtl_/ 31,85 75,480 215,375 228,48 221,843 226,962 233,412 232,667 259,800 307,983 326,900
Developad Gountries 19,310 51,819 158,214 167,43% 164,312 169,975 174,057 172,750 194,280 232,690 245,49
Develgping Gountries 11,128 19,192 53,206 56,163 52,618 51,40 53,932 54,474 61,072 0,676 76,837
{as % of total) (34.58) (25.4%) (4.7) (24.8%) (23.6%) (2258} (23.1%) (23.4%) (23.3%) (23.08) (23.5%)
Unclassified 1,418 4,469 3,955 4,780 4,913 5,557 5,423 5,443 4,448 4,617 4,565
U.S. Direct Irvestment in Selected tuntries
Argentina 2,756 2,919 3,080 3,157 2,785 2,913 2,673 2,390
Brazil 8,247 9,013 9,026 9,551 9,480 9,268 10,288 11,810
Hog Kag 2,719 2,984 3,310 3,799 3,124 3,912 4,30 5,028
Mexico 6,977 5,584 5,006 5,380 5,087 4,623 4,898 5,516
Penara 3,784 4,404 4,519 4,061 4,611 5,525 6,131 6,140
Sbsaharan Africa N NA 2,270 2,420 2,074 1,884 2,385 2,506
U.S. Banks' Total Claime
o Foreigner 4,12 10,799 172,592 51,589 355,705 391,312 400,162 401,608 441,724 6,472 489,012
Developed 2,443 6,384 55,239 80,758 122,206 134,09 140,262 152,020 184,161 A
Developirg 492 4,149 69,173 101,554 143,820 158,927 158,969 149,709 15,555 N
Cther 1,179 68 2,059 2,312 2,468 2,5% 3,008 3,245 5,618 MNA
Offstorey/ 8 198 46,121 66,945 87,192 95,70 97,923 9®,2% 97,923 NA
.5. Banks Claims in Selected Qurtries
Argentina 7,52 10,974 11,740 11,043 13,462 12,091 11,996 11,82
Brazil 16,914 23,260 24,667 2,315 25,283 25,716 25,897 25,76
Hrg Kaog 4,126 6,668 8,429 7,283 6,7 8,307 8,218 10,136
Korea 7,324 9,407 9,839 9,285 9,226 7,182 5,148 5,219
MeXico 2,409 29,488 34,802 34,824 31,79 0,698 29,532 24,636
Panama 6,77 10,197 7,848 7,707 6,645 5,436 4,744 2,535
Venearla 7,069 10,739 11,287 11,017 10,871 11,108 10,834 10,733
Surces: Vmﬁm,mmmm,lw Departmert: of Qomerce, Selectad
Deta on U,S. Direct Trvestmert Abroad, 1950-76. Departmert of Gaomerce, Survey of Qurrent
Msiness, Agust 1969 Table 1) - Table 13
2/ Febral Reserve Bulletin, Nov. 1989, Teble 3.18 pp. A62.
3 Offshore banking centers = Bermada, Behamas, Heitish West Indies, and Netherlards Antilles
Develcped:  Gererally follows the assigmment of aourtries mede by the Unhited Nations to include Canada, Western
Burope, Japen, Australia, New Zealand, and the Republic of South Africa.
Develcping: Gererally follows the assigment of oountries made by the Uhited Nations to exclude the Developsd

Contries ad Comunist Qauntries in Birgpe amd Asia but includes the rest of the world.,
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attract more and more productive. credit and investment., In its
world Development Report, 1987, the World Bank projected that,
1f developing countries' reforms were matched by fiscal and
trade adjustments in the developed countries, annual world
economic growth could average 5% overall and 3.9% per capita
during 1986-95, At that rate, world income would rise 60%
during the decade.

1.3. Humanitarian Concerns

Throughout U.S. history, religious groups, private voluntary
organizations, foundations, and individuals have helped those
less fortunate in other countries. The programs described in
this document are only the most recent examples of American
private and public efforts dating back to the thirteen colonies
to reach out to the poor, the hungry, the untutored and the
victims of man-made and natural calamities., The foreign
assistance programs funded by the American people form an
integral part of this tradition. The opening language of the
Foreign Assistance Act makes a ". . . commitment to assist
people in developing countries to eliminate hunger, poverty,
illness and ignorance."

This spirit guides the planning, negotiation, implementation and
evaluation of many long-term U.S.-supportzd activities in the
developing world, The immediate relief of human suffering is
the purpose of assistance to disaster victims. Where people are
injured by flood, volcanic eruption, earthquake, landslide,
fire, epidemic or storm; when droughts, locusts, or population
pressures cause famine; when families are driven from their
homes by man-made or natural disaster, the United States will
always be quick to respond, Whether in Ethiopia, India, Mexico,
or. elsewhere, people in extremity will find American-supplied
blankets, food, medicine and the technical services needed for
recovery and prevention.

Other parts of our assistance program support longer-term
attacks on the causes of world poverty. As explained below,
this program has been associated with and has fostered a
fundamental improvement in living conditions in the developing
world.

1.4, Impact of the Foreign Assistance Program

While highly desirable, it is difficult to identify or quantify
all of the results from the dollars and work invested in the
foreign assistance program. However, the impact of the foreign
assistance program is evident in countries which implement
important policy reforms and is visible in particular
development projects and humanitarian relief programs.
Nonetheless, the primary value of the U.,S. economic assistance
program is as a component of U.S. foreign economic policy.
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Due to its predominant role in the world during the post-World
War II period, U.S. views of desirable international economic
policies have strongly influenced events. During this period
the United States, with few exceptions, has promoted policies to
foster growth, competitive domestic markets, and the free
international flow of trade, credit, and investment. The U.S.
domestic market has been freer than that of any major industrial
state and much freer than developing country markets, Its trade
barriers have been among the worlgd's least restrictive. It has
allowed capital to move in and cut of the country freely. It
has never questioned the right of foreigners to invest in the
United States. It has allowed world market forces to determine
the international value of its currency,

The absoclute size of the U.S. assistance program is so large
that it has been able to play a major role in promoting policy
reform, open borders, freer domestic and international markets,
efficiency, and broad-based growth in developing nations. The
world has moved in the direction sought by the United States,
This is a fact, and it is a U.S. policy.

Since large-scale economic assistance to the developing
countries began in the 19%50s, their economic and social progress
has been unprecedented in history. No other group of countries
has experienced such rapid progress in per capita income,
literacy, longevity, and child survival. For example, between
1950 and 1980 in the developing world, life expectancy increased
from 42 to 59 years; and the mortality rate for children aged
1-4 declined from 28 to 12 per thousand. The Organization for
Economic Cooperation and Development (OECD) has contrasted the
relatively rapid growth of per capita income in the developing
countries during 1960-84 with the strong but slower growth of
per capita income in the currently industrialized countries
during the preceding century. According to the OECD, per capita
income in the currently industrialized countries grew at about
1.8% per year from 1850 to 1960. 1In contrast, during 1960-1984,
per capita income growth in the developing countries averaged
3.4% annually, almost twice as fast.* The World Bank figures
for the developing countries for 1965-86 are only a little less
favorable. They show per capita income growing at just over
3.0% per vyear.** (learly, all the data show that, in recent
decades, many of the low-income developing countries bettered
tthe earlier growth rates of the industrialized group which
included the United Kingdom, the United States, Germany and
Japan.

o Twenty-five Years of Development Cooperation, OECD, Paris,
1985, p. 12.

** World Development Report, 1988, The World Bank, Washington,
D.C., 1988, p.222.




17

In surveying recent experience, one linkasge stands out; greater
economic freedom has characterized the fastest growing
developing countries. The association of economic freedom with
economic growth has not been lost on Russia and the East Bloc
countries, Without consistent U.S. policies favoring freer
trade and unrestricted capital movements, and without growth and
liberalization in the developing world, the dismantling of the
Berlin Wall and the choice of former Eastern European Communist
countries--Poland, Hungary, Czechoslovakia, and East Germany--to
build free market economies would have been unlikely., Given the
importance of the United States during thkis period, it is
reasonable to assume that a different policy together with less
bilateral aid, less support for the multilateral banks, less
emphasis on policy reform would have resulted in less
prosperity, less world economic integration, less freedom, and
less visible rejection of the Soviet economic model.
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Chapter 2.
Situation of the Developing Countries

2.1, Classification of Developing Countries

One hundred and eighteen countries, with a combined population
of well over three and a half billion people, are classified as
developing.* They are historically and culturally diverse and
cover over half the globe. Per capita income is a useful proxy
and means to rank these countries along the continuum of
development. Using a per capita income ceiling of $3,845 to
distinguish the developed from the developing nations, the World
Bank subdivides the develeoping nations into five groups as shown
in Table 2.1. The lowest-income group where per capita income
is $545 or less contains 42% of the countries and almost three
guarters of the people. For hundreds of millions of people in
this group, much in their working lives is 1ittle changed from
centuries past. Yet, for the develsp.ng nations as a whole, two
of the most comprehensive indicators of human progress show
substantial improvements over the past 40 years. Between 1950
and 1989, average life expectancy rose 40%, from 42 to 58 vyears;
and infant mortality (among children under five) fell from 180
per thousand in 1950 to an average of 79 per thousand for the
period 1985-90.

2.2, Constraints to Development

Despite the economic diversity among these countries, which is
only superficially captured by a per capita income ranking, most
of them face similar constraints to development. Most of the
people of the developing nations are intelligent and hard
working. But, in contrast with residents of developed nations,
they are born into sccieties with relatively few tocls and
machines per worker and with little knowledge of or access to
advanced technology. Most oppressive for development, the
institutions and the public policies of many developing nations
inhikbit the individual initiatives that are essential to growth
and economic development. Each of these constraints merits
elaboration.

2.2.1. Human resources

People in developing countries are relatively unproductive and,
therefore, poor in great part because they lack knowledge and
the education needed to increase their productivity,

o OECD classification, includes Taiwan and Hong Kong.
Classification is for statistical purposes only.



Income Group
and Country

v (Over $3,845

Cyprus
Barbados
oman
Bahamas, The

IV ($2,201-3,845)

Seychelles
Portugal

Forea, Rep. of
Trinidad & Tobage
Venezuela

Gabon

antigua & Barbuda
St, Xitts and Nevis
Yugoslavia
Argentira

Druguay

#ungary

Mlgeria

Suriname

Brazil

Malaysia
Poland
Mexico
Mauritius
Costa Rica
Syrian Arab Repurlic
paminica
Fijl

St. Lucia
Chile
Jordan
Belize
Grenada
Turkey
Colombia
Tunisia
Paraguay

St. Vincent & the Cremad:ines

Ecuador

1988 GNP
Per Capita

6,260
5,930
5,070
n.a.

3,800
3,670
3,530
3,350
3,170
2,970
2,800
2,770
2,680
1,649
2,470
1,460
2,450
2,456
2,280

n.a,

n.a.

1,872
1,B50
1,820
1,810
1,760
1,670
1,650
1,540
1,540
1,510
1,500
1,460
1,370
1,282
1,:40
1,230
1,180
1,100
1,030
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Table 2.1

1988 PER CAPITA GNF
Ranked by 1988 CHr Per Capita

(US Dollacrs)

Income Group

and Country
111 ($1071-2200) {cont'd

Jamajca
Bot swana
Lebarcon
Peru

IT (3546-1070)

Camercon
Thajland
El Salvador

Congo

Cape Verge
Guatemala
Honduras

vanuaty

Tonga

Swaziland

Papya New Guined
Marocco

Cote d'Ivoire
Dominican Republic
Zambabwe

Bqypt

Diribati

Yemer Arab Repumlic
Philippines
Senegal

Western Samoa
Bolivia
Djibouti
Nicaragua

1 {$545 or less)

Mauritania

Comoros

Indonesia

Sclomon Islands

Yamen, Pecple's Dem Rep,
Sri Lanka

Guyana

Lesotho

maloives

Ghana

1988 GNP
Per Capita

1,680

n.a.
h.&.

1,010
1,000
950
930
910
880
850
820
80O
750
110
750
740
680
660
£50
650
650
630
630

580
510
n.a,

480
440
430
43¢
430
420
10
410
410
400

Income Croup

Ahd Country
1 ($545 or less (cont'd}

Central African Republic
rogo

Haiti

Kenya

Bpuatorial Guinea
Guinea

Pakistan

penin

Sudan

China

India

Niger

Rwanda

Nigeria

- ambis

Uganda
Sierra Leone
Burkina Faso
Burundi

Mali

Gambia, The
Las Pecple's Dem. Rep.
Madagascar
Bangladesh
Nepal
Somalia
laire

Chad

Malawi
Tanzania
Ethiopia
Mozambique
Afghanistan
Bhutan
Guinea-pissau
Kampuchea, Dem,
Liberia
Myammar

5ao0 Tome & Principe
Viet Nam

1968 Gwp
Per Cap:.ta

397
370
360
164
350
350
350
240
340
330
330
314G
10
290
230
285
240
230
230
230

S33 233300
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Even in a society with well-conceived policies and institutions,
a poorly educated citizenry would preoduce well below the
potential they would reach with greater education. Although
there have been striking increases in the percentage of children
in school in the developing world, illiteracy, an easily
observed indicator of under-utilized human capacity, remains
widespread in many countries, In extreme cases, as in Haiti,
70% of the population cannot read. But even the more literate
developing countries are generally deficient in apprenticeship
programs, technical schools, research and development
capabilities, and the managerial and policy development
capacities which would enable people to adopt, develop, and use
the knowledge which makes the developed countries so productive.

The concept of human capital embraces all the education,
training, and experience that individuals acquire. It also
embraces the nutrition and health that determine the physical
capacity and mental alertness people bring to their work. 1In
nutrition and health as in the educational elements of human
capital, many of the people of the developing nations are jll
equipped for the process of accelerated development. Hunger,
intestinal parasites, poor nutrition and endemic diseases such
as malaria weaken bodies and dull minds. Thus poor health is
both a cause and an effect of poverty. Poor people cannot
afford proper food or medical care, and nutritionally deprived
pecople with chronic ailments do not make successful students,
aggressive entrepreneurs, or highly productive workers.
Further, with population growth rates in the developing world
approaching 2.1%, this situation is only exacerbated.

2.2.2. Institutions

Generally, developing countries lack many of the specialized,
competent, and trusted institutions taken for granted in the
developed world. For example, in developing nations both rural
and urban dwellers often lack land titles because institutions
to survey and record property rights are deficient. Without
secure titles, farmers and householders invest less than they
otherwise would in productivity-enhancing improvements.
Similarly, the courts which might protect property and contracts
are often weak, unreliable, and open to subornation. The result
is further weakening of incentives for savings, investment, and
productive innovation, Financial markets can serve to allocate
resources efficiently to productive uses. But such markets
typically are weak in the developing world.

2,2.3. Infrastructure

Inadeguate roads, ports, power, water and communications are
also a cause and a result of low productivity and poverty,
Because a country is poor, it can afford few of these expensive



21

assets which are usually built ahead of demand and only pay off
over the long term. The lack of such assets increases the cost
and uncertainty of farm production and of business and
government programs. Cases are commonplace where export orders
cannot be filled because businesses cannot afford to stockpile
large pre-production inventories, and essential production
inputs reach the factory late because of poor transportation
facilities. Also typical is the case of the tile factory in one
of the most developed of the developing countries which cannot
afford its own diesel generation plant and which loses batches
of drying tiles whenever public power fails, Where
infrastructure does exist, it is often badly maintained due to
insufficient budgets and ineffective maintenance institutions.
Private producers therefore are forced to cope with
deteriorating roads, silted irrigation canals, and irregular
electrical and telephone service.

2.2.4. Policy

Because of autocracy, statism, inappropriate theory, interest
group pressures, and institutional incompetence, developing
country governments have implemented policies that have resulted
in the inefficient use of resources and severed the causal
relationship between productivity and reward. For example,
import substitution policies have saddled consumers with
exXxpensive, low-quality domestic production and penalized
exports. Parastatals have drained government budgets of money
that could have been more efficiently spent if left with the
taxpayers, Price ceilings on fuel, meat, eggs, milk and cooking
0il have led the producers of these goods to cut back on
production and contributed to smuggling and to the corruption of
government officials. Excessive government wage concessions to
favored groups, rarely the poorest groups, have reduced
employment and exacerbated fiscal deficits, Elaborate licensing
reguirements, extensive regulatory procedures, and other red
tape have inhibited entrepreneurs. Misdirected government
policies intentionally or unwittingly have distorted incentives
in favor of overexploitation of the environment that result in
fragile ecosystems being put to use in inferior; low-return and
unsustainable uses,

Over the past 20 years, much has been learned by the providers
and recipients of development assistance about the nature and
impact of inappropriate economic policies. Reforms are now
under way in dozens of countries, including several East Bloc
countries. But the reform process is difficult, While market
solutions are now accorded much greater respect than during the
1970s, many officials still remain overtly or covertly opposed
to economic liberalization; and problems of sequencing and
timing are only the most easily described of the difficulties
encountered by reform-minded policy makers. Nonetheless, the
significant point is that the decision has been made to opt for
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reform by both LDC governments and former Communist states as in
Eastern Europe. 1In the latter case, this is nothing less than a
revolutionary and historic occurrence. It signals to the world
that the state-dominated, centrally controlled economic model of
the Communist bloc is a dismal and utter failure.

2.2.5. Instability

Another key difference between developed and developing
countries is the greater degree of instability in developing
nations in military, peclitical, economic, social and cultural
respects. Because the future is less predictable in a
developing country, the individual is less willing to make a
long-term commitment to an investment, a job, a leader, a
political party, a currency, an economic policy, or a
principle. These varieties of instability have many causes,
among which are:

- short national histories; most developing countries are
ex-colonies;

- national boundaries set as a result of the geo-political
rivalry of colonial powers rather than from a long period
of nation building, particularly in Africa and Asia;

- ethnic and religious divisions and animosity, e.q.,
in Sri Lanka, Nigeria, India. These divisions often lead
to the imposition of restrictions on entrepreneurial

minorities; and

- governments overburdened by excessive responsibilities
and the awakened demands ¢f people who, in most
developing countries, are becoming informed, urban,
dissatisfied, mobile and peliticized.

Instability encourages the brain drain, capital flight, a
preference for trading and quick profits over investment and
asset creation, hoarding, distrust of business partners and
government leaders, and a pervasive domination of the immediate
parochial interest over the long-term strategic effort,

2.2.6 Capital Constraints

The well is drying up. The evidence of a reduced supply of
capital is painfully clear: the direction of net transfers (new
locan disbursements less aggregate debt-service repayment) from
the developed to the developing would went from a high of $26
billion in 1980 to a negative $28 billion in 1987.%*

* World Bank, World Debt Tables, 1988-89 Edition, P.3
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Strictly speaking, a net ocutflow of capital is not neccesarily a
handicap. There is no need for alarm in cases where the rate of
return from the borrowed capital in use exceeds the interest
rate (in which case a state of negative net transfers is a
natural conseguence of debt repayment), where production is
below full capacity so that output can b2 expanded without much
new investment, or where there has been an expansion of exports
~-and thus high outward transfer of resources--accompanied with
high growth, However, only coccasionally do any of these
exceptions apply to the developing world, and a condition of
negative net transfers indicates the inability of highly
indebted LDCs to get financing in international credit markets,.

From commercial sources within the United States, the flow of
foreign direct investment to the developing countries fell by.
54% between 1981 and 1987. Private debt held by commercial
banks fell by 14% over the same period.* Similar trends are
visible in the fiqures for official U.S5. bilateral assistance,
A,I.D. assistance levels have fallen by 31% in nominal terms
from 1985 to 1988, and by 37% in constant 1982 dollars over the
same period (Table 5.1).

Locating surplus capital will not be easy. The United States
has a high trade deficit, a high domesti:z deficit, and a low
savings rate. Yet the demand for capital by the developing
world continues to grow. Recent events in the East Bloc will
put further pressure on the United States and other donors to
locate and supply investment capital. Unless there is a change
in U.S. policy, this will mean spreading fewer resgurces even
more thinly over more recipients.

Although the trend toward reduced capital availability is
undeniable, the one possible exception to the pattern is Japan.
As the Japanese play an increasingly visible role in development
lending, it may become apparent that they are capable of filling
the gap.

2.3, Current Situation

The current situation of the developing nations is a mixture of
positive and negative developments. On the positive side, the
industrial economies have been expanding since 1982 and
increasing their immense capacity to offer the markets,
know-how, and capital that can support economic development.

The Uruguay Round of trade negotiations has opened the way for a
reduction in the subsidization and distortion of

* A,I.D., Development and the National Interest: U.S. Economic
Assistance into the 21st Century, 1989, p.131.
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the agricultural commodity trade on which many of the poorer
developing countries depend. The 1980s have seen a trend
toward democracy with elected governments taking power in
Brazil, Argentina, Peru, Bolivia, El Salvador, Guatemala, the
Philippines, Pakistan and elsewhere. Strong, representative
governments should make it easier for people to make and carry
out the hard national decisions on debt, inflation, fiscal
policy, savings and divestiture,

As Table 2.2. shows and as mentioned in the previous chapter,
the developing countries experienced fundamental progress
during the twenty years between 1965 and 1986. Per capita
incomes grew at historically unparalleled rates. In
continuation of one of the key develcopments of the twentieth
century, in virtually all developing countries, there has been
& rapid rise in the number of children in school. Infant and
child mortality rates declined by over one third to over one
half, and life expectancy increased twelve years on average,
Over the last six years, o0il prices and inflation have
declined. The end of the debt crisis may be within sight: the
international financial system did not ceollapse and a more
cooperative spirit has arisen between creditors and debtors.
There have been numerous Paris Club rescheduling agreements for
developing countries, and debt service payments as a percentage
of exports have been declining since 1986 (Chart 2.1). Never
has there been so much consensus on the importance and impact
of policy in causing and in alleviating economic problems.

On the negative side, living standards have declined for many
developing countries during the 1980s. The terms of trade for
non-0il exporting develcoping countries have been dismal; for
six out of the last ten years this ratio has been negative. 1In
1986 and 1987, there was an improvement in trade terms
(indicating that fewer of a country's exports are required to
purchase a given level of imports). But in 1988, trade terms
worsened again (Chart 2.2).* Net resource flows to the
developing countries, including export credits and private
lending and investment, declined from $146.7 billion in 1980 to
$82 billion in 1986 (at 1986 prices and exchange rates), *¥*

Most of this decline was due to a massive reduction in net
commercial lending from the developed to the developing
countries. The prolonged expansion in the industrial world is
made vulnerable by protectionism and by domestic and
international imbalances:; slow growth, even recession, are

* IMF, World Economic Qutlook, Oct. 1989, Table A28 (1990 is
projected figure).

** (QECD DAC, Development Cooperatiocn, 1988 Report, Table III-1
p.47.
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Table 2.2.

QP Per P Per Apregate Fate{per 1,000
Gypita Cgpita
1987 1965-87 1965-80/80-87

Avg Amal Growth Rate  Infant Mortality Child Mortality Rate

ar

Low-Iroore Cortkries  § 290
Lower-Middle Income?’  $1200
Upper-Midile Inmae’ 2710

Indistrial Market
Fooramnies 414,670

3.1
2.2

2.9

2.3

5.4 6.1
5.7 2.8

6.7 3.4

3.6 2.7

live births)
1965 1987

12 7
133 6l

83 5

24 9

elRIg

&S

IFRD definition: Per Gpita QP of
Uper-Middle Inoame countries include soe develaped cantries such as Israel and Greece.
This figure is heavily weighted by China with numbers enrolled in primary school counted at 113% of the primery school-age popalation.,

Nwber Brolled in

(per 1,000 children Crude Death Rate Life Expectancy Primary School as
axed 1-4)

1965 1985

N

(.)

(per 1,000 pop.)
1965 1987

16

17

10

IFRD cefinition (World Develgmment Report, 1989): Per Gapita QWP of less than $480 (in 1984 dollars)
IR0 definition: Per Gapita QW of to $1940 in 1984 dllars,

10

at Birth {male)
1965 1987

47

47

61

2

76

% of Ae Grap
1965 1966

74 103
75 104

% 9

107 107

to $6000 in 1984 dollars. A.I.D. does ot regard cautries with a per capita QP above $2500 as [IXs, The

Source: Intermatiormal Bank for Reconstruction and Develgment (IBRD), wWorld Develaoment Report, 1989, Tables 1, 2, 27, 29 and 32.

Ioc #1332
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Chart 2.1
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Chart 2.2

Terms of Trade:
Annual Percent Change
(Non-0Oil Developing Countries)

Percent Change

!
-5 I 1 ] L . i 1

1881 1982 1983 1984 1985 1986 1987 1988 1989

Source: International Monetary Fund,
World Econemic Qutlook
QOct. 1989, Table A28



28

possibilities which would impact adversely on developing
countries' exports and growth, Finally, many developing
countries still suffer from weak institutional capacities, while
maintaining policies that encourage inefficient uses of
resources and barriers that impede internal and external
competition. To overcome these obstacles to development,
further policy reforms and structural adjustments must be

implemented.

2.4, Implications for U.S. Policy

The situation of the developing countries has clear implications
for the near-term U.S. policy objectives. These objectives are

as follows:

- maintain industrial world economic growth by:
o reducing the U.S, fiscal deficit,
0 reducing trade imbalances with Germany and Japan, and
© avoiding protectionism;

- further liberalize trade, especially through the Uruguay
Round, to allow world market forces to keep shifting world
resources to their most productive uses even as
technological and other changes continually modify the
location and character of "most" productive;

- maintain active coordination with multilateral
institutions and with other bilateral donors to strengthen
the international financial system and to assist economic
liberalization in and resource flows to the developing

nations;

- keep aid flowing to debtor nations undertaking serious
structural adjustment long enough so reforms can become
established to restore satisfactory growth rates;

- further develop an international consensus to deal with
high debt nations not likely to attain international
financial solvency in the near term; and

- continue to support multilateral programs to identify and
treat environmental depredation aggravated by deficient or
inappropriate development policies, e.g., pollution,
deforestation and species elimination,
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Chapter 3.

U.S. Policies and Programs to Promote Broad-Based Economic
Development and Stability

3.1. Background

Large-scale U,S. economic assistance began after World War II.
The initial objective was the reconstruction of war-torn
economies in Europe and the Far East. As those economies
recovered, U,.S5. support shifted to the growing number of
developing countries, many of which were just gaining political
independence. With over half the world's population, the
developing countries contained the world's worst depths of
poverty and offered favorable conditions and potential for
political, military and economic instability. Eventually, most
of the countries the United States had helped to recover from
World War II joined the United States in aiding the developing
nations. While the United States remains the largest single aid
donor, accounting for 21% of official development assistance
provided in 1988, Japan's share is rising rapidly and now rivals
that of the United States at 19%, Most of the other donors
have, however, overtaken us in terms of the percentage of GNP
devoted to foreign assistance (Table 3.1.). Norway, the
Netherlands, and the other Scandinavian countries are now at the
top of that list in percentage terms.

Most U.S. assistance flows bilaterally and directly to
developing countries through the programs and field missions of
the Agency for International Development (A.I.D.). The
remainder moves indirectly through U.S. support to multilateral
development banks, United Nations (U.N.} programs, and private
voluntary agencies., For example, in FY 1989, U.S, development
budget authority was $7.5 billion for bilateral assistance and
$1.5 billion for multilateral assistance (see Table 5.2.,
Chapter 5). During the last 10 years, U.S. economic assistance
has increased sharply in current dollars while rising some 31%
in real volume and declining somewhat as a percentage of GNP.*

3.2, Objectives of U,8, Policy

Foreign assistance is guided by long-standing objectives of U.S.
foreign policy. These include:

- to maintain world peace;

® Source: Various A.I.D. Congressional Presentation Main
Volumes. Price deflator from the Eccnomic Report of the
President, 1988, p. 253,
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Table 3.1.

Official Development Assistance of OECD/DAC Countries

Australia + . .+ . . &
Austria . . . . . . .
Belgitm . . . « + . .
Canada . . . . « « &

Denmark « v & « & & &

as Percent of GNP (Net Disbursements)

Finland . « ¢« « « o« & o

France {incl. DOM/TOM}*,

Germany .« « +.« « »
Ireland v v & ¢ v « &
Italy o« & v v v o o W
Japan . « « + s . . e
Netherlands . . . . .
New Zealand . . . . .
NOIWAY v & o o « o &
Sweden . .+ 4 4 4 . o
Switzerland . . . . .
United Kingdom . . .

United states . , . .
Total DAC countries

Source: OECD, Development Cooperation,

1985
. 10.48
. 0.38
. 0.55
. 0.49
. 0.80
. 0.40
. 0.78

0.47
. 0.24
. 0.26
. 0.29
. 0.91
. 0.25
. L0l
. 0.86
. 0.3l
. 0.33
. 0.24
. 0.3%

1986
0.47

0.21
0.48
0.48
0.89
0.45
0.70
0.43
0.28
0.40
0.29
1.01
0.30
1.17
0.85
0.30
0.31

0.23
0.35

1988 Report, Paris,

1989, Press Release pg. 3.

* French Overseas Departments angd Territories
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- to protect the independence of nations and promote their
internal freedom;

- to maintain and expand an open and equitable
international economic system,

Foreign assistance serves these objectives in several ways. 1In
an open and increasingly interdependent world economy, foreign
assistance helps countries to grow and to create economic
opportunities and a better quality of life for their citizens,
Foreign assistance complements and encourages flows of direct
investment, private credit, and free trade. A.I1.D. policy
dialogue actively combats the tendency in many countries toward
autarky, economic centralization, and economic controls. It
promotes the diversification of political and economic power,
and it encourages developing countries to participate in the
free world economic system which has been so beneficial for
growth since World war II. Increasing prosperity leads in turn
to further integration into the world economy with consequent
freer movement of investment, c¢redit, technology and trade among
nations and the free movement of prices and goods within nations.

U.S. legislation directs foreign assistance to the poorest
countries and to the poorest people, It relieves poverty
directly through humanitarian assistance and through development
projects in agriculture, nutrition and health., Less directly,
it alleviates poverty by complementing a variety of other forces
contributing to economic development and a more prosperous
world. When humanitarian aid helps poor countries to overcome
expensive and destabilizing calamities and when development
assistance helps them to break through ancient barriers to
growth, they are less apt to be sidetracked from the long-term
policies and discipline essential for development.

By giving developing countries a stake in the world economic
system and by providing the basis for dialogue regarding their
economic policies, foreign assistance protects the growing U,S.
interest in economic relations with these countries. By
contributing to prosperity, foreign assistance increases the
likelihood of stability within nations. By reinforcing other
influences linking the developing economies to the international
free market, it gives these countries an incentive to maintain
interdependencies and to resolve conflicts peacefully.

3.3. Strategic Objectives of Development Assistance

As noted previously, foreign assistance is an investment in the
dignity and freedom of all people and the economic health of all
nations. To be effective, it must be a joint investment -- by
developing countries, the United States and other developed
countries and multilateral organizations, It must also reflect
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broad participation by private sector organizations,
corporations and other institutions., Most of all, development
must engage the energies, talents and vision of the people we
seek to help. 1Increasing the ability of people to make choices
and to determine their own destinies must be the aim of all
development efforts,

Building on these principles ~~ and recognizing the need for
clear goals -- A.I.D. has defined three fundamental objectives
that provide a useful and appropriate framework for its work.

a. Economic growth that is broad-based and sustainable in both
economic and environmental terms

A consensus is emerging concerning the central importance of
broad-based and sustainable economic growth in the development
process. When economies are growing and are characterized by
full participation of the citizenry, individual and family
incomes rise enabling people to obtain adequate food, health
care, education and shelter. Where there is no significant
economic growth, improvements in living standards are tenous at
best.

For growth and its benefits to be broad-based, economies must be
open and accessible, Private firms must be able to compete with
governments in the provision of services and in all aspects of
industrial and agricultural production and distribution.
Similarly, entrepreneurs, including the smallest, must have easy
access to the market, and individuals must have a fair chance to
compete for each new job that emerges as the economic growth
process takes hold.

The sustainability of development progress depends not only on a
long-term commitment to sound economic policies., It also
depends, to an ever-increasing degree, on whether adeguate steps
are being taken to protect the natural environment,.

Until relatively recently, attention to such environmental ills
as water and air pollution, deforestation and soil erosion was
not considered to be a priority concern of development

agencies. But awareness has spread of the fragility of the
world's environment, of man's capacity to do irreparable damage
to it and how critical protecting the precious natural resources
of developing nations is to their future and, indeed, to the
future of all the world's inhabitants. A.I.D. recognized the
importance of the environment to sustainable development early
on and became active in this area more than a decade ago.

Protecting the environment and formulating development policies
and programs that are environmentally sound are now absolute
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priorities at A.I.D. We are committed to working with
developing nations and other donors to hasten the day when
environmental degradation is a thing of the past, and the
plundering of precious natural resources for short-term gain is
recognized as the long-term tragedy that it is.

b. Human capacity development with particular emphasis on
health and education levels required to enable all citizens
to contribute to and benefit from economi¢ progress.

While convinced that economic growth is the objective that most
benefits societies from bottom to top, A.I.D. remains committed
to assisting developing country governments and private sector
service providers to reach the poor with food and essential
health and family planning services and to provide them with a
basic education. Wwithout these investments in human capital,
overall economic growth is neither attainable nor meaningful.

People are both the ultimate beneficiaries of economic growth
and, at the same time, the actors who must bring it about. For
individuals to participate effectively in the development
process -- and to rely increasingly upon their own incomes for
the goods and services they need -- they must survive the
diseases of childhood, be healthy and well-nourished and have
the basic education and skills needed in the workplace.

Twenty-five years ago, one in four children in developing
countries died before his or her fifth birthday. Today, on
average, about seven out of eight survive to age five, and the
rates are improving in most countries., However, there remain
some poor countries in which no significant progress has been
made, About 80% of children now attend primary school in
developing countries, while 20 years ago, the majority did not
attend. At the same time, there remain countries where most
children, especially girls, do not go to school, and the number
of adult illiterates continues to grow,.

Continuing the momentum and sustaining pest gains in the
presence of rapidly growing populations and fragile economies
are difficult challenges and remain a critical focus of
development efforts.

¢. Pluralism, including the promotion of democracy, freedom and
competition in the political, economic and social
institutions of a nation.

The final ingredient that is integral to the success of any
society is political, social and ecconomic pluralism and the rule
of law. In simple terms, pluralism means the right to choose -=-
to make all of the daily choices that add up to control of one's
own destiny. Pluralism and the policies that promote openness,
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fairness and opportunity are natural in societies where
individual responsibility is valued and where people willingly
work together to the benefit of society as a whole.

The importance we attach to the promotion of pluralism stems
from deep within the American experience. We value our

freedom. We believe that all people should be free. We also
believe that freedom helps foster economic progress. As
societies move toward openness and pluralistic approaches to
governance, people gain a real stake in their economies, and
they begin to invest accordingly. When that occurs, the chances
for achieving broad-based and sustainable growth expand
dramatically.

Political freedom has gained dramatically during the 1980s. The
reopening of Eastern Europe after more than 40 years was the
decade's appropriate finale, Creating the democratic
institutions that are needed to sustain these new political
freedoms is a central task before these nations. Egually
important is the creation of institutions for viable,
market-oriented economies.

Taken together, the three fundamental development goals A,I.D.
has articulated form a strong framework -- one that is relevant
across the spectrum of developing nations that A.I.D. assists,
They support country-based programming that responds in a direct
and efficient fashion to the difficult problems developing
nations face.

A.I.D.'s bilateral programs are tailored to the needs and
conditions of each particular country, drawing from a panoply
menu of approaches and activities that are supported through
both regicnal and centrally funded programs. Not only the
activities, but also the specific goals and objectives of
A.I.D.'s bilateral assistance programs are designed to reflect
the reality of a particular setting. While there is a universal
need for sound economic policies, there is no detailed global
recipe for development, nor can success be measured by narrow,
globally determined targets.

3.4. Bilateral Assistance Programs

"Bilateral™ means that a program is executed by the U.S,
Government in direct cooperation with a public or private
organization in a developing country. A bilateral program does
not flow through a multinational donor organization such as the
United Nations or the World Bank's International Development
Association; nor, with rare exceptions, does a U.S. bilateral
program contain funds from another donor. Line-item
designations in Congressional spending bills separately identify
our contributions to multinational organizations and the
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elements of the foreign assistance programs administered on a
bilateral basis. Below are brief descriptions of the major
elements of the U.S. bilateral assistance programn.

3.4.1, Development Assistance (DA)

This represents the basic mode of economic assistance governed
by the development objectives of the Foreign Assistance Act,
Most DA funds are used for development projects. The
Development Assistance program implements the Congressional
mandate of 1973 to seek a broadening of economic opportunities
to the least privileged and to ensure the participation of the
poor majority in the development process. DA projects are
concentrated in countries where U,S5., assistance is most needed,
where there is a clear commitment to brcad-based growth, and
where the United States has a strong long-term interest in
development. While initially there were only four functional
accounts, Congress subsequently added accounts to meet new
concerns, DA currently is allocated amcng eight functional
accounts: Agriculture, Rural Development, and Nutrition;
Population Planning; Child Survival; Health; AIDS Prevention and
Control Fund; Education and Human Resources Development; Private
Sector, Environment, and Energy; and Science and Technology.
During the period FY 1979 through FY 1990 allocations for these
accounts increased from $1,192.3 million to $1,937.3 million.

In real terms, obligations for the DA accounts continue to
decline, while Congressional earmarking is on the increase, For
FY 1991 A.I.D. is requesting $1.231 million for development
programs previously funded under the above functional accounts.

3.4.2, Economic Support Fund (ESF)

The ESF account is used to promote economic and political
stability in areas where the United States has special security
interests and has determined that economic assistance is
essential to assist the host government to maintain peace or
avert major economic or political upheavals., ESF is provided as
cash transfers or through commodity import programs for
recipient countries which are experiencing balance-of-payments
problems, and finances development projects where long-term
economic development is of highest priority. ESF is also
provided to countries in conjunction with military base or
access rights agreements. To the extent possible ESF assistance
conforms to the basic policy directions applicable to
development assistance, Israel receives the largest share from
this account, Other major recipients are Egypt, Pakistan, the
Philippines, and countries of Central America. ESF levels
experienced a decline from FY 1987 ($3.91 billion) to FY 1989
($3.4 billion), and were straight-lined for FY 1990 when the FY
1990 supplemental request of $500 million for Panama is
excluded. In FY 1990, 82% of the ESF account was earmarked by

Congress.
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3.4.3. Development Fund for Africa {(DFA)

In the FY 1988 appropriations act, Congress approved the
Administration's request for this special funding mechanism for
sub-Saharan Africa to replace the traditional functional account
divisions, as well as the Sahel Development Program account (the
DFA eXxcludes ESF also requested for Africal). This Fund allows
for greater flexibility in addressing the compleX problems that
continue to beset Africa, addressing them in both the short to
medium term and the long term. This flexibility allows A.I.D.
to be more responsive to African countries which are committed
to better and fairer economic¢ management. A.I.D. has
increasingly concentrated its resources on a small group of
countries selected on the basis of their economic performance
and potential for growth, as well as their need. Budgetary
concentration on 20 pricrity countries has been accompanied by
more focused and targeted programs within each country. A.I.D.
programs focus on four objectives: (1) improving the efficiency
and equity of public sector activities; (2) promoting
competitive market development; (3) increasing the potential for
long-run increases in productivity; and (4) improving food
security,

3.4.4, Special Assistance Initiatives (SAI)

In line with efforts to have the flexibility to respond to
rapidly changing global events recently, Congress approved use
of this new fund in FY 1990 legislation. Current plans include
using this fund for economic initiatives in the Philippines and

Eastern Europe.

3.4.5. Food for Peace (PL 4B0)

The U.S. Government's food aid program serves a variety of
objectives -- humanitarian, economic development, foreign policy
and market development of U.S., agricultural exports. There are
two statutory sources of food aid: Public Law 480 (P.L. 480),
the Agricultural Trade and Development Act of 1954, as amended,
and Section 416(b) of the Agricultural Act of 1949, The
Department of Agriculture and A.I.D. share primary
responsibility for administration of the program.

o Title I of P.L. 480 authorizes the provision of
long-term, low-interest loans to friendly countries to
purchase U.S. agricultural commodities to sell for local
currencies in their commercial- markets. Self-help
measures contained in Title I agreements assist in the
development of better infrastructure for food production,
storage, marketing and distribution.



37

0 Title III of P.L. 480 authorizes concessional food sales
to eligible recipient countries over a multi-year period
and includes a provision for offset of the repayment
obligation when local currency proceeds and/or
commodities are used for agreed upon development purposes.

o Title II authorizes food donations on a grant basis to
benefit needy people through private and voluntary
organization (PVOs), the U.N. Focd and Agriculture
Organization (FAQO)} and its implementing agency, the World
Food Program (WFP), international relief organizations
and through various government~tc-government programs.
Title II commodities can also be sold commercially in
local markets {(monetized), with the proceeds being used
for specific development projects,

0 Section 416 authorizes the use of U.S. Government surplus
commodities, when available, mainly for programs similar
to those authorized under Title II of P.L. 480.

o Food for Progress is a relatively recent program, which
can draw on resources available under either Title I or
Section 416 authorities., It is designed to expand free
enterprise elements of the economies of developing
countries through changes in commodity pricing,
marketing, import availability and increased private
sector involvement.

While the U.S. Government's food aid program is best known for
meeting the emergency and short-term needs of the hungry, there
is growing recognition that food aid can play an important
development role in helping to resolve those problems which
prevent developing countries from meeting their own food needs.
During FY 1991, A.I.D. will continue to explore and support
alternative approaches to strengthen the effectiveness and
self-sustaining developmental impact of food aid programs.

Amounts allocated to the various titles of P,L. 480 programs are
shown in Table 5.1 in Chapter 5. Between 1979 and 1989, annual
funding obligations have ranged from i?BS million to $1,100
million for Title I and from $549 to $1,068 million for Title
1I1. For FY 1991, $817.0 million is being proposed for Titles I
and I1I, and $646.0 million is proposed for the Title II program
(see also footnote 3 to Table 5.2).

3.4.6. Housing Guaranty Program (HG)

This is A.I.D.'s principal program for assisting developing
countries to address their enormous shortages of adequate
shelter for lower-income people., The program guaranties housing
loans from American banks to developing countries and provides
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for technical assistance, institutional development, and
training. It encourages private sector solutions to housing
problems.

Shelter programs make an important contribution to improving the
guality of life of poor families. They also contribute to a
recipient country's economic growth and employment objectives.
Housing Guaranty (HG) loans can also play a crucial role in
helping less developed countries (LDCs) to establish sound
policies, including the legal and regulatory frameworks, for
their shelter programs. HG loans and associated technical
assistance demonstrate to local entrepreneurs and institutions
that low-cost housing can be financially viable. The HG program
finances infrastructure and services that usually cannot be
provided by the families themselves, including slum and squatter
settlement upgrading, site preparation, provision of services,
core housing, and community facilities.

Project technical assistance and training funds requested for
1991 will be used to support the loan guaranty program and to
strengthen urban analysis capabilities which will provide the
framework for more effective urbkan programs.

3.4.7. International Disaster Assistance

The Office of U.S. Foreign Disaster Assistance (OFDA) is
responsible for providing relief assistance to foreign nations
affected by natural or man-made disasters and providing
preparedness assistance in contingency planning, training,
preparedness, warning and mitigation., The goal of this program
is to save lives and reduce the suffering of victims in foreign
countries stricken or imminently threatened by disasters,
Property loss and subsequent economic and social disruptions
associated with disasters are a major deterrent to A.I.D.'s and
the developing countries' goals of fostering broad-based
economic growth and sustaining the viability of development
assistance programs,

In FY 1989, OFDA responded to 54 disasters. In addition to
these disasters, OFDA provided continued relief assistance to
countries in response to prior year disaster declarations., OFDA
administered a program totaling $48.8 million and responded to
critical needs worldwide, including:

o floods in Thailand, the Philippines, Indonesia, Sri
Lanka, Republic of Korea, Peoples Republic of China,
Gabon, Malawi, Djibouti, Mali, Ghana and Peru;

o fires in Burma and Guineau Bissau;

earthquakes in the Soviet Union, China and Indonesia;

0 severe storms in the Philippines, Bangladesh, Costa Rica,
and Western Samoa;

Q
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0 epidemics in Togo, Comoros, Ethiopia, Nigeria, Benin, and
Bolivia;

0 «civil strife and displaced persons in Mozambigque, Sudan,

Somalia, Haiti, Lebanon and Angola;

insect infestations in Gambia, Senegal, Mauritania, Cape

Verde, Morocco, Sudan and Jordan;

droughts in Togo and Uganda;

food shortages in South Africa:

expellees in Senegal, Mauritania, and Gambia; and

accidents/emergencies in the Soviet Union and Argentina.

Q

(oo B e e

In FY 1990, OFDA will work closely with 2.I.D."'s regional
bureaus to call their attention to the need to incorporate
humanitarian responses to c¢yclic disasters and other recurring
rhenomena into overall regional development strategies. OFDA
will review and revise the International Disaster Program
policies, goals and objectives to assist A.I.D.'s bureaus and
overseas missions in gaining an awareness and concern for the
effects of disasters on the deyelopment process.

Future direction will focus on: 1) more closely linking
disaster relief te ongeing development efforts, 2) development
of communications and information systems to facilitate relief
operations, 3) assessment of needs following a disaster, 4)
promotion of disaster mitigation, institution building and
technology transfer in target countries, and 5} enhancing host
country ability to respond to their disasters immediately.
A.I1.D. is requesting $40.0 million for International Disaster
Assistance in FY 1991. The proposed program includes $34.0
million for worldwide disaster relief (inzluding stockpiles) and
$6.0 million for non-relief activities such as preparedness,
mitigation, and warning.

OFDA's emergency relief coordination capability will be greatly
enhanced in FY 1991. We will emphasize expanding public
awareness of disaster threats and means of avoidance, as well as
establish close intergovernmental cooperaftion through the U.N.
International Decade for Natural Disaster Reduction. 1In FY
1991, OFDA will encourage other A.I.D., bureaus, U.S8. government
agencies, private industry, international financial institutions
{e.g., World Bank and Asian Development Bank), international
organizations, {QOrganization of American States and Pan American
Health Organization), private agencies (Partners of the
Americas), and the reinsurance industry to improve disaster
planning and to integrate disaster mitigation, preparedness and
relief principles into their projects.

3.4.8. American Schools and Hospitals Abroad (ASHA)

The ASHA program, also administered by A,I.D,, assists private,
non-profit, American-sponsored overseas schools and hospitals
which serve citizens of other countries ard demonstrate American
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ideas angd practices in education and medicine., ASHA assistance
increases the capacity of those institutions to transfer
American technical ability and to educate a cadre of citizens
who can communicate, share values, and work with Americans in
business, government, the sciences, and other mutually benefical
endeavors. ASHA grants help selected institutions to build and
renovate facilities, purchase equipment and, in a few cases,
meet operating costs of educational and medical programs, In FY
1989, 42 institutions received grants totaling $33.5 million.

In the five-year period, FY 1985-1989, 90 institutions have been
assisted with a total of $172 million in grants. These
institutions annually educate 200,000 students from more than
100 countries, They serve more than four million persons each
yvear at hospitals which link patient services with medical
education and research.

3.4.9. Private and Voluntary Organizations (PVOs)

Private and voluntary organizations (PVOs) play a significant
role in relief and in development. Although the PVOs registered
with A,I.D. vary tremendously in siZe, scope and capability,
they all work to improve the quality of life of people in less
developed countries, Over the course of 17 years, A.I.D.
assistance to PVQOs has increased dramatically from $39 million
in FY 1973 to $456 million for FY 1989, At a time when A.I,D,'s
own resources are severely limited, PVQ programs that combine
A.I1.D. and PVO resources are an increasingly important part of
A.I.D.'s effort to foster self-sustaining development in the
third world.

In recent years, a hallmark of PVO efforts has been the shift in
emphasis from conducting short-range relief projects to planning
and implementing long-term programs and developing indigenous
institutions with activities geared toward eliminating the
underlying causes of world hunger and poverty. While continuing
to be responsive to immediate human needs, particularly during
emergencies, many PVOs are now involved in projects contributing
directly to growth and economic development. The A.I.D./PVO
partnership is based on a mutual commitment to overcoming
problems of hunger, illiteracy, disease and premature death in
the poorer countries of the world. Our collaborative successes
flow from an understanding of and respect for the particular
strengths each brings t¢ the development effort,

In its work overseas, the diverse PVO community embodies the
traditional American values of pluralism, voluntary action, and
a concern for others. PVOs provide direct channels for private,
people-to-people efforts and have the flexibility to operate in
areas not always open to other avenues of development
assistance, By Jjoining forces and complementing each other's
capabilities and scope, A.I.D. and PVDs can accomplish more
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together than either could alone, A,I.D. is committed to
strengthening this partnership.

3.5. Associated Financing Policies and Practices

A.I.D. has three types of associated financing programs. One is
designed to match financial offers made by foreign competitors
of U.S. exporters. Another provides concessional resources for
cofinancing with other official sources. A third program
provides non-concessional finance to firms and intermediate
credit institutions in developing countries., Criteria that
govern the operations of these programs are consistent with the
OECD Development Assistance Committee's (DAC) Associated
Financing Guidelines.

3.5.1. Enhancing the Competitiveness of U,S5. Exporters

The Trade Financing Facility (TFF) for Egypt was created in 1981
and under special circumstances draws frem the U.5. Commodity
Import Program for Egypt. Its purpose is to match the terms of
mixed credits offered by foreign competitors of U.S. exporters.
Under the TFF, A.1.D. grants can be combined with export credits
provided by the U.S. Export Import Bank and/or with private
funds. A second program, the Tied Aid Credit Program, was
established under the provisions of the Trade and Development
Enhancement Act of 1983 and is administered by A.I.D. It
protects a U.8. firm whose low bid on an international contract
is threatened by subsidized credit from the government of a
competing firm.

3.5.2. Cofinancing Arrangements with Official Sources

Cofinancing of development projects with other bilateral or
multilateral official institutions has been a long-standing
4.1,D. practice. Cofinancing allows A.I.D. to encourage the
participation of the private sector, both indigenous and
foreign, in the development process of developing countries'
economies, All countries receiving aid are now eligible for
cofinancing arrangements under appropriate circumstances.

3.5.3. Private Sector Revolving Fund

Since late 1981, when A,I.D.'s Bureau for Private Enterprise

was established, A.I.D. has been managing an investment program
to support the growth of private enterprise. For this purpose,
A.I.D. extends loans at or near market terms directly to private
firms and financial institutions. When a financial intermediary
is used, it may pass on the capital in the form of debt or
equity to small or medium-sized firms.
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3.6. Other Related U.S. Programs

3.6.1. Peace Corps

The Peace Corps continues to play an important role in U.S.
overseas development efforts. Over 5,750 Peace Corps volunteers
{PCVs) work with over 242 organizations and institutions, many
of which are private voluntary organizations, in some 63
countries. PCVs work at the grass-roots level with host country
sponsors in such areas as microenterprise, food production,
health and nutrition, education, water and sanitation, and
natural resources conservation. When PCVs return home, they
better understand developing countries and how all Americans are
affected by their problems. Over 500 have joined A.I.D. Their
overseas experience adds to the effectiveness of development
programs in A.I.D. and elsewhere. The Peace Corps and A,I.D.
continuves to identify areas where cooperation will enhance
foreign assistance programs. In FY 1990 microenterprise will bhe
a major focus. 1In Africa, the Peace Corps continues to focus on
helping improve food production.

3.6.2. Inter-American Foundation (IAF) and African
Development Foundation (ADF)

The Inter-American Foundation, a federally chartered public
corporation, was created in 1969 by Congress to provide new
approaches for U.5., development assistance in Latin America and
the Caribbean., Grant funds are provided through an annual
Congressional dollar appropriation and local currency through
reflows from the Social Progress Trust Fund administered by the
Inter-American Develcopment Bank. During its 19 years of
operation, the Foundation has made 2,917 grants totaling
approximately $292.4 million to support projects in 36
countries. Foundation suppoert has been matched by contributions
totalling approximately $375.9 million from the project
participants and their supporters,

buring FY 1989, the IAF obligated 386 new and supplemental
grants and carried out other program activities having a
combined value of approximately $25.5 million. Grants supported
self-help initiatives in agricultural and rural development,
education and training, community services, health and small
urban enterprises. About 16.5% of the Foundation's total budget
was dedicated to administrative expenses.

The African Development Foundation (ADF) is an independent
public corporation of the U.S. Government. The Foundation was
created by Congress in 1980 and became gperational in 1984. 1Its
congressional mandate is to provide development assistance
directly to grass-roots organizations of villagers and
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disadvantaged rural and urban people in Africa, without regard
to short-term U.S. foreign policy objectives., ADF has funded
projects in Egypt and in 23 sub-Saharan African countries:
Benin, Botswana, Cameroon, Cape Verde, Ghana, Guinea, Kenya,
Lesotho, Liberia, Malawi, Mali, Niger, Nigeria, Rwanda, Senegal,
Sierra Leone, Somalia, Tanzania, Togo, Uganda, Zambia, and
Zimbabwe.

3.6.3. Overseas Private Investment Corporation (OPIC)

OPIC is a financially self-sufficient, government-owned
corporation; and the director of the International Development
Cooperation Agency (IDCA) serves as Chairman of the Board. The
Corporation meets its operating expenses and obligations from
revenues earned from the insurance and financing services it
provides to American companies. An important result is that
while Congressional authorization is necessary, usually every
four years, this program reguires no annual appropriations.

As aid levels continue to stagnate or decline in real terms, and
increased attention is focused on the positive contribution of
the private sector to the development process, the relative
importance of the OPIC program has increased in the U.S. foreign
assistance effort. OPIC provides political risk insurance,
direct loans, and loan guaranties to U.S. investors in new or
expanding businesses in over 100 developing countries. These
investments in manufacturing, resource development, financial
services, agribusiness and food processing, and other productive
enterprises are important to the economic and social development
of these countries. They provide local employment, increase a
country's GNP and tax revenue, earn foreign exchange, and
stimulate growth in international trade. They also transfer new
technology as well as management skills and know-how not readily
available to many fledging economies., OPIC-backed investments
make positive contributions to the U.S5. economy through
increased exports, improvements in the balance of payments, and
expanded employment.

OPIC's insurance covers a portion of the loss that a U.S.
investor would incur in the event of currency convertibility
problems, expropriation, war, revolution, insurrection or civil
strife. Coverage is available for loans, technology transfers,
contractors and exporters, and cross-border leasing arrangements
as well as for equity investments. This past year, OPIC
introduced business income coverage. This coverage protects the
income of investors in the event of damage caused by peolitical
violence which interrupts the operation of the foreign

enterprise,

OPIC's direct loans and loan guaranties on commercial terms are
provided to new or expanding privately owned and operated
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businesses in developing countries. The business must be at
least partially owned by a successful American company, or a
U.S. company must be substantially at risk in the project to be
assisted. As a result of this policy, businesses in developing
countries are provided with access to experienced management and
technology as well as to U.S. capital.

In response to changing needs, OPIC has increasingly become
involved in innovative programs. These include fostering
debt-to-equity conversions to help reduce developing countries’
external debt while ensuring developmentally beneficial
investment. OPIC, moreover, has assisted privatization efforts
and has supported capital investment funds for targeted regions,
such as sub-Saharan Africa, which should stimulate investment
through investment portfolio diversification. OPIC also looks
toward collaborating with the World Bank's new Multilateral
Investment Guarantee Agency (MIGA) as an additional means of
supporting third world development,

In addition to financial services, OPIC offers promotional
services to facilitate overseas investment of American
businesses. These include: investment missions where U.S.
investors meet local government officials and potential private
joint-venture partners; a computerized data bank for matching
investors' interests with possible joint venture partners and
specific overseas opportunities; investor information services;
and conferences, seminars, and other educational programs.

In FY 1989, OPIC provided insurance and financial support to 123
projects, 69 of which were in the poorest group of developing
countries. These 123 preojects involved a total investment of
$3.3 billion. Once in operation, these projects are expected to
generate annually an estimated $455 miilion net foreign exchange
savings and $117 million in tax revenues for the host

countries. These development benefits are not accomplished at
the expense of U.S. economic interests, however. On the
contrary, the ventures assisted in FY 1989 are expected to
generate 18,730 work years of U,S. employment and about $2.2
billion in U.S. exports during their first years of operation.

3.6.4, Trade and Development Program (TDP)

The U.S. Trade and Development Program (TDP) was established on
July 1, 1980 as a component organization of the International
Development Cooperation Agency (IDCA). The Omnibus Trade and
Competitiveness Act of 1988 makes TDP an independent agency
within IDCA.

TDP is unique among foreign assistance programs because of its
dual mandate to address both U.S. trade and aid obljectives
simultaneously. TDP attempts to promote U.S. exports in a
manner which also fosters economic development in the third
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world. TDP operates in a partnership with the U.S. private
sector by providing grants to developing countries to enable
U.S. firms to conduct planning studies of major projects, such
as dams and power facilities. Through the judicious use of TDP
funds, TDP increases the likelihood that American goods and
services will be procured for use in the projects and exported
to the host nation. TDP involvement at this early stage has
helped to mitigate the impact of foreign subsidies and to
improve the competitive position of U.S. firms in overseas
markets,

TDP's success in getting U.S. firms involved in developing
countries is measured not only by the amocunt of exports
generated from projects resulting from TCP-financed studies but
also by the penetration of newly emerging markets and the
development of diplomatic trade relations which might be lost
without the backing of the United States via TDP support. TDP
estimates that over $2.8 billion in U.S. exports have been
associated with projects for which TDP has funded studies and
related activities,

3.7. Related International Trade Policy and Programs

3.7.1 General Agreement on Tariffs and Trade

The United States was the driving force behind the formation of
the General Agreement on Tariffs and Trade (GATT) in 1947. The
GATT is the principal multilateral forum through which the
United States works to improve the world trading system.*
Periodic multilateral negotiating sessions or "rounds" are
conducted under the auspices of the GATT to obtain reductions in
barriers to international trade, that is, to liberalize
international trade.

GATT members are now in the midst of the eighth GATT negotiating
round, initiated in Punta del Este, Uruguay in September 1986.
Previous negotiating rounds tended to concentrate on lowering
tariff barriers to trade in manufacturers; the Uruguay Round
will consider the full range of trade issues, including
agricultural and services trade, intellectual property rights
protection, investment barriers, dispute settlement and GATT
rules, The Uruguay Round is especially significant for
developing economies because:

. GATT is both a code of rules and a forum in which
negotiations and other trade discussicns take place. As of
January 1988, 96 countries, accounting for more than
four-fifths of world trade, were Contracting Parties, as
members are called.
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-- it emphasizes efforts to increase the integration of less
developed economies into the internatiocnal trading system
and to increase their participation in the GATT;

-- the more advanced developing economy members are being
encouraged to participate as full trading partners; and

-- there is a major emphasis on liberalization of internaticnal
trade in goods of particular interest to developing
countries such as agricultural and tropical products.

An overall U.S. objective is to strengthen the international
trading system in a way that increases market access for
developing countries. With respect to the first two points, in
addition to improving the international trading system, the
United States is attempting to obtain changes in selected GATT
rules it sees as detrimental to economic growth in LDCs.

among the GATT rules that the United States finds to be a
problem are selected "special and differential treatment”
provisions that allow developing economy members to exempt
themselves from GATT prohibitions against restrictive trade
measures. Of major concern, is the GATT provision that allows a
special balance-of-payments waiver permitting developing
economies to impose guantitative import restrictions, At a
minimum, the balance-of-payments waiver should have a fixed time
period of relatively short duration. Some walvers have been in
place for decades helping to protect inefficient domestic
industries and, in many cases, to sustain unsound exchange rate,
trade, monetary and fiscal policies,

A second problem area concerns the GATT rules whereby LDCs are
not obliged to reduce their own trade barriers in exchange for
better access to export markets--the reciprocity principle.
LDCs, however, can benefit their consumers, improve their
international competitiveness and encourage economic growth by
reciprocally lowering their trade barriers. The view of the
United States is that the GATT, by not requiring reciprocity
from LDCs, is missing an opportunity to promote their economic
growth.

With respect to trade in agricultural and tropical products,
following the opening of the Uruguay Round in 1986, the United
States proposed that for agriculture over the next decade, all
countries should eliminate export subsidies, import barriers and
domestic agricultural programs that support producer revenues,
There would be exceptions for food security considerations and
for needed improvements in agricultural productivity, e.q, in
research, extension, physical infrastructure and dissemination
of market information,
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The proposal to liberalize international trade in agriculture is
extremely important for LDCs because, for the majority of
low-income economies, agriculture constitutes a large part of
economic activity; and the sector is extremely significant as an
employer and as a foreign exchange earner. For example, in 1985
the average share of agricultural in the GDP of low-income
countries was 36% compared to a 3% averace share in
industrialized market economies; for low-income countries,
average agricultural exports constituted 53% of total export
earnings relative to 13% in industrialized economies; and an
average of 71% of the national work force in low-income
countries was employed in agriculture compared with 7% in the
industrialized countries.,*

Several studies suggest that a major liberalization of
international trade in agriculture could yield substantial
benefits for developing economies., For example, a 1987
IDCA-financed assessment of the initial effects of liberalizing
trade in seven major, internationally traded agricultural
commodities for 52 developing economies finds that:

-- the foreign exchange earnings of most of the 52 would rise;

-- the foreign exchange expenditure of many grain-importing
LDCs would decrease and some would become exporters; and

-- producers' gains in LDCs would tend to be larger than
consumers' losses--the net change is positive for the
majority of the 52 economies.

The United States also is attempting to facilitate trade
liberalization in the Uruguay Round by encouraging the more
industrialized countries to eliminate their trade barriers to
exports from the poorest of the developing economies. The
United States is seeking a political commitment from its
industrialized trading partners to collective removal of tariff
and possibly some non-tariff barriers to exports from selected,
poor economies. Implementation would be linked to (1) a
successful outcome of the Urugquay Round, (2) participation in
the liberalization initiative by other major trading partners
and (3) the provisions in the U.S. Omnibus Trade and
Competitiveness Act of 1988. If the initiative can be
successfully instituted, the measure will substantially improve
the export and economic growth prospects for many of the world's
poorest countries.

IDCA policy reform efforts and U.S. strategic concerns in the
Uruguay Round are coincident and mutually reinforcing. Policy
reform designed to liberalize LDCs' economic policies, including

* World Bank, World Development Report 1987,
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trade policies, has been the main theme of IDCA policy dialogue
with LDC governments for almost a decade. From IDCA's point of
view, hesitation by LDCs to liberalize all aspects of their
economic policy frameworks is costly in terms of foregone
opportunity to pursue eccnomic growth and development.

Liberalization in LDC trade policies achieved through gaining
LDCs' compliance with reformed GATT rules, however, can afford a
more visible {(and therefore more difficult to avoid) form of
liberalization compared to commitments made in the context of a
bilateral assistance agreement, At the same time, IDCA
technical and financial assistance programs can help LDCs
implement many of the structural changes that would accompany
their participation in a reformed GATT,

Many LDCs are in the process of reforming their trade regimes in
the context of the International Monetary Fund (IMF) or World
Bank lending programs. The multilateral trade negotiations in
the Uruguay Round, however, are based on the principle of
reciprocal reductions in trade barriers. To recognize the
unilateral reductions in trade barriers that some LDCs have
instituted, it has been suggested that LDCs receive credits in
the Round for trade-liberalizing steps taken after 1986,
Although the credit idea requires substantial development to
make it operaticnal, and it would require a case by case
-approach, the United States is interested in the principle and
will continue to explore it.

3.7.2 U.S5. Generalized System of Preferences (GSP)

On October 30, 1984, President Reagan signed the Trade and
Tariff Act, The Act included statutory authority to extend the
U.8. Generalized System of Preferences (GSP) through mid-1993.
The program of temporary, duty-free tariff preferences for
approximately 3,000 tariff classifications of gocds imported
from about 140 beneficiary countries and territories covers a
broad range of manufactured, semi-manufactured, and agricultural
products., However, textiles, apparel, footwear, and
leather-related products as well as import-sensitive steel,
glass, and electronic articles are excluded by U.§5. law from GSP
eligibility. During 1987, the United States imported almost $16
billion worth of goods gualifying under the GSP program.* The
Trade and Tariff Act of 1984 also provides the potential for
further tariff liberalization and for graduation from duty-free
preferences under the President's discretionary authority. This
provision is intended to implement the U.S5. commitment to ensure
that the benefits of the GSP accrue to those countries most in
need of preferential treatment in order to compete in the U.S.
market. In making GSP eligibility determinations, the President

e GATT, International Trade 1986-87, Geneva, 1987, calculated
from Appendix Tables A4-AB, pp. 159-167.
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must take into account certain country practices of beneficiary
developing countries. These include a consideration of the
extent to which the beneficiary is (1) providing access to its
markets for U.S. goods and services, (2) reducing or eliminating
trade-distorting investment practices, (3) providing adeguate
intellectual property rights protection, (4) aiding practices
related to international terrorism, and, (5) engages in
expropriation of U.S. property without compensation.

Finally, the Trade and Tariff Act provides unlimited access for
GSP-eligible articles from countries designated by the President
as "least developed." Each year, the Administration reviews the
GSP program in order to determine whether changes should be made
in product or country eligibkility. On January 1, 1989 four
NICs, Hong Kong, Singapore, South Korea, and Taiwan, will be
"graduated”; and this will make room for other LDCs to become
major GSP players.

3.7.3 Caribbean Basin Initiative (CBI)

The Caribbean Basin Initiative (CBI), begun by the Reagan
Administration, is an unprecedented program of trade, economic
assistance, and tax measures designed to generate economic
growth in the regicn through increased private sector investment
and trade. Because the small and fragile economies of the
region were seriously affected by fluctuating costs of o0il and
by declining markets for their major commodity exports, the
Caribbean Basin Economic Recovery Act was proposed and signed
into law on August 5, 1983, It immediately became known as the
Caribbean Basin Initiative. The CBI is a multifaceted
development program combining trade and tax liberalization with
economic assistance and enlarged access to the U.S5. market,

To promote self-sustaining revitalization of the economies of
the 22 beneficiaries, CBI measures are designed to catalyze
expansion of local productive capacity in response to the
opening of new markets for exports. Such expansion 1s expected
to assist the development of key sectors in the economies of the
22 nations, including tourism.

The major elements of the CBI program include: (a) duty-free
treatment for many imports into the United States; (b) increased
economic assistance targeted at private sector development; (c)
special measures to support the economic development of Puerto
Rico and the Virgin Islands; (d) special access to the U.S,
market for CBI beneficiary exports of apparel made from fabric
manufactured and cut in the United States; (e) allowing CBI
beneficiary countries to compete in the U.S. Government
procurement market; and (f) allowing U,S. tax deductions for
expenses of business conventions held in qualifying Caribbean
Basin countries. Finally, the new tax law allows for tax-free
funds generated in Puerto Rico to be reinvested in CBI countries
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that have tax information exchange agreements in effect.

In the face of continuing low world prices for the regicn's
traditionral exports, substantial progress in diversifying
exports and developing new products is being achieved.
Non-traditional exports have grown rapidly for the area as a
whole and particularly for select CBI countries. CBI-
manufactured exports to the United States from A.I.D.,-assisted
countries rose from $716.4 million in 1982 to over $2.4 billion
in 1988. For the period 1983 to 1988, Central America achieved
an annual average growth rate of over 20% in non-traditional
exports, with the Caribbean Islands registering a 25% growth
rate for the same period. Furthermore, a recent Department of
Commerce study funded by A.I.D. substantiated that more than
$1.5 billion was invested in 646 companies from 1983 to 1987 in
the region, creating more than 116,000 jobs.
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Chapter 4.

Multilateral Programs

4.1. Introduction

U.S, participation in multilateral development organizations and
programs is long-standing. Many of these programs grew from
U.S5. initiatives to marshall international support for the
developing countries,

The multilateral development banks (MDBs) respond to the need of
the LDCs for capital to finance development., The World Bank
Group includes the International Bank for Reconstruction and
Development (IBRD), the International Development Asscociation
(IDA), the International Finance Corporation (IFC), and a recent
addition, the Multilateral Investment Guarantee Agency (MIGA),
The regional banks include the African, Asian and Inter-American
Development Banks and their associated concessional lending
windows (as well as the Inter-American Investment Corporation in
the case of the IDB). The International Monetary Fund (IMF)},
the World Bank's sister institution, lends primarily for
balance-of-payments stabilization, but is becoming increasingly
involved in longer~term lending through the Enhanced Structural
Adjustment Facility (ESAF).

United Nations (UN) organizations also are important in the
multilateral context. A number of UN organizations and special
programs focus on the problems and process of development:
examples are the United Nations Developmant Program (UNDP), the
World Food Program (WFP), the UN Fund for Population Activities
(UNFPA), the World Food Council, and the UN Capital Development
Fund.

Several specialized agencies of the United Nations, such as the
International Fund for Agricultural Development (IFAD) and the
United Nations Industrial Development Organization (UNIDQ), have
specific development responsibilities. The World Health
Organization (WBO), the Food and Agriculture Organization (FAQ)},
and the World Meteorological Organization (WMO) also pursue
development activities within the contexf of broader
responsibilities.

A number of other UN organizations have mandates broader than
development, but devote a considerable anount of their resources
to development-related activities. These include organizations
such as the UN Children's Fund (UNICEF) and the UN Environment

Program (UNEP).

The United States also supports international organizations
other than the UN system and the multilateral development
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banks. The Organization of American States (0QAS) plays an
important role in providing development assistance for Latin
America. In addition, the United States works directly with
other donor countries in the areas of cooperation, coordination,
and exchange of information on assistance programs and
development issues. These efforts take place, for example,
through the Organization for Economic Cooperation and
Development (OECD) and the QOECD's Development Assistance
Committee (DAC), through the World Bank's Ceonsultative Groups
and through UN Roundtables, as well as in formal and informal
discussions among representatives of bilateral and multilateral
aid agencies posted in the developing countries.

The sections below describe in some detail the major
development-related internaticonal institutions and programs
supported by the United States.

4,2 Multilateral Development Banks (MDBs)

The MDBs -- the World Bank, Asian Development Bank, African
Development Bank, and Inter-American Development Bank -- consist
of both capital and concessional lending windows. Lending from
the capital windows is financed largely from borrowings on world
capital markets against member pledges of callable capital.
Loans from capital windows have lending rates slightly lower
than could be obtained by the most creditworthy developing
countries in international capital markets and have considerably
longer maturities. Concessicnal windows, which lend to
low-income countries at highly concessional rates and extremely
long maturities, derive their resources almost entirely from
direct donor contributiocons, In addition, some of the MDBs have
specialized institutions which promote private sector
development.

During 1989, the United States and other donors carried on
negotiations for the ninth replenishment of the World Bank's
International Development Association (IDA IX) to cover the
period 1990-93, These negotiations were finally concluded in
December 1989, with agreement on a replenishment size of 11,68
billion SDRs, or $14.7 billion. The amount of the replenishment
will allow IDA to maintain its lending in real terms compared
with IDA VIII. The United States made important policy gains in
these negotiations, including:

-- ensuring that environmental assessments on environmentally
sensitive proijects will be made available to affected groups
in the recipient country and to IDA's Executive Board;

-- preserving IDA's support for ongoing economic reform
programs in sub-Saharan Africa while providing IDA greater
flexibility to determine the regional allocation of its

resources;
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-- providing for periodic Board review of the economic policies
in each IDA borrowing country to ensure that a favorable
environment for IDA lending exists; and

-~ advocating an even stronger focus on poverty reduction in
IDA programs and greater weight in lending allocations to
poverty alleviation efforts of recipient countries.

These policy advances in the negotiations enabled the
Administration to make a commitment to maintain the U.S.
contribution in real terms.

In 1989, agreement was also reached on the 1%90-94 replenishment
of the Inter-American Development Bank and Fund for Special
Operations. The agreement will provide for $22.5 billion in
lending over five years, in exchange for specified changes in
Bank operations, including changes in the country programming
process and voting procedures, and staffing changes to improve
environmental review and other aspects of IDB operations.

Also in 1989, the Asian Development Bank helped establish the
Asian Finance and Investment Corporation (AFIC). Its major
objective is to promote and support the growth of the private
sector in Asia. It will engage in term finance and merchant
banking activities in Asian countries which do not borrow from
the ADB. The institution will be financed wholly by the ADB and
commercial banks from member countries,

The principal means of U.,S. oversight of MDB policies is the
regular review of MDB projects. Inter-agency review of a loan
about to come to the Board of Directors for a vote focuses on
the technical, economic and financial merits of the proposed
activity. This review sometimes results in U.S. opposition to a
loan when it is considered by the Board. While our negative
vote is generally insufficient to prevent Executive Board
approval, the MDBs know that poor project quality can adversely
affect the level of U.S. contributions, Concerns expressed by
the United States, therefore, often lead to design improvements
before projects come forward for Bank consideration. The most
effective way for the United States to irfluence project design
is, however, to identify potential problems while a loan is
still in the preparatory stage and more susceptible to change.
This is the purpose of A.I.D.'s Early Prcject Notification (EPN)
System, which routinely solicits the views of A,I.D. missions
and selected embassies on upcoming MDB lcans. Concerns may be
discussed with relevant MDB staff at headgquarters well in
advance of Board presentation and a constructive dialogue can be
initiated at the field level. A successful outcome to such a
dialogue with the MDB concerned can obviate the need for a
negative U.S. vote in the Board.
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The EPN System is critically important in identifying potential
problems concerning the environmental aspects of MDB loans. The
potentially adverse impacts of some development projects funded
by MDBs is a continuing concern. A.I.D. has augmented its EPN
review process by directing special attention to MDB projects in
selected areas where environmental problems appear especially
likely to occur. This review serves as the basis for discussion
of project issues with other U.S, Government agencies and
environmental groups. It also contributed to the development of
the semi-annual listing of potential problem projects for the
Congress, New environmental review procedures adopted by the
MDBs themselves should also yield significant improvements in
this area. '

The Administration's budget request for individual MDBs is
explained in the following sections.

4.3 World Bank Group

The World Bank Group, the largest of the MDBs, now consists of
four major component institutions: the Bank, or IBRD; IDA; the
IFC; and the MIGA, 1In the FY 1988 budget, the Administration
approved the U.S. share of the one-time start-up capitalization
of the MIGA, Therefore, in FY 1989, FY 1990 and FY 1991 there
is no MIGA budget request.

4,.3.1. International Bank for Reconstruction and Development
(IBRD)

As noted earlier, the IBRD, whose capital is subscribed by
member countries, finances lending operations primarily from
borrowings in world capital markets, as well as from retained
earnings and loan repayments. Loans are repayable over twenty
years or less, including a grace period of up to five years.
The IBRD charges a variable interest rate on a cost-plus basis,
derived from its own cost of borrowing in international
financial markets.

IBRD loans, which amounted to $16.4 billion in 1989, are
directed toward middle-income developing countries that can
afford to pay the market-related interest rate the IBRD
charges., In 1989 the largest borrowers from the IBRD were
Nigeria, Mexico, India and Indonesia.

For FY 1991, the U.S. owes its third installment of the $74.8
billion General Capital Increase (GCI). The U,S. commitment to
the GCI over six years amounts to $420.6 million in total
paid-in capital and $13.6 billion in callable capital. 1In FY
1990, Congress appropriated $49.8 million of the $90.3 million
paid-in request, while providing no program limitation for the
callable capital request of $2.24 billion. Therefore, the FY
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1991 request includes the third U.S. installment of $70.1
million paid-in and $2.27 billion in callable capital, as well
as significant paid-in and callable arrearages from the second
installment,

4.3.2, 1International Development Association (1IDA)

IDA, the World Bank's concessional lending window, is funded by
contributions from donor countries and reflows from previous
credits, It is the single largest source of concessional
development assistance for the world's poorest countries, with
lending totalling $4.9 billion in 1989. Major borrowers were
India, China, Bangladesh and Ghana. IDA formally lends to
countries with an annual per capita income of $9%40 (1987
dollars) or less, but in reality focuses most of its resources
on countries with less than $580 per capita income, IDA loans
must meet all the criteria for economic, financial and technical
soundness that apply to other World Bank loans. IDA loans carry
a 0.75% annual service charge and have maturities of 35- 40 years
with a 10-year grace period.

As explained above, during 1989, the United States and other
donors concluded negotiations for the IDA IX replenishment. The
U.S. contribution to IDA IX, $3.18 billion, will be requested
during FYs 1991-93., The FY 1991 budget includes the first
installment of $1.06 billion, as well as slight arrearages from
Iba VIIT,

4.3.3 1International Finance Corporation (IFC)

The IFC supports the private sector in developing countries by
arranging and participating in equity financing arrangements and
commercial loan packages for private enterprises in the
developing countries. During 1989, the I[FC approved loans
amounting to $1.42 billion, equity investments of $257 million,
and guarantees and underwritings of $37 million.

Of the $40.3 million requested for the IFC in FY 1991, $35.0
million will go toward delayed payment of the final installment
of the U.S. contribution to the 1985 capital increase of the
IFC, The remainder is payment on past U,S. arrearages owed on
earlier installments of the same capital increase.

4,4 Asian Development Bank and Fund (ADB/F)

Established in 1966, the ADB has a membership of 32 regional and
15 non-regional countries. The United States was a driving
force behind the ADB's creation and has always played a major
role in the institution. The United States also has contributed
to the ADF since it was set up in 1974, 1In 1988, the ADB and
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TABLE 4.1: U.S. CONTRIBUTIONS TO THE
MULTILATERAL DEVELOPMENT BANKS, FISCAL YEARS 1988-91
($000)
FY 1988 FY 1989 FY 1990 FY 1991
Actual Actual Actual Regquest
IBRD
Paid-in 40,176 50,001 49,786 110,592
Callable (437,320) {2,292,973) - (4,509,282)
IDA 915,000 995,000 960,850 1,065,150
IFC 20,300 4,892 74,606 40,331
MIGA
Paid-in 44,403 - - -
Callable (177,612) - - -
ADB
Paid-in 15,057 - - -
Callable (276,504) - - -
ADF 28,000 152,392 174,973 301,809
AfDB
Paid-in 8,899 7,345 9,493 10,136
Callable (134,918) {135,063) (134,230) {135,389)
AfDF 75,000 105,000 104,548 105,452
IDB
Paid-in 31,600 - 31,482 57,449
Callable (119,404) - - (2,235,077)
FSO 25,732 - 63,451 20,850
IIC 1,303 - - 25,500
TOTAL BUDGET
AUTHORITY 1,205,571 1,314,630 1,469,190 1,736,269
PROGRAM
LIMITATIONS (1,145,758) (2,428,035) {(134,230) (6,879,748)

N.B. Totals may not add due to rounding.
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ADF approved loans amounting to $2.06 billion and $1.08 billion,
respectively, as well as a small amount c¢f equity investments.
The ADB makes loans at a variable interest rate with 10-30 year
maturities and up to 7 years grace, The ADF has a 1% service
charge, 35-40 year maturities and a 10-year grace period.
Principal borrowers in 1988 included Indonesia, Pakistan, and
India in the ADB, and Bangladesh, Pakistan, and the Philippines
in the ADF,.

No funds are requested for the ADB in FY 1991, since the demand
for ADB loans has not warranted a new General Capital Increase
since the one agreed to in 1984, Of the $301.8 million
Administration request for the ADF, $146.0 million is needed for
the final U.S. installment of the ADF-V replenishment. The
remainder of the ADF request will go toward the third
installment of the U.S. contribution to the ADF-V replenishment.

4.5 African Development Bank and Fund (AFDB/F)

Created in 1963, the AfDB opened its membership to non-African
countries in 1982 and the United States joined in 1983, The
AfDF, AfDB's concessional arm, was created in 1973 and the
United States has been a member since 1976. AfDB loans are
repayable over 12-20 years, with up to 7 years grace, The
lending rate is set every six months according to borrowing
costs, The AfDF makes 50-year lcoans with a 0.75% service
charge. 1In 1988, AfDB lent $1.41 billion (principal borrowers
were Cote d'Ivoire and Egypt):; AfDF loans totalled $763 million
(principal borrowers were Mozambique, Sudan and Uganda).

The FY 1991 request includes the fourth installment of the U.S,
subscription to the 1987-91 AfDB capital increase, including
slight arrearages from FY 1990. It also includes the $105
million third installment of the U.S. conftribution to the AfDF V
replenishment (covering 1988-90), and very slight arrearages
from the second installment,

4.6 Inter-American Development Bank/Fund for Special
Operations (IDB/FS0)

The IDB and FSO provide development assistance to Latin American
and Caribbean countries, and the United States is the major
contributor to both windows. The IDB lends at a variable
interest rate, with maturities of 15-25 years. The FSO lends at
an interest rate of up to 4%, with maturities of 25-40 years and
grace periods of 5-10 years., In 1988, the IDB lent $1.5
billion, the FSO $154 million.

The FY 1991 request of $78.4 millions for the IDB and FSO
includes the initial U.S. payment on the new IDB replenishment.
The $25.5 million requested for the Inter-American Investment
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Corporation will complete the U.S. subscription to the $200
million initial capitalization of the Corpeoration,

4.7, International Monetary Fund {IMF)

As the central monetary institution for the world economy, the
IMF serves two key functions: (1) general guidance of the
monetary system, including surveillance of exchange
arrangements, the balance-of-payments adjustment process, and
the evolution of the international reserve system; and (2)
provision of temporary financing in support of members' efforts
to deal with their balance-of-payments difficulties.

The IMF is essentially a revolving fund of currencies, provided
by every member in the form of a guota subscription and
availlable to every member for temporary balance-of-payments
assistance at any given time. It alsoc makes use of borrowed
resources. The IMF was not designed as an aid institution even
though it has sometimes been pressured to act like one. There
is no fixed class of lenders or of borrowers and no concept of
"donor" or of "recipient."

The IMF has, however, served as an aid institution in the
administration of its Trust Fund. The Trust Fund originated
when the IMF s0ld one-sixth of its gold between 1976 and 1979
and loaned a portion of the auction receipts to the IMF's
lower-income members on highly concessional terms.

The IMF scold gold in an attempt to demote gold and elevate the
Special Drawing Right (SDR) to the status of principal
international reserve asset. SDRs were first created in 1969,
at a value of SDR 1= §1, to serve as a supplemental
international reserve asset of IMF members. The value of an SDR
has fluctuated over time, rising to $1.32 in June 1980 and
ialling to $1.00 in June 1985. By November 1989, it was back to
1.28.

In March 1986, to support economic development, the IMF created
the Structural Adjustment Facility (SAF) to relend SDR 2.7
billion in Trust Fund reflows that will accrue between 1985 and
1991. The SAF is designed to support comprehensive,
growth-oriented economic programs for low-income countries with
protracted balance-of-payments problems. Among the 62 countries
designated as eligible, China and India have indicated that they
would not avail themselves of the Facility. SAF loans are made
at an interest rate of one half cof one percent and are tc be
repaid, after five years ¢f grace, within 10 years of the date
of the loan.

The SAF provides for three separate loans to be disbursed in
just over two years to a participating country. The initial SAF
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arrangement provides a loan equal to 20% of the country's
quota, The second-year arrangement provides a disbursement of
30% of quota, and the third provides 20% of guota.

During the design of the Structural Adjustment Facility, the IMF
and the World Bank cooperated in introducing a new development
tool, the policy framework paper (PFP)., A PFP, covering a
three-year period, describes the major economic problems and
challenges facing an eligible country seeking a SAF agreement.
It delineates the objectives of a medium-term policy program and
the broad thrust of macroecconomic and structural adjustment
policies to be implemented to address those problems and
challenges. It identifies external financing requirements and
the likely available sources of financing., It provides
statistical projections and specifies policy actions for each of
the next three years.

The PFP is intended to be the member's prasentation. It is
developed in close collaboration with the staffs of the World
Bank and the Fund. It is reviewed by the Executive Directors of
the Bank and the IMF Board. A SAF arrangement is not submitted
to the Fund's Board until! the applicant's PFP has been
completed, The PFPs are updated annually and reviewed in
connection with the presentation of each subsequent annual
program. To be eligible for second and taird-year arrangements,
countries must remain in need of balance-of-payments assistance
and must adhere to their structural reform programs. Subseguent
tranches are delayed when countries fail to adhere to their
reform programs, and some countries have been dropped from the
program because of compliance failures.

In April 1988, the Fund began operating an Enhanced Structural
Adjustment Facility (BESAF), whose objectives, basic procedures,
and financial conditions parallel those of the SAF. The ESAF,
as a supplement and alternative to the SAF, is to provide
resources totaling SDR 6 billion to low-income developing
countries engaged in economic and structural adjustment, The
additional resources are to assist the adjustment efforts of
low-income countries with high levels of indebtedness as well as
those whose exports are concentrated in commodities whose prices
have remained persistently weak in world markets.

Access under the ESAF is determined on the basis of a country's
balance-of-payments needs and the strength of its adjustment
effort, with maximum leoans of 150% of quota over a three-year
program period, with provision for up to 350% in exceptional
circumstances (contrasting with SAF access of 70% of gquota).
The financial terms applying to loans under the ESAF are the
same as those under the SAF,.



60

The cutoff date for Fund approval of initiation of & country's
three-year ESAF arrangement is November 30, 1990. The first SAF
arrangement was approved by the Fund in August 1986. By the end
of October 1989, 21 countries (14 in sub-Saharan Africa) had SAF
arrangements in force; nine had been authorized second
disbursements; and Bangladesh, Dominica and Mozambigque had
completed all three drawings. The first ESAF arrangements were
approved in July 1988, and in October 1989, 11 were in effect,.
All except Bolivia's were in sub-Saharan Africa. EXcept for
Malawi's, all ESAF arrangement followed earlier SAF programs.

The one common requirement for a member seeking the use of IMF
resources is that it has balance-of-payments difficulties and is
willing to undertake an adjustment program to remove the
problems underlying those difficulties., In developing and
implementing its financial programs, as well as on other
occasions, the IMF provides its members with econoemic policy
advice, The IMF emphasizes the implementation of demand
management policies, but not to the exclusion of measures to
promote savings, investment, and efficient resource use. The
latter improve productivity and competitiveness as a means of
attaining sustainable balance-of-payments positions.

Most IMF assistance is provided under stand-by arrangements, An
IMF member anticipating a balance-cf-payments problem negotiates
a stand-by arrangement, specifying the amount of assistance to
be made available to it and the conditions of economic policy
and practice the member must fulfill to be permitted to draw the
assistance., In effect, a stand-by arrangement provides a nation
with an overdraft privilege against which it can draw, as
needed, provided it has met the performance conditions specified
in the agreement., BRetween 1982 and 1986, the number of active
stand-by arrangements fluctuated between 23 and 35. At the
beginning of October 1989, 16 stand-by arrangements were in
effect (5 in sub-Saharan Africa). Mexico, the Philippines,
Tunisia, and Venezuela were engaged in extended financing
arrangements. The latter is a longer version of a stand-by
arrangement. It makes assistance available for up to three
years and allows up to 10 years for repayments.

Some countries are opting for SAF or ESAF arrangements in place
of stand-by or extended financing arrangements., The SAF and
ESAF's concessional terms contrast sharply with the near market
rates of stand-by and extended financing arrangements. 1In
October of 1989, only 4 of the 32 countries with SAF or ESAF
arrangements in place also had stand-by arrangements. In August
1988, the IMF introduced a Compensatory and Contingency
Financing Facility (CCFF) to assist countries with IMF-supported
adjustment programs maintain the momentum of adjustment efforts
in the face of a broad range of unanticipated adverse external
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shocks such as sudden movements in expori{ earnings, import
prices, worker remittances, tourist revenues, or international
interest rates. The CCFF replaces the similar but more
restricted Compensatory Financing Facility. By offering "“ex
ante™ financial assurance against external shocks to members
engaged in economic adjustment, the contingency financing
mechanism will reduce the vulnerability of adjustment programs,
thereby encouraging members to undertake longer-term adjustment
programs with greater confidence. The first CCFF loan was
approved in January 1989 for Trinidad and Tobago.

The Fund also operates a Buffer Stock Financing Facility and
provides emergency assistance to meet payments problems arising
from natural disasters. No Buffer Stock loans were outstanding
in October 198%9. Emergency loans were made to only two
countries, Bangladesh and Jamaica, during 1988-89.

The IMF also plays a key role in arrangements for restructuring
the foreign debt of developing countries. Since the emergence
of widespread balance-of-payments problems in 1982, developing
nations have frequently negotiated the restructuring of their
official and officially guaranteed debt to foreign banks and to
foreign governments., These restructurincs provide relief to the
debtors by postponing interest and amortization payments. With
few exceptions, creditors have made all restructurings
conditional on the introduction of IMF-supported adjustment
programs. Since 1986, the Paris Club has agreed to accept both
SAF and ESAF arrangements as satisfying that condition in the
absence of a stand-by arrangement.

Within their restructuring arrangements, commercial banks
generally link disbursements of concerted bank lending to a
country's adherence to an IMF arrangement. The IMF role is
therefore to assist the debtor government to construct an
appropriate adjustment program, to provide foreign exchange to
support implementation of that program, and to provide its
imprimatur indicating that the debtor appears likely to be able
to overcome its balance-of-payments problems.

There is also normally a close link, though no cross-
conditionality, between World Bank adjustment locans and Fund
stand-by and extended financing arrangements. The IMF generally
supports and monitors a country's stabilization program {(and
plays a more extensive role under the Structural Adjustment.
Facilities), The Bank then assists adjustment measures. Nearly
all of the Bank's structural adjustment loans have been
implemented in the context of an IMF facility or monitoring

program.
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In May 1989, the Fund's Board of Directors agreed that the Fund
would act to support debt reduction plans agreed to between
debtor governments and their commercial bank creditors. The
Board established a set of guidelines for access to such support
with the basic criterion being, "the sustained pursuit of strong
economic policies, in the context of a medium-term program
supported by the Fund, which includes strong elements of
structural reform."” The fund will not interfere directly in
negotiations between its members and their bank creditors., The
Fund will stress close collaboration between it and the World
Bank in supporting members' debt reduction activities.

Under the quidelines, up to 25% of stand-by or
extended-financing resources can be set aside to reduce the gdebt
stock through buy-backs or exchanges. Drawings will be placed
in line with the member's performance under its adjustment
program. In cases where such support may be decisive in
promoting further cost-effective operations and in catalyzing
other financial resources, additional access of up to 40% of the
member's quota may be used for interest support of debt or of
debt~service reduction. Through December 15, 1989, four
countries, Costa Rica, the Philippines, Mexico, and Venezuela,
had received Fund support under the new guidelines.

Net disbursements from the Fund peaked at SDR 11.5 billiocn
during the l2-month period ending September 30, 1983, They
declined to SPR 1.5 billion during the 12 months ending
September 30, 1985, This decline in net disbursements resulted
from both a decline in "purchases"™ from the IMF--in effect,
loans from the IMF--and an increase in "repurchases” from the
IMF--in effect, repayments of IMF locans. Referring to l2-month
periods ending on September 30, purchases fell from SDR 13.5
billion in 1983 to SDR 4.8 billion in 1985. Repurchases rose
from SDR 2.0 billien in both 1983 and 1984 to SDR 3.3 billion in
1985.

During the years 1980 through 1985, the Fund provided net
disbursements that helped to finance the temporary balance-of-
payments deficits of member countries. But the Fund's

September 1986 through September 1989 negative net disbursements
have made it a net claimant on members' foreign exchange
earnings. Dburing 1986, repurchases of SDR 5.1 billiocon, exceeded
purchases of 3.2 billion. Net disbursements were thus a
negative SDR 1,9 billion, Net disbursements were a negative SDR
1.9 billion in 1987, a negative SDR 4.7 billion in 1988 {the
difference between SDR 2.8 billion in purchases and SDR 7.5
billion in repurchases), and a negative SDR 2.7 billion in 1989
{SDR 3.4 billion in purchases minus SDR 6.1 bkillion in
repurchases).
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4,8 United Nations Organizations and Programs

The United States supports several UN organizations and programs
with activities in the developing countries.

4.8.1. United Nations Development Program (UNDP)

The UNDP, headed by former Export Import Bank President William
H. Draper, III, is the major multilateral instrument for the
delivery of grant technical assistance to the developing world.
In 1988, UNDP expenditures totaled over $800 million, including
funding for projects in more than 150 countries and territories.

Operating through the Specialized Agencies and other UN bodies,
UNDP coordinates technical assistance to developing countries.
The UNDP country programming process encourages recipient
countries to examine their development needs and to assign
priorities to development efforts through Jjoint preparation of a
five-year country program. The UNDP coordinating role for
technical assistance provided by all UN agencies permits a
multi-sectoral approach to developing country problems. UNDP's
roundtable process provides prospective donors--UN agencies,
multilateral development banks, and bilateral donors--with a
forum to discuss a country's economic situation and development
needs.

UNDP goals for the fourth programming cycle 1987-1991 include:
revised criteria so that low-income countries receive a still
larger share of total UNDP resources; strengthened dialogue with
recipient governments on the country programming process; work
with countries on revised strategies for economic management
where indicated; and weighting in favor of developing countries
facing severe geographic, ecological or economic handicaps.

UNDP activities directly and indirectly serve U.S. interests in
a number of ways., UNDP assistance, for example, fosters
self-help and greater mobilization of domestic resources in
recipient countries. In the long run, this progress leads to
greater economic stability, reduced reliance on concessional
assistance, and improved trade prospects for the United States,

Since the establishment of the UNDP, the United States has been
its largest contributor. In FY 1989, the U.S. contribution was
$111 million. For FY 1990, the U.S. contribution is $107.830

million,

4,8.2., United Nations Children's Fund (UNICEF)

Begun as an emergency program for European children in the wake
of World War II, UNICEF gradually evolved intoc a long-term,
voluntarily funded, humanitarian, development program. Its main
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objective is to improve the health and living conditions of
children in developing countries and to assist children to
become productive members of their societies, UNICEF works
closely with governments and local communities in 119 countries,
often in collaboration with UNDP, WHO, and other UN and
multilateral organizations as well as bilateral aid agencies and
non-governmental organizations (NGOs).

Three activities are undertaken by UNICEF:

- planning and designing primary health care and basic
gservices for children;

- delivering supplies and equipment for these services;
and

- providing funds for the training of local personnel
needed to work on behalf of children, i. e., teachers,
nutritionists, health and sanitation workers, and so
forth,

UNICEF has been immensely successful in reducing infant and
child mortality rates in developing nations and continues to
focus international attention on opportunities for achieving a
"child survival revolution.” UNICEF believes it possible within
10 to 15 years to save the lives of half of the 40,000 children
who currently die each day in developing countries. UNICEF
stresses the "GOBI" strategy, a package of low-cost, high-impact
measures: growth monitoring to enable mothers to detect and
prevent infant malnutrition; oral rehydration therapy to provide
an inexpensive home treatment to reduce the high death toll
among children with diarrhea; the promotion of breast feeding;
and immunization for mothers and young children. Additional
aspects of UNICEF's program include the "three Fs" of family
spacing, food supplements, and female education. It is
estimated that UNICEF's health interventions save the lives of
over one million children every year.

The U.S. Government always has been a prime supporter of UNICEF
and a member of UNICEF's Executive Board. The UNICEF Executive
Director has always been a U.S. national. UNICEF's program
directions generally coincide with U.S. development initiatives
and policies. UNICEF's efforts in promoting oral rehydration
therapy and immunization, for example, as well as other elements
in UNICEF's effort to bring about a "child survival revolution”
in developing countries, reinforce U.S. assistance programs
aimed at promoting child survival. 1In 1988, in addition to its
contributions to UNICEF's general resources, the United States
provided special contributions to UNICEF totaling approximately
$25 million for child survival activities. A.I.D., is also
co~-sponsoring the March 1990 World Conference on Education for
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All, sponsored by UNICEF, UNESCO and UND?, to focus worldwide
efforts on achieving basic education for all people by the vyear
2000.

All of UNICEF's income comes from voluntary public and private
contributions, The U.S. contribution in 1989 of $60.4 million
represented 18.1% of estimated governmental contributions to
UNICEF's general resources. Other major pledges in 1989
included $42.1 million from Sweden, $36.4 million from Italy,
$31.5 million from Norway and $27.4 million from Finland. For
FY 1990, the U.S. contribution is $33.9 million. UNICEF is
unique in the UN system in that private contributions and the
sale of greeting cards raise about 16% of UNICEF's general
resources.

4.8.3. World Health Organization (WHO}

The World Health Organization (WHO) functions as the chief
coordinating authority on international public health. It works
to build strong national health services to enable countries to
become self-reliant in meeting the health needs of their
citizens. WHO's approach to health is preventative rather than
curative,

Since its formation in 1948, WHO has worked to help member
countries control diseases. It can take much of the credit for
the eradication of small pox and is now working with A.I.D. to
support development of a vaccine against malaria. WHO launched
and is leading the international fight against acquired immune
deficiency syndrome (AIDS), including medical reserach and the
development of preventative measures, W30's increased focus on
child survival parallels U, S. policy regarding international
assistance for primary health care, including provision of safe
water, adegquate nutrition, and essential drugs and immunizations
against basic childhood diseases.,

The World Health Organization has the largest regular budget of
any UN specialized agency. The United States is assessed 25% of
WHO's regular budget., 1In FY 1989, the United States' assessed
contribution was $77.8 million. The U.S. net required payment
for FY 1990, excluding arrearages, is $74.1 million; and for FY
1991 it is $78.3 million.

4.8B.4. Food and Agricultural Organization (FAO)

The Food and Agriculture Organization (FAQ) is the UN
specialized agency with primary responsibility in the area of
agriculture, fisheries, forestry and nutrition. FAQ was
established in 1945 and maintains headquarters in Rome, Italy.
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FAO income is derived from the assessed contributions of 158
member countries, and from voluntary extra-budgetary
contributions by donors. U.S. assessed contributions to the FAO
support the Regular Program Budget (RPB).

In the past two biennia, the United States has been assessed by
FAQ at a rate of 25% of total RPB levels. U.S. legislation
(P.L. 92-544}) places a cap at 25% on the level of funding we can
provide toward FAO's regular budget.

In 1988-89, the approved RPB for FAO was $492,360,000. FAO's
assessed budget for 1990-91 is $626 million. At 25%, the U.S.
assessed share of the 1990-91 budget is about $78 million per
annum, or $156 million for the biennium. FAO projects that it
will receive $775 million in extra-budgetary contributions from
governments, international organizations and non-governmental
donors, making the total projected FAO budget for 19%0-91 about
$1.4 billion.

The United States is currently in arrears in its payments to
FAO. According to U.,S. calculations, the United States owes FAO
approximately $123 million in arrearages after making an $18
million payment in January 1990. Technically, the U.S. right to
vote can be suspended if we do not make a payment to FAO of at
least $65 million by January 1, 1991. Moreover, according to
Rule XII.7 of the Basic Texts of FAO, continued non-payment of
U.S. arrearages beyond two years may be considered by the FAO as
U.S. resignation from the organization.

FAQ's technical assistance encompasses the following areas:
plant production and protection; animal production and health;
fertilizers; land and water resources; fisheries; food pelicy
and nutrition; forestry; agrarian reform and rural development;
and training for developing country nationals in all areas of
agriculture. FAQ's program of work for the 1990-91 biennium
reflects and ascribes to a link between food issues and other
non-food sectors. According to FAQ, its strategies for the food
and agriculture sector are impacted by the state of play in
other arenas, including money and debt problems and
international arrangements for trade of agricultural
commodities. FAQ sees in these linkages its legitimate mandate:
to alleviate the burden of debt servicing that inhibits
improvement in the economic growth of developing countries; and
to advocate liberalization of global terms of trade which would
improve market access for developing countries,

The United States remains concerned that FAQ stretches itself
too thin in trying to affect conditions in a multitude of
"priority" areas. The United States continues to recommend that
FAO rank priorities and then make tough decisions in .light of
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these rankings as to which priorities skould be pursued at the
cost of others. Moreover, the United States urges FAO to
undertake the significant administrative and management
improvements recommended in 1989 by the groups of experts who
reviewed FAO's roles, priorities, goals, strategies and field
operations.

4,8.5, World Focd Program (WFP)

The UN and the FAO established the World Food Program (WFP) in
1962 to provide food aid to governments for development projects
and as emergency assistance., Over 50 participating countries,
including the United States, make voluntary pledges to WFP in
the form of commodities and cash (for services such as
shipping). The United States has been a major supporter of WFP
providing, over the years, about a quarter of WFP resources.

The WFP works toward long-term solutions to hunger while meeting
immediate or emergency reguirements by implementing
food-assisted rehabilitation and development projects aimed at
the increased economic production that uvltimately reduces
poverty and hunger. During the 1987-88 biennium, and carrying
into the 1989-90 biennium, emergency assistance for refugee
programs -- in the Horn of Africa, Mozambique, Pakistan and
Afghanistan -- have placed an unprecedented burden on WFP
resources. WFP had called on donors for more voluntary
resources to meet escalating emergency assistance requirements
as well as on UNHCR (UN High Commission of Refugees) to solve
the problem of protracted refugee status situations.

At the same time, WFP has been charged by members with arriving
at innovative approaches to food aid to improve the status of
women in development; to foster improvement of the environment;
and to ameliorate the negative impact of structural adjustment.
WFP's major efforts in the area of social and economic
development are currently implemented through the following

types of projects:

-— human resources development proijects such as child feeding
and school lunch programs;

-- infrastructure development projects, such as irrigation and
road projects in which part of the workers' earnings are
‘paid in food: '

-— production projects, such as the supply of food grains to
support livestock and poultry industries; and

- resettlement programs to sustain displaced groups until
crops can be harvested on land made available to the groups,.
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Because donors have not been able to respond with resources --
in cash or in-kind -- at the levels needed, it is likely that
the Program will make reductions in its regular development
project activity.

The WFP pledge target for 1989-90 is $1.4 billion, of which the
United States has pledged $300 million in commodities and cash
subject to Congressional appropriation and commodity
avallability. The pledging session for the next WFP cycle,
1991-92, will be held in early 1990. The United States does not
expect to make its pledge at that time. However, a formal
commitment probably will be made by the end of October 18350,

4,8,.6, United Nations Environment Program (UNEP)

Established pursuant to UN General Assembly resolution in 1973
in Nairobi, Kenya, UNEP promotes and coordinates international,
regional and national efforts to preserve, protect and improve
the environment; and maintain the natural resource base, UNEP
is responsible for monitoring the world environmental situation
to ensure that international environmental problems receive
appropriate consideration by governments. It is primarily a
catalytic and coordinating program which provides seed money to
launch or support programs designed to fill gaps or improve
performance of environmental programs carried out principally by
other elements of the UN system.

U.S. contributions to UNEP are voluntary. The United States has
been the major contributor to UNEP. The United States initiated
the Environment Fund which provides financing for environmental
activities undertaken by the UN system. Since the Fund's
inception, the United States has provided a total of $126.7
million. The United States plans to contribute $8.0 million to
UNEP in FY 1990.

For the most part, UNEP's activities closely parallel U.S.
interests and complement United States environmental efforts to
improve the environment, For instance, UNEP development of
uniformed international guidelines to be observed by all trading
nations with respect to environmental standards in productive
activities improves the competitive stance of U.S. business that
must meet high domestic environmental standards., Moreover,
recommendations by UNEP for action on pollution control can
influence the sale of pollution control equipment, benefiting
those U.S. industries that produce it.

UNEP is particularly responsive to U.S. interest in promoting
sustainable development. UNEP also promotes cooperation on
regional problems such as acid rain, marine pollution and
desertification. The United States attaches particular
significance to UNEP's Regional Seas Program; the Endangered
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Species Convention (CITES); the Intergovernmental Panel on
Climate Change (IPCC); and the Global Environmental Monitoring
System (GEMS) and its subprogram on Global Resource Information
Data. Recent new UNEP initiatives of major importance to the
United States include the proposal of a major new convention on
biodiversity; the call for a global convention on climate
change, and ratification of a convention for the control of
transboundary movements of hazardous wastes.

4.8.7. United Nations Industrial Development Organization
{UNIDO) and its Investment Promotion Service (1PS)

Established in 1967 as an integral part of the UN Secretariat,
UNIDO was given status as a specialized UN Agency in 1986.
UNIDO is charged with promoting and accelerating
industrialization in the developing countries. To accomplish
this task, UNIDO works with the private sector and encourages
investment as a means of fostering industrialization in
developing countries., UNIDO is the third largest executing
agency for UNDP-funded projects.

UNIDO's gross budget for the biennium 1990-91 is $164 million,
of which the U.S. share is 25% or roughly $41.1 million., A,I.D.
provides a voluntary contribution to UNIDO from its
International Organizations and Programs Accounts to support the
Investment Promotion Service {IPS) which is located in
Washington, D.C. A.I.D. provided $150,000 to IPS/District of
Columbia in FY 1988 and $250,000 in FY 1389. The allocation for
IPS/District of Columbia in FY 1990 is $500,000.

UNIDO's IPS works with the private sector. It hosts investment
promotion officers from developing countries and supports their
efforts to attract private investment capital for industrial
projects in their home countries, The I2S program maintains
eight offices worldwide (in Austria, Federal Republic of

Germany, France, Italy, Japan, Poland, Switzerland, and the
United States), each funded by their respective .host governments.

The United States has suggested that IPS offices in developing
and industrialized countries should focus more on assuring the
role of the private sector in investment brokering and emphasize
such functions as promoting national business climates that
attract and encourage private enterprises as part of its own
activities, It has been suggested also that UNIDO's IPS has
greater potential for impacting investment by convincing
national governments to institute policies and incentives
conducive to open markets than by its current approach.

In 1988-89, A,I.D.'s Office of Private Enterprise contributed
in-kind services to UNIDO worth $100,000 to support projects and
activities of mutual interest in the field of privatization.
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Thus far, IPS has worked with UNIDO staff to develop a workshop
on privatization strategies for development.

4.8.8, United Nations Capital Development Fund (UNCDF)

UNCDF was created in 1966 for the purpose of providing, on a
grant basis, seed money for small, catalytic development
projects for the poorest people in the least developed
countries. Operating under the administration of the UNDP, the
Fund supports self-help projects too small for the multilateral
development banks to finance and promotes the application of
appropriate technology concepts. UNCDF expenditures for 1988
were about $35 million.

Continued U.S. support for UNCDF is consistent with U.S.
interests in bringing grass-roots level assistance to the
pocrest people with emphasis on appropriate light capital
technoloagies. The United States contribution for PY 1989 was
$1.5 million. The U.S. contribution for FY 1990 is also $1.5
million.

4.8.9. International Fund for Agricultural Development
(IFAD)

IFAD is a United Nations specialized agency created in 1977 with
strong leadership from the United States. It focuses
international development assistance on increasing food
production in the poorer developing regions. The Fund's
activities are directed specifically at small farmers and the
landless poor, using concessional loans and grants,

IFAD is primarily a facilitating and co-financing institution
for the world's poorest people. For the twelve-year period
1978-1989, cofinanciers invested $3,702.4 million in all
projects (34% of total project cost) supported by the Fund -
compared to IFAD's investment of $2,745.5 million (25% of total
project cost). During 1989, IFAD initiated 92% of the projects
it funded and ccooperating institutions 8%, In 1989, 61% of
IFAD's reqular loans were highly concessional (50 year term at
1% service fee} and benefited low~income rural people,
especially landless families and women. In the 1978-1989
period, 78% of IFAD's loans to Africa were targeted to people
with annual per capita incomes below $300 in 1976 prices.

In developing its projects, IFAD closely studies the policy
environment of a potential loan to identify potential obstacles
to smallholder production. If host country policies discourage
small farmer agricultural preduction {e.g., through controlled
prices or state-owned marketing channels), IFAD will work with
the recipient government to make the adjustments necessary to
establish market-based incentives,
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The $2.5 million contribution appropriated by the Congress for
FY 18389 is the last installment needed to meet the 0,8,
commitment of $80 million under IFAD's second replenishment.,
Third replenishment negotiations were completed in late 1989,
The United States plans to contribute $82.8 million to the third
replenishment. The Congress approprizted $34.438 million in

FY 1990 and the Administration is requesting $6.250 million in
FY 1991,

4.8.10., World Food Council (WFC)

The World Food Council (WFC) was created by the General Assembly
pursuant to a resolution of the 1974 World Food Conference, The
Council is tasked with (a) reviewing annually, at the
Ministerial level, major problems and policy issues affecting
the world food situation, and (b} making recommendations teo the
UN system, regional organizations, and gecvernments on how to
solve world food problems.

Recent WFC~gponsored discussions have dealt with poverty as the
chief cause of hunger and malnutrition. More specific issues on
which WFC has focused attention are: international trade and
ceooperation in food and agriculture, the resulting need for
fundamental internaticnal policy changes, and specific WFC
member countries' activities in these areas, WFC plans to
increase communication and coordination with other UN agencies
as well as to increase depth of policy analysis, program
efficiency, anéd acccuntability.

Having neither operational nor financial functions, the WFC has
a small budget, primarily for salaries of the staff; and it is
funded directly from the UN's operating budget, The small
professional staff of WFC is led by an executive director who
has traditionally been from the United States.

4.9. Organization of American States (0QAS)

Since its creation in 1848, the Organization of American States
{0AS) has focused on peacekeeping and security (based on the
1947 Rio Treaty) in the Latin America region. It also has
fostered economic development, democratic initiatives, and human
rights in Latin American countries., Specific OAS development
initiatives which complement current U.S. goals in the region
are democracy-building, legal development, and prevention of
drug abuse.

Three categories of entities fund OAS economic development
initiatives: Western Hemisphere member countries, non-member
countries {Canada, Israel, Italy, France, Spain) and other
development and international organizations (A.I.D., IDB, the
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World Bank, UNDP, UNEP). Argentina, Brazil, Mexico, and
Venezuela have gradually become net donors rather than net
recipients of OAS development programs., Concomitantly, the U.S.
share of voluntary contributions has gradually declined from 66%
in the 1960s to just under 50% in FY 1989 and FY 1990. The U.,S.
voluntary contributions to the 0OAS in FY 1990 totaled $10
million. These contributions to OAS Development Assistance
Programs mobilize human and natural development efforts to
promote economic development consistent with U.S., interests in
the area. '

The OAS has been highly receptive to U.S. economic development
policy guidelines and has adjusted its priorities to meet
current development needs in the hemisphere. Specifically,
these adjustments include efforts to promote democratic
initiatives such as the OAS Legal Development Program, and the
special electoral assistance program for Haiti. The latter
program was inspired by the U.S., Administration of Justice
program to enable member countries to apply their own laws more
effectively while promoting due process for all. 1In 1987 the
OAS also approved a comprehensive program on drug abuse and
trafficking for the entire hemisphere,

Other current priority areas of technical assistance include
marine resource development, pre-investment feasibility studies,
training, Inter-American centers., These programs are
implemented through four OAS voluntary funds for development:
the Special Multilateral Fund {SMF), the Special Projects Fund
(SPF), the Special Development Assistance Fund (SDAF), and the
Special Cultural Fund (SCF),

OAS programs have achieved notable accomplishments to date:
91,000 specialists have been trained; financial support from
non-member countries and institutions is increasing, reflecting
confidence in the Organization; and OAS pre-investment
feasibility studies have generated over $6.5 billion in
down-stream loans from the World Bank and Inter-American
Development Bank. These accomplishments have been effected by
0OAS under continued budget austerity. Budget economies,
reprogramming, and focus on priorities have enabled the 0AS to
carry out its activities with zero real growth since 1982.
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Chapter 5.
Comprehensive Development Budget
This chapter outlines the Administration's funding request for
economic and development assistance and development-related

programs for FY 1991.

5.1, Trends in U.S, Economic Assistance

As noted previously in Chapter 3, since economic assistance
became a factor in international relations after World War II,
the United States has been the largest and most creative aid
provider. 1In no year throughout this period has any other
provider come close to the U.S, aid level in dollar terms:
however, most countries have exceeded U,.5. assistance as a
percent of GNP in recent years (see Table 3.1,). Also, the U.S,

share of all official development assistance has dropped -- from
28% ten years ago to approximately 21% now, while Japan's share
has increased significantly -- from 11% to 19% -- and may

surpass the United States in 1990, The United States pioneered
the projectizing of aid, it sponsored the creation of the
international lending agencies, it made the poorest classes a
target group, it led the creation of the international
agricultural research centers, it was the main force in shifting
worldwide aid budgets toward the private sector, it spearheaded
the growing trend to policy-based assistance, and it is still
unigue among national and international donors in implementing
its program through resident field missions.

Both Development Assistance and the Economic Support Fund are
authorized under the Foreign Assistance Act of 1961 and are
administered by A.I.D. Table 5.1 shows trends in Economic
Support Fund and Development Assistance over the years 1979-1991,

The Administration's total requested budget authority for
bilateral and multilateral development programs in FY 1991 of
$9,261.6 million appears in Table 5.2. The table alsoc shows the
actual budget authority for FYs 1988, 1989, and 1990.

5.2, Agency for Interpational Development

A.I.D. is requesting a total appropriation of $6.283 billion for
Development Assistance, the Economic Support FPund and Special
Assistance Initiatives for FY 1991. A.I.D.'s program for FY
1991 is based on three broad development goals: (1) economic
growth that is broad-based and sustainable in both economic and
environmental terms; (2) human capacity development with
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Table 5.1.
U.S. Economic Assislance Obligalions by A.1.D. Administeced Progcama
Fiscal Yeurs 1979 - 1991 1/ (US $ Millions)

Development Assistance PL 480 Title 1
(Functional Accounis Plus Sahel/DFA)
Centrally Centcally
Funded Funded
Year Africa Asia LAC NE/E Programs Total Year Africa Asia LAC WE/E Programs Total
1979 2Z24R.] 397.8 246.5 42.6 257.1 1,192.3 1979 8z.7 273.4 12.5 312.8 43.6 185.0
1980 264.0 392.3 251.0 34.3 256.3 1,207.9 1980 140.¢ 280.7 93.6 352.8 6.0 867.1
1981 300.3 387.2 233.3 61.2 282.0 1,274.0 1981 147.4 195.2 82.2 368.6 0.0 7193.4
1982 j28.8 400.) 280.4 19.4 JA6.7 1,396.0 1982 124.0 149.0 126.6 32¢.0 13.0 192.6%
1983 315.3 392.2 328.9 43.) 361.2 1,441.3 1983 144.1 167.5 193.4 290.5 54.0 849.5
1984 340.0 392.0 295.1] 51.8 400.8 1,4890.1 1984 127.0 183.0. 180.5 313.0 471.0 B50.5
Afcica Aeia/NE LAC DR/U* CFP TOTAL Africa Asia/NE LAC Ccrp TOTAL
1985 352.2 4931.9 507.4 527,31 1,880.7 1985 182.4 558.0 260.6 98.7 1,099.7
1986 378.9 442.1 461.5 431.5 1,714.0 1986 160.2 506.9 197.4 124.2 988.7
1987 396.7 427.9 436.7 405.5 1,666.9 1987 131.4 454.0 197.7 127.¢ 910.?
1988 553.6 388.5 415.9 4710.2 1,8208.3 1988 82.4 466 .4 167.0 47.8 763.4
1989 578.4 416.5% AlA.7 441.% 1.850.7 1989 95.5 467.0 1712.7 32.3 767.5
1990 573.3 566.2 27 349.3 16.0* 432.4 1,937.3 2/ 1990 101.5 427.4 164.0 156.1 849.0
1991 560.5 904.5 3}/ 374.6 428.9 2,268.5 3/ 1991 94.0 395.0 184.0 144.0 817.0
Economic Support Fund PL 4B0 Title II
Centrally Centrally
Funded Funded
Year Africas Asis LAC BWE/E Programs Total Year Afrcica Asla LAC WE/E Programs Total
1979 53.0 0.0 8.0 1,881.1 0.2 1,942.5 1979 ar.: 192.8 63.3 56.2 149.8 549.2
1980 132.7 22.0 15.2 1,988.2 0.1 2,158.2 1980 153.3 256.3 58.9 40.3 209.1 rig.1
1981 163.0 32.0 14).4 1,860.0 0.9 2,199.3 1981 174.7 289.0 90.7 56.2 0.0 610.6
1982 294.8 155.0 328.9 1,991.1 0.5 2,110.3 1982 84,6 239.4 59.8 84.4 155.8 624.0
1933 286.1 255.8 500.4 1,929.1 0.1 2,971.5 1983 95.2 215.2 76.2 57.9 155.0 599.5
1984 333.1 280.0 464.1 2,061.7 5.2 3,146.2 1984 144.3 158.8 59.9 47.1 329.9 740.0
Africa Asis/NE LAC DR/U* CFP Total Africas Asia/NE LAC crep Total
1985 417.8 3,8372.5 985.0 1.0 5,247.4 1985 53.0 152.5% 39.5 823.0 1,0é8.1
1986 245.2 4,006.4 659.5 1.5 4.913.0 1986 187.4 221.5 63.2 280.6 158.17
1987 164.8 2,917.9 818.5 1.0 3,912.3 1987 112.8 168.7 45.8 224.9 552.3
1988 39.7 2,495.9 484 .8 0.4 3 020.8 19899 205.5 223.6 74.2 211.9 715.2
1989 99.3 2.816.4 461.7 34.3 3,411.7 1989 154.2 263.5 93.5 187.8 699.0
1990 13.9 2,971.3 980.3 &/ 3.6% 3,969.0 4/ 1990 104.8 153.6 86.0 328.2 672.6
1991 56.1 2,636.0 651.9 3,344.0 1991 83.7 149.7 67.4 345.2 646.0

*Disaster Reserve/Unallocated

1/ FYs 1979-1989 ceflect actusl obligations; FY 1990 figures are estimates; FY 1991 (igures ate request levels.

2/ The FY 1990 total includes $159.3 million for the Multilateral Assistance Initiative for the Philippines from the Special Assistance Initiatives.

3/ The FY 1991 total includes $500 million for the Special Assistance Initiatives: $200 miliion for the Multilateral Assistance Initiative for the
Philippines and $300 million for Esst European Regional Economic Stabilization Support.

4/ The FY 1990 ESF total includes $500 million supplemental requeslL for Panama and $15 million Disaster reserve plus $15.125 million Section 517.

SOURCE: Various A.1.D. Congressional Presentation Volumes Doc #3143C
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ABLE 5.2
SIVE DEVELOPMENT BUDGET

(Budget Authority in Millions of Dollars)

FY 1988
ACTUAL

FY 1989
ACTUAL

FY 1990

FY 1991
REQUEST

--------------------------------------------------------------------------------

ILATERAL ASSISTANCE
A.1.D. Development Assistance..../l
Trade & Development Program........
Qverseas Private Investment

Corporation (OPIC).......vvvuen /2
Food for Peace (PL 480}.......... /3
Economic Support Fund..............
Special Assistance Initiatives.....
Central Am Reconciliation Asst....,
Peacekeeping Operations............
Anti-Terrorism Assistance..........
Peace (OrpS. it iierennsnnnrnas
i F- Lol ol e B o SO /4
Inter-American Foungaticn..........
African Development Foundation.....
Migreaticn 8 Refugee Assistance.../4

Suttotal, BILATERAL...........

MJULTILATERAL ASSISTANCE /5
Interngtignea) Bank for
Rezoastructicr & Development.....
Internztignal Deveiopment
55 S ot o - T T O
Contribution to the Snecial
Facility for Sub-Sgharan Africa
Internztiorsl Finance Corp...v.vonss
Bfrican Development Bank...........
African Development Fund...........
Asian Developrent Bank.............
Asian Development Fund.............
Inter-Anerican Develgpment Bank....
Fund for Speciel Operation.......
1ADB Investment Corporation......
Y
International Orgenizations
B Programs.. ... it ii i
{UN Develcpment Program).........
{UN Children's Fund (UNICEF))....
{Organization of American States)
{Other I0 Programs)......vovuen /6
Internationegl Fund for
Agricultural Development.........

Subtotal, MULTILATERAL.....cvvevrns
Bross Total...euiiiiiiiinranannes
0ffsetting Receipts (A.1.D.}.......
GRAND TOTAL ..o iiitiiiii i ieneeennns

2,363.4
25.0

1,059.6
3,269.4

27.7

™~
Pl IO = OO W

PO LI A e
£n b LN QD N UV O O

y .

{787.0)

REEREESY

8,077.3

2,400.9
25.0

1,098.
3,301.

1
5
36.3
31.7
9.8
153.5
101.0
16.6
0

0

985.0

152,

._.
=]
wn
P P - - - 1
1 Ot

223.6
{109.9)

(844.4)

8,367.7

2,409.9
31.5

978.2
3,694.0 7/
159.3
26.4
32.8
10.0
165.6
113.0
16.9
8.9

-------

(790.0)

9,088.0

-------

110.¢
1,064.2

40.3
10.1
105.5

301.8
57.4
20.9
25.5

218.8
(108.5)
(50.0)
(10.0)
(50.3)

6.3
10,051.6
(790.0)

9,261.6
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Table 5.2 Continue

A.1.0. DA excludes Miscellaneous Trust Funds; includes IDCA/A.1.D. Operating
Expenses and the Foreign Service Retirement Fund.

OPIC does not request Budget Authority. Authority for loan guarantees is:
FY 1988 - $200 million; FY 1989 - $175 million,
FY 1990 - $211.5 million; FY 1991 - $185 million.

PL 4B0 program levels are: FY 1988 - $1,478.8; FY 1989 - 1,466.5
millicn; FY 1990 - $1,521.6 miYlion; FY 1991 - $1,463.0 million,

Migration & Refugee Assistance and Narcotics included for information purposes
only, as they are not development activities.

Does not include callable capital for the Multilateral Development Banks,
Includes: International Atomic Energy Agency, World Meteorological Organiztion,
UN Capital Development Fund, UN Development Fund for Women,
UN Education and Training Program for Southern Africa, Convention on
International Trade in Endangered Species, UNIDO Investment Promotion Service,
UN Environmental Program, UN Fund for Victims of Torture, World
Food Program, UN Trust Fund for South Africa, UN Institute for Namibia, UN
Fellowhip Program, World Heritage Trust Fund, ICSOC,
UN (enter on Human Settlements, UN Afghanistan Emergency Trust Fund,
Intergovernmental Pane} on Climate Change, UN Trust Fund for International
Research and Training Institute for the Advancement of Women, UN Fund
for Drug Abuse Control, Internaticnal Civil Aviation Organization, UN Conference
¢n Trade and Development, and UK Economic and Social Commission for hsia
and the Pacific.

Incluces $300 million supplemental request and $15 million deob/reod

for Panama,

Inclugzs $70 millicn supplemental request.
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particular emphasis on health and education levels required to
enable all citizens to contribute to and benefit from economic
progress; and (3) pluralism, including the promotion of
democracy, freedom and competition in the political, economic
and social institutions of a nation. This budget also reflects
the Administration's most critical foreign policy objectives:
protection of our national security interests; alleviating
suffering of the world's poor; supporting the war on narcotics;
and promoting U.S. trade abroad.

5.2.1. Development Assistance

For FY 1991, A.I.D. is requesting §2.4 billion for Development
BRssistance. This figure includes $1.2 billion for development
programs previously funded under the traditional functional
accounts; $560.5 million for the Develorment Fund for Africa
(DFA), which Congress approved in FY 1988; and $633 million for
American Schools and Hospitals Abroad, International Disaster
Assistance, and Operating ExXpenses and the Foreign Service
Retirement and Disability Fund. Guaranty authority is requested
for additional programs, including the Frivate Sector Revolving
Fund, the Trade Credit Insurance Program, and the Housing
Guaranty Program,

5.2.1.1. Development Fund for Africa

As noted in Chapter 3, in FY 1988, Congress approved at A.I.D.'s
request this special funding mechanism for sub-Saharan Africa to
allow flexibility in promoting economic growth in the world's
poorest region. The FY 1991 request level for the DFA is $560.5
million, which includes the Southern Africa Development
Coordination Conference (SADCC) program ($50 million) and
continuation of the Africa Economic Pelicy Reform Program (§55
million). Through the DFA, A.I.D. is pursuing new approaches to
improve the coherence and effectiveness of U.S. assistance to
the region and promote economic growth which is broad-based,
market oriented, and, above all, sustainable. Program focus is
shifting to sector-specific constraints to development, and
resources are increasingly allocated on the basis of economic
performance and potential for growth, as well as need.

5.2.1.2, Development Programs¥*

A.I.D. is requesting $1.231 billion in FY 1991 for development
programs as noted above and in Chapter 3.

* This request covers funding previously requested under the
functional Development Assistance accounts, It excludes
programs covered under the Development Fund for Africa,

discussed above,
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This request covers funding previously requested under the
following accounts: Agriculture, Rural Development and
Nutrition; Population Planning, Health; AIDS Prevention and
Control; Child Survival Fund; Education and Human Resources
Development; and Private Sector, Environment and Energy; and
Science and Technology.

The development program request includes $75 million for a new
Development Policy Reform Program (DPRP) to support progress
toward open markets and open societies. The DPRP would be
performance-based and modeled on the successful Africa Economic
Policy Reform Program. The budget request allocates $50 million
for Asia, Near East and Eastern Europe countries and $25 million
for Latin America and Caribbean countries.

5.2,2, Economic Support Fund

For FY 1991, the Administration is requesting $3.358 billion for
the Economic Support Fund (ESF), including $14.0 million under
deobligation/reobligation authority to address economic,
structural, and development problems in countries of particular
security and political interest to the United States.

5.2.3. Special Assistance Initiatives (SAT)

In FY 1990, Congress enacted legislation to establish this new
account, It provides funds to meet extraordinary conditions in
developing countries and was inaugurated in FY 1990 with $159.3
million for the Philippines. For FY 1991, the Administration is
requesting $500 million which would include an additional $200
million for the Philippines and $300 million for East European
Regional Economic Stabilization Support.

5.3. Food for Peace (P.L. 480) Program

As explained in Chapter 3, Public Law 480 (P.L., 480) provides
for two basic types of food aid -- concessional sales (Title I)
and grant (Title II). A second source of food aid is Section
416, which authorizes the use of U.S. Government surplus
commodities, when available.

Total budget authority requested for Title I in FY 1991 is
$251,853,000, which excludes carry-forward and estimated
receipts totalling $565,147,000. This would bring the FY 1991
program level to $817 million, which will finance shipments of
an estimated 4.4 million tons of food aid. This figure includes
$54.5 million to finance freight differentials. With the
exception of the freight differential, in general, recipient
governments must cover all costs associated with transporting
the commodities from the United States to their own countries.
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The Title II level budget authority requested for FY 1991 is
$646 million, which includes $242.2 million for ocean
transportation to all countries and overland delivery to
landlocked countries., An estimated 1.9 million metric tons of
food can be provided at this funding level.

In FY 1991, the U.S. provision of 362 thousand metric tons of
food, valued at $76.7 million, is planned for both regular and
emergency feeding pregrams of the UN/FAC-sponsored World Food
Program (WFP). The United States, with eleven other maljor
donors, biennially pledges food, services {such as ocean
transport costs), and cash to WFP for projects similar to those
sponsored by U.S. voluntary agencies. {These figures are for
planning purposes only pending a formal U.S. pledge.)

FY 1991 program levels of Section 416 surplus commodities,
unknown at this time, will depend upon the Commodity Credit
Corporation (CCC) inventory and commodity availability.

5.4. International Fund for Agricultural bPevelopment (IFAD)

The U,S. completed its contribution to IFAD's second
replenishment in FY 1989. The Administration is requesting
$6.250 million in FY 1991, which along with $34.438 appropriated
in FY 1990, will fulfill half the U.S. obligation for the third
replenishment,

5.5 Multilateral Development Banks

The multilateral development banks (MDBs) play an major role in
international economic assistance efforts. A significant
proportion of the funds going to developing countries flows
through the MDBs and U.S. contributions to their programs are an
important part of the total U.S. economic assistance program.

The Administration's request for FY 199)] to meet our comitments
to the MDBs is $1.7 billion. Chapter 4 discusses U.S. funding to
MDBs in greater detail.

5.6 International Organizations and Programs

The Administration's request of $225 million for FY 1991 will
fund U.S. voluntary contributions to international organizations
and programs that support development, humanitarian and
scientific activities, Three new items are proposed in the
account this year -- contributions for the International
Tropical Timber Organization, the Tropical Forestry Action Plan
and the World Meteorological Organization Climate Studies Fund
-- which reflect increased concern for global environmental

issues.
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The UNDP is the largest single source for grant multilateral
technical assistance to developing countries, with projects in
more than 150 countries. The FY 1991 request for the UNDP is
$108.5 million.,

UNICEF, the UN Children's Fund, continues to play a major role
in addressing the many problems affecting children in the
world., UNICEF assistance includes both goods and expert
services and its programs have a widespread, positive impact on
the well-being of the neediest, most vulnerable population
groups. The Administration's reguest for UNICEF contributions
in FY 1991 is $50 million.

The remaining $66.5 million request for International
Organizations and Programs will support activities conducted by
the following organizations: International Atomic Energy
Agency, UN Environment Program, Organization of American States'
Development Assistance Programs, Afghanistan Emergency Trust
Fund, the International Convention and Scientific Organization
Contributions, World Meteorological Organization, Capital
Development Fund, International Tropical Timber Organization,
Educational and Training Program for Southern Africa, Investment
Promotion Service, Special Fund for Climate Studies, Tropical
Forestry Action Plan, Convention on International Trade in
Endangered Speciesg, Trust Fund for South Africa,
Intergovernmental Panel on Climate Change, and Voluntary Fund
for Victims of Torture, and IFAD, which was discussed earlier.

5.7. Peace Corps

The Peace Corps continues to stress a broad-based, grass-roots
approach to development, frequently in collaboration with A.I.D.
programs. The FY 1991 request for Peace Corps programs is
$181.1 million.

5.8. Trade and Development Program

The Trade and Development Program (TDP) finances planning
activities for capital projects which will enhance the
productive capacities of developing countries and encourage the
use of U.S. technology, goods and services in the implementation
of these projects. The result has been increased private sector
involvement in development efforts., TDP-financed activities
have already generated an estimated $1.2 billion in U.S. exports
from the approximately $113 million invested from FY 1981 to FY
1988, The Administration is requesting $30 million for this
program in FY 1991,
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5.9. Overseas Private Investment Corporation

The Overseas Private Investment Corporation (OPIC} operates on a
self-~sustaining basis, recuiring no congressionally appropriated
funds. OPIC provides political risk insurance, finance and loan
guarantees to U.S. investors in new or expanding businegses in
developing countries. OPIC's insurance covers a portion of the
loss that a U.S. investor would incur in the event of currency
convertibilty problems, expropriation, war, revolution,
insurrection or civil strife, OPIC's direct loans and loan
guarantees on commercial terms are provided to new or expanding
privately owned and operated businesses in developing countries.



A.I.D.
ADB
ADF
ADF
AfDB
AFIC
AfDF
AIDS
ASHA
CBI
CccC
CCFF
CG
CITES
DA
DAC
DFA
EPN
ESAF
ESF
Fa0
FSO
GATT
GCI
GDhP
GEMS
GNP
GSP
HG
IAF
IBRD

iDa
IDB
IDCA
IFAD
IFC
IIC
IMF
IPCC
IPS
LDC
MDB
MIGA
NGO
NIC
NOEDC
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ACRONYMS

Agency for International Development

Asian Development Bank

African Development Foundation

Asian Development Fund

African Development Bank

Asian Finance and Investment Corporation
African Development Fund

Acquired Immunodeficiency Syndrome

American Schools and Hospitals Abroad
Caribbean Basin Initiative

Commodity Credit Corporation

Compensatory and Contingency Financing Facility
Consultative Group

Endangered Species Convention

Development Assistance

Development Assistance Committee of the OQECD
Development Fund for Africa

Early Project Notification

Enhanced Structural Adjustment Facility
Economic Support Fund

Food and Agriculture Organization of the United Nations
Fund for Special Operations

General Agreement on Tariffs and Trade
General Capital Increase

Gross Domestic Product

Global Environmental Monitoring System

Gross National Product

Generalized System of Preferences

Housing Guaranty

Inter-American Foundation

International Bank for Reconstruction and Development
("World Bank")

International Development Association
Inter-American Development Bank
International Development Cooperation Agency
International Fund for Agricultural Development
International Finance Corporation
Inter-American Investment Corporation
International Monetary Fund
Intergovernmental Panel on Climate Change
Investment Promotion Service

Less Developed Country

Multilateral Development Bank

Multilateral Investment Guarantee Agency
Non-governmental Organization

Newly Industrialized Country

Non-o0il Exporting Development Country
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OAS -~ Organization of American States

QOECD - Organization for Economic Cooperation and Development
OFDA - Office of Foreign Disaster Assistance of A.I.D.
QPEC - Organization of Petroleum Exporting Countries
OPIC - Overseas Private Investment Corporation

ORT - Oral Rehydration Therapy

PAHO - Pan American Health Organization

PCV - Peace Corps Volunteer

PFP - Policy Framework Paper

PVQ - Private and Voluntary Organization

RPB - Regular Program Budget

SADCC - Southern Africa Development Coordiration Conference
SAF - Structural Adjustment Facility

SAT - Special Assistance Initiative

SCF - Special Cultural Fund of OAS

SDAF - Special Development Assistance Fund of OAS

SDR - Special Drawing Right

SMF - Special Multilateral Fund of OAS

SPF - Special Projects Fund of 0OAS

TDP - Trade and Development Program

TFF - Trade Financing Facility

UN - United Rations

UNCDF - United Naticns Capital Development Fund

UNDP - United Nations Development Program

UNEP - United Nations Environment Program

UNFPA - United Nations Fund for Population Activities
UNGA - United Nations General Asserbly

UNHCR - United Nations High Commission of Refugees
UNICEF - United Nations Children's Fund

UNIDO - United Nations Industrial Development Organization
WEFC - World Food Council

WFP - World Food Program of the U.N., FAO

WHO - World Health Organization

WMO - World Meteorological Organization






