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The Task Force was estab’dstid in Tkiuary 1938 to M,,.. :f"}w
entire U.S. foreign aid prugram; to %um.ne what % "‘-i-",“-‘
what doesn't work and why; to gather information, 5% 'n,L. »td
counsel on proposed lejislative, administrative and‘ i
operational changes in the-progrui; and te-develop a set of
issues, priorities and recommendationis 2 the consideration
of the committee, other Members of Congress, and the new
administration.

The items that follow briefly describe Task Force &% wf_‘"m )
meetings, correspondence, information exchanges. and el
documents and analyses that have been received and devmcn, 2,

I
e a.

Meetings, Panel Discussions and Correspondence with Members

(Please note that these meetings were generally informal, off t?‘é recavd
exchanges of information, views, and opinions)

2/17/88

3/31/88

6/1/88

Members met with Alan Woods, the new AID Administrator. i%e
HFAC Task Forive review affort was discussed along with mutual
expressions of cooperation and support for this undertaking.

Members met to offer and discuss suggestions and issies for
the Task Force study.

Members m.t with panel consis"t"ng of Ra’lph Smuckler of
Michigan State University and Bob Bei'g of the International
Development Conference, John Sewell of QOverseas Development
Council, Jack Sullivan of Development Associates, and Jack
Hamilton of the World Bank. Members and panel engaged in a
wide-ranging discussion of major problems and
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issues, proposed objectives and restructuring sujgestions,
funding limitations, base rights, and the need for a
congressional and national consensus.

Members met with panel which included Gen. Ernest Graves,
formerly with DOD and DSAA; Harry Shaw, formerly with OMB;
and Stephanie Neuman of Columbia University. Participants
engaged in a broad discussion of security and military aid
issues, sales, credits, base rights, planning criteria,
reprogramming, and legislative concerns.

Members met with Peter McPherson, Deputy Secretary of the
Treasury and former AID Administrator. The discussion
included AID progress, initiatives and budgeting; leverage
and action through UN agericies; accountability, objectives,
PVO participation, staffing, and administrative expenses;
advanced developing country relationships.

Members met with William Schneider, former Undersecretary of
State for Security and International Affairs. The discussion
was focused upon military and security aid and included
complexity of the program, earmarking, financing methods,
constraints, funding base rights under DOD, and simplifying
legislation.

Members met with James Grant, Executive Director of UNICEF to
discuss changes in U.S. development policy, overcoming worst
as,ects of poverty, child health and population improvements,
restoration of growth, and more world involvement (China,
Japan, Europe) in development. Also discussed were:
declining resources, debt, objectives in terms of global
goals, environmental implications, and organizational
structure,.

Members met with Stephen and Douglas Hellinger, coauthors of
"aid for Just Development”, and associate Atherton Martin.
The Hellingers presented recommendations for redirecting and
restructuring the U.S. foreign assistance program. They
described a "development gap" wherein the poor know their
needs and have the capacity to develop themselves but are
seldom consulted and often ignored. Discussed also were
proposals for separate funding for PVOs; independent
development foundations; an autonomous AID; cause of Third
wWorld instability; separation of political and security
assistance from development aid; decentralization; and
miltiyear, untied, flexible funding.

Members met to discuss the progress of the Task Force and to
provide feedback on issues and problems identified thus far.
Many items were discussed including: better coordination,
discretionary budget, the Africa program as a guide, funding
flexibility, executive and congressional relationships,
accountability, barnacles, a subcommittee on oversight,
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9/12/88

interface with the Appropriations Subcommittee on Foreign
Operations, comnittee jurisdiction, trade barriers, and IMF
conditionality.

Members met with Cyrus Vance, former Secretary of State.
Subjects discussed included: balance between multilateral
and bilateral aid, balance between economic and security aid,
country and U.S. agencies coordination, program management,
base rights.

In addition, u number of Comnittee Members have provided very useful
written input to the task force in response to invitations from Chairman
Fascell and Ranking Minority Member Bill Broomfield.

3. Products Produced by the Tagk Force

2/5/88

2/22/88

2/23/88

3/25/88

4,88
6/9/88

6/21,88

6/30,88

1/20,/88

Basic information on existing foreign aid goils, objectives,
and delivery systems.

Press release: "Committee Launches Major Review of Nation’s
Foreign Aid Program"

Preliminary compilation of "unfinished staff thoughts" on
major problems

Memorandum to Members of the Committee with:

—Paper describing "Approa.h for Review of Foreign Aig"
—A compilation of "unfinished staff thoughts”

Talking points and questions on foreign aid

Preliminary staff paper on "Military Assistance: Problems
and Prospects”

Proposed questions related to U.S. security assistance
programs.

Memcrandum to Members of the Committee containing:

—Results of panel/Member discussions, studies underway,
meetings and interviews.

—Summaries of correspondence and papers received from people
in response to the May 23, 1988 letter asking for ideas and
input on foreign assistance. (9 summaries)

Memorandum to Members of the Committee containing:

~—Staff summaries of papers submitted in response to foreign
aid inquiry letter. (26 summaries)
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Merorandum to Members of the Committee containing:

—Interim staff report (7/26/88) on regarding economic
assistance.

—Staff summaries of papers submitted in response to foreign
aid inquiry letter (8 summaries).

—GAD letter (8/1/88) describing key economic aid issues and
problems.

Memorandum to Members of Committee containing:

—Staff paper presenting issues and op(:ions for development
assistance and the economic support fund.

—Staff paper presenting issues and options for security
assistance.

~—Staff summary of Members’ meeting with Stephen and Douglas
Hellinger, coauthors of "Aid for Just Development”.

Remarks of the Hon. Lee H. Hamilton on the activities of the
Task Force, presented at a conference of the Board for
International Food and Agricultural Development.

Remarks of the Hon. Lee H. Hamilton on the activities of the
Task Force, presented to the Board of the Overseas
Development Council.

Remarks of the Hon. Lee H. Hamilton on the activities of the
Task Force relating to security assistance, and presented to
the American League for Exports and Security Assistance, Inc.

Various inputs to a handbook on foreign aid, provided to the
Members of the Committee.

4. PMeetings and Exchanges With U.S. Goverrment Officials on Economic
Assistance

During the past year staff of the Task Force has held over 40 meetings
with a broad cross-section of AID officials. These meetings ranged from
discussions and exchanges with present and former AID Administrators,
Assistant and Deputy Assistant AID Administrators, Office Directors,
Mission Directors and Deputy Mission Directors, Counselors, the Inspector
General and his staff, and other AID officials and staff.




These are some of the issues and subject matters discussed;
— Cooperation with House Foreign Affairs Committee Task Force review

efforts;
— Foreign Aid barnacles in the legislation and administrative

directories;
— Foreign Aid problems and issues as seen by various AID officials
and the AID/IG and his staff;
: AID's Task Force effort looking into foreign aid present, past,
o and future;
‘ Field programs operations, including planning, implementing and
evaluation;
Appropriate levels of accountabiiity;
Policy formulation and decision making;
Country program content and performance;
Management of procurement, personnel and contracting;
Staffing of AID Missions and other offices overseas and in
Washington;
Operating expense budgeting and utilization;
Generation and use of local currency;
Cooperation and coordination with other U.S. agencies and other
donors.

The Task Force also met several times with officials of the Department
of State, the National Security Council, and Office of Management and
Budget to discuss similar foreign problems and issues. These discussions

' centered on U.S. Government decisionmaking and policy setting mechanisms
“ ( T and procedures with respect to levels, mixes, and allocations of U.S.
»- foreign aid.

(-. 5. Meetings and Exchanges With Individuals and Groups in the Development
Comemi ty

5 From the beginning of its activities and continuing to the present

. time, staff of the Task Force has been meeting with a wide cross-section of
people from non-government organizations that are concerned about and
participate in U.S. foreign aid. These include people from academia,
social and educational organizations, private and voluntary organizations,
consultants and contractors, and authors. '

./-\

The Task Force has received valuable input from these sources in the
form of timely books, papers, studies, and other publications; and equally
important, in the form of candid and open discussions of foreign aid issues
and problems. Some of the products and inputs from this group are listed
and discussed elsevhere in this report.

The Task Force is especially appreciative of the voluntary "pro bono"
contributions of these people and their organizatiocns to the review.

The closest to any one theme from the multitude of meetings and papers
is the general proposition that it is time to reconsider the present
structure of foreign aid, both legislatively ard administratively.




The following briefly illustrate the range of issues addressed:
objectives and rationale for foreign aid; U.S. Government decisionmaking
process and organizational structure; accountability and coordination;
levels and mixes of aid; use of nongoverment organizations in planning and
delivery of assistance; role of food aid in development; accruntability of
resources; program and project priorities; the environment and national
resource management; and new legislative proposals,

6. Meetings and Exchanges With Agency Officials and Others on Military
and Security Assistance

Members of the Committee participated in two meetings on June 22,
1988 and July 27, 1988, at which important military and security igsues
were discussed. (See item mumber 3.) During the course of the year, the
security assistance staff held some 20 meetings with representatives from:

a) The Department of State’s Bureau for Politico-Military Affairs,
Office of Munitions Control

b) The Department of Defense:
—Office of the Secretary of Defense, International Security Affairs;
—Office of the Secretary of Defense, International Security folicy;
—Office of the Joint Chiefs of Staff;
—Office of the Defense Security Assistance Agency;

c) The National Security Council

d) The Office of Management and Budget

e) The American League for Exports and Security Assistance
f) The private sector and academia

A broad range of ideas, issues and prospective solutions for
problems in the current military aid programs was discussed at these
meetings. Subjec.s included: separation of military aid and sales
authorities; eai.arking; program priorities; program goals and objectives;
jurisdictional centrole; base rights and access agreements; alternative
financing; accountability; transition from aid to sales relationships; and
police training. An issues and options paper developed by the Task Force
discusses these and other subjects and offers a mumber of recommendations
for legislative and administrative changes.

7. Task Force Letters to Individuals and Orqanizaticns Requesting Input and
Analyses of Responses

Beginning in February 1988, the Task Force began receiving input to
its study from a variety of individuals, groups, and agency officials. On
May 23, 1988, the task force sent letters to over 200 people and
organizations asking for their ideas and input on foreign assistance.
Comments were invited on the direction and organizational structure of the
U.S. foreign assistance program, the role of Congress, appropriate
objectives, allocation of resources, coordination, accountability, and
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constituency for foreigh aid. Over 50 substantive responses were received,
for example, from former cabinet members and administration officials,
international organizations, private and voluntary organizations,
university leaders, and development assistance groups. Summaries of these
responses were prepared by the staff of the Task Force and periodically
sent to HFAC Members.

For the most part, the responses were wide-ranging and diverse, yet
full of substance and thoughtfulness. More importantly, they seemed to be
candid and forthright. For example, respondents urged recognition of (1)
the growing interdependence of the U.S. with the rest of the world in terms
of trade, debt, finance and the environment, and (2) the interdependency of
U.S. security, political, economic, and development interests in individual
countries. Some called for increased levels of aid to promote economic
growth and strengthen security; others suggested that a better job could be
done of applying and leverag’ng existing resource levels, using U.S.
credibility, influence, and comparative advantages to guide collaborative
efforts. With respect to the role of Congress, suggestions included the
need to promote a better partnership with the Executive Branch, resist
protectionist lobbying, educate the public as to the benefits of foreign
aid, and concentrate more on broad policy direction and less on short temm
prescriptions.

Although a single theme was not easily identifiable, several
notable and experienced respondents appeared to be of 1ike minds in
commenting on a number of issues. Among such comments were suggestions to:

--establish fewer but clearer goals and objectives emphasizing poverty
alleviation, sustained economic growth, and environmental
protection.

--separate development assistance from political and military aid.

--establish a cabinet ‘conmittee, or a high level State Department or
White House position, to direct and coordinate foreign aid policy

and programs.
: {
--eliminate or minimize earmarks, restrictions, conditions, and

reporting requirements.
--channel development aid through a public foundation.
--reduce bureaucratic paperwork, planning, internal documentation.

-- simplify complex procurement procedures, and voluminous budget
Justifications.




8. Products Produced at the Request of the Task Force

A. By the General Accounting Office and the Inspectors General

The Task Force requested selected Inspectors General and the General
Account1ng Office to identify issues and problems affecting U.S. foreign
economic and military assistance programs. GAQ was also asked to summarize
and analyze its past work in the foreign assistance area. This section
lists and briefly describes the responses received by the Task Force. The
Task Force staff also met several times with the AID Inspector General and
GAQ representatives to discuss foreign aid issues and problems and possible
solutions. Currently , GAO is looking into the procurement process at AID,
including the effects of the Federal Procurement Regulations and other
requirements on the implementation of programs overseas.

* GAQ identified a number of key issues and problems affecting
U.S. foreign economic aid programs.

1. Strengthening management and administration of AID
Problems are in the areas of financial management,
contracting, project management, recipient support, loan
. management, congressional notification process, and other
(ﬂ o management issues.

- 2. Improving accountability and controls
L Problems with cash transfer controis, local currency
generation and use, DA project monitoring and implementation.

. 3. Better policy direction needed

: The maze of policy objectives, restrictions and requirements
in the FAA do not provide clear legislative direction. Other
problems in the policy area include: criteria for allocating
aid, bilateral versus multilateral aid, international debt,
food aid objectives, coordination, and international
narcotics control.

GAQ identified issues that affect the security assistance
ared. These include:

--controls over third-country sales of coproduction items
--the use of FMS credits for military trade offsets
--munitions export licensing

--the recovery of nonrecurring costs

--the scurce of funding for base access agreements
--control of commercial contracts funded with FMS credits

* GAO response to Hon. Lee H. Hamilton. A summary and analysis
of past GAO work covering development assistance, ESF, food
aid, military assistance, and multilateral aid. Prob]ems
identified:




--failure of recipient governments to provide agreed
counterpart funding;

--difficulties in using aid to achieve economic development
and policy reforms goals;

--insufficient accountability and control over cash transfers
and local currency programs;

--erosion of U.S. aid effects by the debt problem;

--unworkable development programs in narcotics-producing
countries;

~--profound economic and social impact of AIDS in developing
countries;

--AID continuing problems in financial management,
contracting, budgeting, planning, and monitoring;

--numerous objectives, conditions, restrictions, earmarking,
and reporting requirements in the legislation;

Suggestions include: structuring U.S. aid in line with
recipient country capabilities; developing budget strategies
that minimize the pipeline problem; exploring alternatives to
functional accounts; streamline reprogramming requirements;
decreasing number of countries; concentrating aid resources
and personnel on key countries; developing overall debt
relief policy. In the multilateral aid area, there is a need
to strengthen U.S. participation and the evaluation and
inspection systems.

DOD Inspector General identification of problems in the
Security Assistance Program relating primarily to accounting,
pric;ng and administrative funding. (Request of Feb. 16,
1988

AID Inspector General identification and analysis of major
problems found in foreign aid program. These include: local
currency; ownership, :ccounting for cash transfers, diffusion
of AID programs, administration of centrally funded programs,
control of pipeline obligations, cost sharing with recipient




countries, food aid as a development tool, financial
management capabilities and practices, enforcement for
conditions precedent, use of U.S. universities, and host
country contracting. (Requast of Feb. 16, 1988)

* USDA Inspector General response to request of Feb. 23, 1988,

noting that various food aid programs are fragmented and not
always clearly defined. '

Foreign Economic Assistance Issues

A GAO report, November 1988 (GA0/0CG-89-23-TR)

This summary report discusses key issues relating to AID's
foreign economic assistance programs. It cites the wide range of
objectives in the Foreign Assistance Act that creates confusion,
contributes to a lack of consensus between Congress and the executive
branch, and reduces accountability. :

The report questions: (1) AID's capacity to effectively
manage some 2000 projects in more than 70 countries, (2) the
increasing reliance on contractors and host country nationals -
carry out programs, (3) recipient governments' failure to provide
agreed upon funding to help finance and maintain projects, and (4)
AID's multi-billion dollar pipeline of undisbursed funds.
Accountability problems include: the misuse and diversion of funds,
difficulty in accounting for ESF cash transfers, and inadequate
controls over local currency generation and use.

GAQO proposes that AID focus programs on more manageable units
by reducing the number of overseas missions, and concentrate .
resources and personnel on key ccuntries and on fewer, larger
projects.

Donor Approaches to Development Assistance: Implications for the
United States

A GAO report dated May 4, 1983 (GAO/ID 83-23)

This report compares the U.S. development assistance approach
with those of five major Western nations -- Canada, France, Sweden,
United Kingdom, and West Germany. It discusses how these approaches
might affect the programs administered by AID and some of the
dilemmas and trade-offs of each approach.




B. By the Congressional Research Service of the Library of Congress

Required Reports to Congress on Foreign Policy

This committee print updates a 1973 report. It examines the
foreign affairs reporting requirement system and assesses reports being
filed in these areas: national security; foreign assistance;
international organizations and global issues; regional and Department
of State and USIA operations. Reporting requirements have increased
from 200 in 1973 to more than 700 in 1988. Assessments made of 383 of
these reports showed that 142 of them were fulfilled, expired, or of
questionable utility.

Foreign Assistance Policy Studies: A Review of Major Reports
and Recommendations

This committee print provides a broad examination of 33 major
foreign aid studies made during the 1980s. The CRS review identifies
common themes and issues. These included:

--Levels of foreign assistance. Most studies concluded that
more aid resources are required. A few called for a
reduction in levels of aid.

--Foreign aid pregramming and organization reform. A common

conclusion was the need to maintain maximum flexibility in
programming and administering U.S. economic and military
assistance. Several calls were made to streamline project
design and implementation procedures for development aid,
remove growing legislative and administrative requirements,
and better integration of economic and military aid programs.
Nearly all authors agreed that donor coordination must be
improved.

--Role of private sector. More than a third of the reports
gave some attention to the private sector. They generally
recommend more support for programs that promote private
sector development.

--Policy dialogue and reform. Several studies cite LDC
economic and social policies as subjects for change because
of the negative impact they may have on the development
process. Donor countries should seek to infiuence changes
in, or adoptions of policies that are likely to achieve
economic growth. Policy dialogue has long been a function of
U.S. aid programs. The need for policy reform is being
recognized more, along with the need to help LDCs develop
their capacities to carry out reforms -- not necessarily by
conditioning aid payments on policy reforms. :




--Poverty focus and rural development. A number of reports
assert that the emphasis of all development activities should
be on programs benefiting the very poor. Few concrete
proposals for doing this were put forth. In essence, the
basic human needs policy adopted in the early 1970s embodies
this principle. As a consequence, much of U.S. development
aid his gone into the agriculture sector which many analysts
agree has become a U.S. specialty, unmatched by other donors,
and due principally to the expertise of U.S. universities,
cooperative organizations, and the agribusiness community.

--Trade and finance. Three themes emerged from the studies
on trade and finance issues: (1)encourage developed country
investment in the LDCs, (2) resolve the debt crises, (3) give
more attention to the value of trade to LDC growth and
development. Implementation of the “Baker Plan® for
addressing the debt crisis has been siow because banks appear
reluctant to expand credit to debtor nations ($9 billion from
development banks and $20 billion from commercial banks, over
three years) as called for by the plan.

Four other issues that received considerable attention in the
studies and continue to generate increasing debate within the foreign aid
community are: Aid for:

--Sub-Saharan Africa
--Central American aid
--Women-in-development
-=The environment

CRS Country Studies

These six studies covered surveys of U.S. aid programs in
Bangladesh, Kenya, Morocco, Peru, Senegal, and Thailand. They
supplement a number of other country studies that CRS had already
prepared. Together they provide a valuable base of information and
issues regarding U.S. foreign assistance activities and programs from
which representative countries could be selected for possible study
missions by the Foreign Aid Task Force.

Foreign Aid Handbook

This is a continuing compilation of key material on the U.S.
foreign aid programs put together by CRS with input from AID, other
agencies, and the Task Force staff. It includes an overview of foreign
aid programs, trends and characteristics, major programs and agencies,
executive and congressional organization and jurisdictions, and other

material.




Foreign Assistance Reporting Requirements
(to be published as a committee print)

This CRS study of almost 300 reporting requirements relating to
foreign assistance supplements the August 1, 1983 committee print
entitled " Required Reports to Congress on Foreign Affairs." As
requested by the Task Force, CRS focused on foreign assistance reporting
requirements. CRS suggests that the 288 reports in this area could be
reduced to about 150 by consolidating similar reports, repealing
unnecessary or low-interest requirements, and removing fulfilled or
out-of-date provisions from the legislation.

C. By Other Agencies

Department of Defense 1isting of statutory “barnacles” or
restrictions with respect to security assistance.

Agency for International Development analysis of limitations
on the use of economic assistance funds (AID "barnacles").
AID assessments of barnacles are divided as follows:

--Delete: those which should be removed from authorization
legislation or discontinued in annual appropriations
legislation;

--Modify: a number of these analyses provide specific
suggestions for language modifications;

--Unnecessary: those which could easily be removed because
they reflect internal policy or are essentially obsolete;

]
--Qther: those causing no particular problem to date, those
which because of constituency are unlikely to be removed -
problem or not; non AID issues.

9. Task Force Participation at Public Meetings and Conferences
-- Members of the staff of the lask Force participated in
several preliminary conferences and in the final, May 1988
Michigan State University conference on New Challenges, New
Opportunities: U.S. Cooperation for International Growth
and Development in the 1990°‘s.

Task Force staff have participated in and spoken at a
number of conferences of nongovernment institutions and
private and voluntary organizations with respect to
foreign aid issues such as mixes and levels of assistance,
delivery mechanisms, target groups, and U.S. government
organizational structure.




I. REQUESTED BY THE TASK FORCE

1. U.S. Development Cooperation and the Third World: Issues and

Uptions for the 1990s, by the Overseas Development Touncil.
November 9, 1988

As the United States prepares to enter the last decade of the twentieth
century, it faces a policy environment unprecedented in postwar history.
The U.S. economy is still the world's largest and wealthiest, but the
heightened interdependence of the international system has eroded the
ability of the United States to unilaterally dictate its interests. Near-
term choices are highly constrained both due to the success of U.S. and
European policies to foster global economic growth and progress, and due
to the United States' own economic mismanagement. But contrary to much of
the current discussion in this country, the 19%s will offer opportuni-
ties to promote U.S. interests in growth and progress in the developing
countries -—- to the benefit of both sides.

This changing environrent has significant implications for U.S.
foreign aid programs. The current amalgam of programs no longer responds
to vitally important but changed U.S. interests in the Third World. The
U.S. development cooperation program urgently needs a renewed sense of
purpose and coherence in the decade ahead that will enable it to promote
U.S. interests both in the middle-income countries - the current locus
of American economic interests -- and in the poorer countries, which
remain the core of the world's development challenge.[l]

The United States has interests in the developing world that are
multiple, complex, overlapping, and often conflicting. Policies to
further these interests need to take account of a rapidly changing policy
environment with implications for the redesign of U.S. development
cooperation programs. Some of the key changes in the 199@8s include:

1. The Third World is now increasingly differentiated and faces
gloomy economic prospects (Asia excepted) in the decade ahead. From 1950
to 1988, the developing countries compiled a spectacular record of
econonic growth. But while the newly industrialized countries, and a
number of other middle-income countzies succeeded in enhancing their
status in the international economy, the low-income countries ~-
concentrated in Sub-Saharan Africa and South Asia — remain producers of
primary conmodities and are heavily dependent on flows cf concessionary
resources.

2. Pinancial flows to the developing countries sky rocketed to $147
billion in the five years prior to 1982, with private transfers
dominating official {inance. Since 1983, however, net transfers have
turned negative by $85 billion. The debt burden continues to be a key
obstacle to developing-country growth. In the highiy indebted developing
countries, the ratio of debt to QP climbed from 32 per cent in 1982 to




56 per cent in 1987, Low-income Africa's situation is even more
desperate, with a debt-GNP ratio in 1987 of a crippling 76 per cent.

3. The sharp decline in commodity prices during the 1988s is likely
to continue through the remainder of this century, with severe negative
consequences for many of the poorer developing countries., Nearly one-
fifth of all developing countries are dependent on one or two raw
materials for over half their export earnings, and most of these
countries are very pocr.

4, There is a wave of political and economic liberalization sweeping
through the Third World; these trends are fragile, however, and will
wither unless supported from the outside, In Latin America, there has
been a swing away from military regimes toward democratically elected
governments. In Africa, the recognition that economic liberaljzation and
privatization are part of the answer to the continent's development
crisis is widespread, and reforms are being put into place. In Asia,
people are struggling to protect and strengthen democratic values. But,
political and economic liberalization in many developing countries are
threatened by the harsh international environment.

S. U.S. aid flows are a declining proportion of global devel opment
assistance. The number of public and private donors on the international
scene has multiplied, total aid flows have increased, and the United
States is no longer the major actor in the field. The United States now
ranks next to last among all OECD countries as a donor of official aid as
a percentage of GNP, Japan, which is fast becoming the world's largest
donor of development assistance, already transfers 8.31 of its GNP to the
Third World, surpassing the U0.S. effort at ©.20 per cent of QiP.

6. New Soviet attitudes toward the developing countries may reduce
threats to American interests and open diplomatic opportunities for
reducing tensions. The Gorbachev "revolution," with its emphasis on
econonmic restructuring and openness to the West, has cast the evolving
U.S.-Soviet relationship in a more hopeful, but still unpredictable,
light. The ongoing withdrawal of Soviet troops from Afghanistan and the
Soviet willingness to discuss regional conflicts are hopeful signs that
the overwhelming concern on both sides with East-West confrontation in
the ‘developing world could diminish,

7. A "global agenda” of 0ld and new interrelated problems --
poverty, environmental sustainability, rapid population growth, AIDS, and
drugs -- has emerged to join growth, debt, and adjustment as central
issues in North-South relations. This "global agenda,” with its global
repercussions, should set the agenda for the U.S. aid program in the

1990s.

8. Both developed and developing countries are on the threshold of a
series of changes in industrial organization and technology that rival in
magnitude the introduction of the steam engine and the discovery of
electricity. These technological developments are contributing to
fundamental shifts in relations between the United States and the
developing countries. While this "Third Industrial Revolution" has the
potential. for reestabiishing U.S. economic supremacy, it also threatens




to increase the gap between industrial and developing countries unless
these developments are understood and anticipated by pol icymakers,

Implications for the United States Aid Program:

* Forecasts for the period 1987-1995 predict that developing country
growth will remain restrained. But sustained and rapid economic growth in
the Third world, particularly in the middle-income developing countries,
is a key element in reducing the U.S. trade deficit without inducing a
global recession.

* U.S. development cooperation should seek to stimulate the flow of
resources needed to resume growth in the developing countries. At the
same time, the developed economies must fight protectionist impulses.

* The industrial world can bolster Third World trends toward economic and
political liberalization by ensuring that adequate financial flows reach
developing countries so that the debt burden and the adjustment programs
needed to restore balance to these economies do not threaten political
and ecouomic openness.

* A "window of opportunity™ in U.S.-Soviet relations may permit the
United States to reassess its security interests in the Third World, and
reallocate aid funds accordingly.

* Rising aid flows from other donors and the relative decline in U.S.
development assistance means that the U.S. development policy should
emphasize participation in the International Financial Institutions --
thereby leveraging large amounts of lending with small amounts of cash --
and place a premium on greater donor coordination.

* The United States is the logical candidate to spearhead the multi-
lateral effort to effectively deal with the nascent global agenda through
renewed leadership in the international organizations.

* Aid programs need to focus on assisting developing countries, particu-
larly the poorer ones, to strengthen their national capacity to develop
and utilize new technologies for their own benefit.




The Bilaeral Aid Programs of Qther Donor Countries, by the
Overseas Development Council. January, 1389,

At the outset, it must be emphasized that fundamental differences in systems of
government make international comparisons of atd policies and implementation-

- difficult, and have somewhat limited utility as models for the United States.
Congress exerts much more {influence on the political decisionmaking process,

- especially the selection of recipient countries and the fixing of country or
multilateral aid levels, than the corresponding institutions in other donor
countries. Moreover, in the parl{amentary systems in which there 1S no separa-
tion of legislative and executive powers, the conflict that exists between the
adninistration and Congress, 1S unknown. Nonetheless, an examination of the aid
programs of other donor countries can provide U.S. observors with valuable
lessons on past successes and failures that have important implications for
future directions. .

In Canada, the Netherlands, Sweden, and, to a somewhat lesser degree, 4in
the Federal Republic of Germany (FRG), the national aid programs enjoy widespread
support by pariiaments and governments. Although important areas of disagreement
do exist related to aid objectives, strategies or recipients, these pale in
significance to the conflicts that plague the U.S. program, All of the mjor
political parties in these countries agree (at least 1n general terms) on the
need for a2 national aid program, the objectives of the program, and current
funding levels and targets.

Development cooperation in the Netherlands Sweden, and Canada also enjoys
widespread public support and those governments are acknowledged to be among the
most committed to and effective in development education. In the FRG, and to an
evern greater extent in the United Kingdom (UK), public support Yor aid is
lackluster and the government plays a minimal educational role on these issues.

The more enthusiastic public perceptions of and support for efforts to
assist in Third World development are stgnificantly influenced in the Netherlands
and Sweden by cultural and historical characteristics vastly different from
those of the United States. Canada's very successful experience, however, does
offer some useful guidelines for the United States, including a commitment to
development objectives (as opposed to political or commercial interests) with
which the public 1s in agreement, the need for significant financial commitment
to public education on the {issues, senfor political leadership, and extensive
networking through the private sector. (It is worth noting that the Canadian
government's role in development educatfon {s under review; the quality of
government-funded programs varies widely and too 1ittie effort may have gone
into program evaluation.)

Compared to the United States, the Netherlands, Sweden, Canada, and the FRG,
all devote substantially higher shares of their gross national product to offi-
cial development assistance (0DA). The UK trails these four countries in aid
performance, although even at 0.28 per cent of GNP, the UK's ODA effort 1s
slightly higher than that of the United States.




USAID is guided by literally dozens of purposes and objectives 1aid down by
successive Congresses and Administrations. 1In contrast, Canada recently adopted
an charter which sets out four basic principles for their official aid program:
helping the poorest countries and people; promoting seif-reliance; development
priorities must prevail in the aid program; and .strengthening the partnership
betweerm the people and institutions of Canada and those of the Third Worid. The
programs of Sweden and the Netherlands are also guided by a very few general
objectives that have been the agreed upon basis of their programs for, respec-
tively, 26 and 15 years.

As in the United States, the aid programs of Canada, the FRG, the Netherlands,
Sweden, and the UK respond to some mixture of commercial, political/strategic,
and developmental concerns. In contrast to the United States, however, where
the debate over U.S. aid objectives tends to focus on political/strategic versus
development goals, the greater policy debate over aid objectives in these five
countries concerns the weight given to commercial versus development interests.
Where large proportions of atd funds are allocated on politicatl grounds (for
example, the UK's emphasis on Conmonwealth countries), a significant degree of
national concensus about these objectives has resulted 1n relatively 11ttle debate.

~ There are significant differences between these five countries and the
United States in the country allocation of aid funds. The FRG focuses the largest

.. share of its ODA on Sub-Szharan Africa (63 per cent), and Canada, Sweden, the

Netherlands, and the UK also tuarget substantially more to this region and to South
Asia than the Unfited States, znd far less to the Middle East and North Africa.

For a1l five of the countries examined, the promotion of national commer-
cial interests 1s of importance to the aid program although the weight given to
these interests vary widely, as indicated by factors such as the allocation of
aid among countries, the types of projects selected, the terms of aid, and the
existance of other special programs. For example, all five allocate much larger
shares of their bilateral atid to capital goods for economic infrastructure and
to productive investment (particularly in industry, mining and construction)
than the United States, and much smaller shares to program assistance. But the
five devote less to these funds of capital intensive projects than some other
major bilatera donors, including Austria, Finland, Norway, and Japan.

Sweden and Germany provide more of their aid on an untied basis than any
other DAC donor, and the Netherlands also ties a relatively small share of its
aid, At the other end of the spectrum, the United Kingdom ties the largest share
of its aid program among a1l DAC donors. Canada had very restrictive tied aid
policies, but recent changes have considerably softened these terms.

Canada, Sweden, the Netherlands, the FRG, and the UK all have programs to
promote direct foreign investment in developing countries. Only Canada, as the
United States, does not provide equity capital. The UK's Commonwealth
Development Corporation {s unique among thase agencies due to 1ts strong over-
seas presence in 18 regional or country of fices.

A1l five of the countries have some kind of program which uses aid funds
to promote their national exports. Among the most aggressive and controversial
is the United Kingdom's Aid and Trade Provision (ATP), which provides both mixed




credits and soft loans subsidized by official development assistance and
currently claims about 16 per cent of the UK's bilateral aid budget.

As 1n the United States, overall responsibility for aid policymaking falis
within the jurisdiction of the ministry of forefgn affairs in the UK, Sweden,
and Canada, with independent agencies charged with implementing bilateral pro-
Jects and programs. However, while AID 1s a subordinate agency to the Department
of State, the Canadian International Development Agency (CIDA), the Swedish
International Development Agency, (SIDA), and the Overseas Development
Administration (ODA) are quast-autonomous departments which gives them more
operational flexibility with respect to their foretign ministry.

In all of the countries, there s a minister for development cooperation,
and in Canada, Germany, and the Netherlands this position is of cabinet rank.
But only Germany has a separate ministry for aid.

Several points are worth noting with respect to the structure or respon-
sibilities of other donors' bilateral aid agencies:

* The Swedish, Dutch, Canadian, and German aid agencies have recently
reorganized, as a result of changing assessments of national capacities, of
changing needs 1n developing countries, and of a different giobal environment.

* None of the five countries intends to replicate AID's widely admired
overseas presence, but some donors have made an effort to strengthen their
field capacity. For example, Canada 1s in the process of decentralizing CIDA's
staff and decisionmaking authority covering about one-half of 1ts activities.
Since 1985, the Netherlands has assigned sector specialists to the field to
bolster i1ts technical competence.

* The tension between functiona! and geographic structure exists in other
countries. Recently the German and Swedish agencims both shifted from func-
tional to regional organizational structures.

* Discussions in the United States over AID's role vis & vis the multila-
teral development banks are mirrored in other countries; the Canadian aid agency
has authority over the regional development banks, while the German ministry for
aid has authority over all multilateral banks.

* Private voluntary organizations play a major role in delivering Canadian
and Dutch official development assistance. Significant fnvolvement by the pri-
vate sector (both for-profit and non-profit) {s deemed desireable in both
countries bhecause it eases staffing restrictions, taps needed expertise, and
helps to biild public suppert for devalopment cooperation.

Several bilateral donors have specialjzed agencies of potential {nterest to
the U.S. observor:

* The FRG 1s unusual because it has two separate agencies to implement,
respectively, technical and financial aid. This structure has apparently worked
to the Germans' satisfaction, but no other donor has sought to replicate {t.




= In Sweden, SIDA 1s responsiblie for the greater proportion of the bila-
teral program, which focuses on countries, generally low-income, with which
Sweden has established a long-term aid relationship. A separate agency imple-
ments programs and projects in more advanced or creditworthy developing
countries. This structure 1s currently under review; changing circumstances
within Sweden and developing countries have caused the government to question
the efficiency and effectiveness of two separate agencies, although individually -
each agency is well-regarded.

® The UK's British Council promotes Britain abroad through culture, educa-
tion, and technical cooperation. Since the 1960s, the British Council has
served as an implementing agency for the Overseas Development Adninistration,
carrying out technical cooperation programs, particularly in the field of educa-
tion. Among its advantages as an aid provider, the Council 15 legally indepen-
dent from--although funded by--the government which fnsulates 1ts activities
from political concerns.

= Host donor agencies have departments of some kind specfalizing in
development-related research promotion, but only Canada and Sweden have
established widely respected separate agencies to pursue the scientific and
technical research needs of developing countries.

For the most part, coordination of development cooperation or .aid policy
with other foreign economic policies takes place within interdepartmental com-
mittees formed to consider specific issues, such as trade or debt policy. Two
years 200, the Netherlands created a more formal structure. All issues with a
potential impact on the relationship between the Netherlands and developing
countries are referred to a ministerial sub-counctl for development cooperation,
chaired by the Prime Minister.

The Netherlands also provides an interesting example of how domestic agen-
cies' expertise can be tapped for development. Several of the Netherlands'®
ministries are expected to allocate some portion of their annual budget for
development efforts, and all are required to allocate 5 per cent of their capa-
city for technical advisory services to the Netherlands' official aid agency.




3. En i{)\eering Services in U.S Foreign Assistance Program for the
s

Prepared at the request of the Task Force by the International
Engineering Committee of the American Consulting Engineers
Council,

The paper reviews the role of capital projects in the overall
development history of U.S. foreign assistance. It argues that
infrastructure was a precondition to economic growth in developing
countries. Capital projects constituted a relatively efficient way to
transfer resources, The paper recognizes that many factors can
undermine a successful capital project, such as inappropriate price
policy, poor technology choice and Tack of institutionalized
maintenance regimes.

With the exception of Egypt and Pakistan, A.I.D. has turned away
from capital projects and infrastructure (less than 3 percent)
because, among other reasons, the U.S. carnot afford to do them and
they do not benefit the poorest people. The paper rejects this
argument, pointing out that other major donors devote considerable
more of their resources to such projects. The paper states that
capital projects have their place in a balanced development piogram.
Moreover, the U.S. has a strong comparative advantage in design and
engineering which would be effectively harnessed to benefit U.S.
exports and better serve the needs of the countries we are assisting.

"For most countries, a valid mix of capital projects and related
technical assistance and Basic Human Needs projects can readily be
established,” the paper states. For example, as Third World cities
reach astounding proportions (50% by the year 2000) thefr needs for
basic services such as waste and management, water supply and
sanitation, pollution controls, and transportation networks, will far
outstrip developing country capabilities. While foreign aid alone
cannot finance this infrastructure, it could finance the feasibility
and design studies necessary to develop solutions.

The paper states that the Trade and Development Program works
well because it is relatively small and flexible. TOP funding should
be raised from $25 mi1lion to at least $50 million over the next two
or three years an given "no year funding" authority for more
flexibility.

The paper contains other suggestions and recommendations
regarding the engineering programs of the Ex-Im Bank, the
establishment of trust funds and co-financing of multilateral
%veIopment bank projects, and the placement of U.S. materials in

Bs.




; 4. An interim report on AID Planning and Reporting Requirements
: prepared by John 1. Garrity.

This report, a pro bono, part-time effort, was directed at the
question, “"What would constitute a reasonable planning and reporting :
system between AID and the Congress?® Findings include: -

--AID's plann1n§ and reporting system is outdated and out of
touch with changes that have been taking place in the world.

. --The P&R system {s process driven to the extent that “AID is
doing business with itself". The system responds wmostly to
administrative processes rather than management needs. AID and HI
staff seem to be always chasing projects and responding to detailed
requirements. .

--Potentia) benefits that could be derived from the experience of
others include, (a) raduction of middle management, (b) reduced
preplanning and more end results orfentation, (c) reduced reporting
and routine reviews, and {d) more focus on critical 1ssues.

--Suggestions fncluded (a) establish controls above the project
level, (b) delegate more and focus on key issues, {c* distinguish
between humanitarian and strategic aid, and (d) execute bilateral aid

(- ~ through a USG sponsored foundation.

| 5. %%%gjgg Aid: Problems and Issues Affecting Economic Assistance
( report, December 30, 19

Issues

: Some of the more prominent bilateral assistance issues identified are:

- Assistance projects are often undermined by the failure of
recipient governments to provide agreed counterpart funding and
recurrent cost financing.

- The United States has had significant difficulties in effectively
using Economic Support Fund (ESF) assistance and food afd to
achieve economic development and policy reform.

- The impact of U.S. assistance is eroded by the deterforating
international debt situation.

- Development assistance programs fn narcotics-producing and
trafficking countries have not effectively contributed to narcotics
reduction.

- Acquired Immune Deficiency syndrome may have profound economic and
social impacts on developing countries and may increase the demands
for U.S. assistance.




= Accountability and control over cash transfers and local currency
programs are not sufficient to ensure that assistance is used for
intended purposes. Also, adequate attention is not given to the
financial management deficiencies of aid recipients,

The Agency for International Development (AID), which is the primary
implementing agency for U.S. economic assistance, has encountered
significant management problems. Difficulties have been encountered
in project and financial management, contracting and procurement,
program budgeting, and monitoring. Management of critical programs-is
complicated by AID's decentralized operations in numerous developing’
countries, the large number of projects, and direct-hire staff
1imitations. The pipeline of obligated but undisbursed funds, which
has averaged several bil1lion dollars in the 1980s, §s indicative of
AID's problems in effectively delivering economic assistance. '

AID and Department of State officials believe that the congressfonal
oversight and budgeting process is also partially responsible for
problems in bilateral assistance delivery. Two frequently mentioned
issues are the earmarking of ESF, which can affect AID's ability to
promote recipient policy reform, and the funding of developmént
assistance by functional accounts, which can result 1n development
priorities shaped by funding availability rather than development
needs. An additional factor cited by AID is the current reprogramming
process which requires that AID justify to the Congress most cnanges
in 1ts Congressional Presentation,

Matters for Consideration

- Structure U.S. bilateral assistance according to the recipient’s
capability to support projects. Options include emphasizing
projects that lessen the administrative and financial burden on
recipients, stressing alternatives to project assistance, and
making new and continued project funding contingent on recipient
compliance with counterpart and recurrent cost funding agreements.

Strengthen efforts to encourage recipient economic policy reform by
clarifying specific reform objectives, establishing
timeframes/milestones for achieving stated reforms, and
periodically assessing reform progress and impact of U.S.
assistance. '

Develop budget strategies to minimize the pipeline problenm,
consider alternatives to earmarking funds and to programming
development assistance by functional accounts, and streamline
reprogramming requirements. '

Focus AID programs on more manageable units by decreasing the total
number of countries in which AID missions and field offices are
located, concentrating AID resources and personnel on key countries
and maintaining a limited in-country presence through U.S. embassy
staff in other nations, concentrating resources on fewer and/or
larger projects, and setting a minimum funding level per project.

Develop an overall debt relief policy that determines how much aid
is needed, the U.S. share, and the most appropriate mechanisms for
delivery.

Determine {f AID should play a greater role in U.S. efforts to
reduce narcotics production and, {f so, what that role should be.
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Matters on procedural, management, and operational changes in the
bilateral program may be more easily addressed. Some examples include
(1) upgrading accountability and control requirements for local
currency accounts; (2) developing a fully integrated AID financial
ranagement system that, among other things, provides more reliable and
comprehensive data on program disbursements; (3) reexamining AID
contracting and procurement practices to better ensure competition,
cost control, and program effectiveness; and (4) deveioping a

- long-term assistance strategy to address the financial management
deficiencies of aid recipients. . .

In the mult*llateral' assistance area, analysis indicates the need:

- for better management of U.S. participation in international
organizations, _

- to further strengthen internal evaluation systems and the Joint
Inspection Unit of the United Nations,

- to further strengihen the independent evaluation systems of the
multilateral banks, and

- for a reiiable U.S. policy for assessed payments to the United
Nations.

II. Recent Comprehensive Studies

end Fre

The book argues for separating development assistance legislatively
and bureaucratically from political and military assistance; for channeling
development assistance through a publicly chartered foundation; for a
responsive, participatory mode of implementation ({.e., for giving the

intended recipients (the poor) a major role in planning and implementing
development assistance). :

1. Summary of Aid for Just Development (1988), by Steve Hellinger,
d 0'Regan

Doug Hellinger,

Foreign Aid, General:

-- Those countries that followed the advice of Northern aid agencies
and diverted agricultural resources to produce for export and to establish
a modern industrial base have seen the prices of their commodities plummet,
Northern markets contract, the cost of capital-goods imports steadily
increase, the price of {mported oil fluctuate dramatically, balance-of-
payments problems intensify, and the cost of credit neaded to cover these
deficits only exacerbate them.

== Money 1s not a significant constraint on development. Third World

agﬂ\;:ies are overloaded with funds that they cannot effectively absord and
utilize.

== Project success depends cn local involvement. Participant
control guarantees a number of factcors crucfal to success -- local




commitment to the long-term goals of tne preject, an appropriate "fit" or
adaptation of economic and technical innovations, an appropriate
(self-determined) distribution of economic and social benefits, a
broad-based sharing of formal and informal project-related learning
experiences, and reduced administrative costs through decentralization and
local-level skill development.

) --  AID has been moving away from projects and in the direction of
using its influence at the macro level, and thereby is moving further from
contact with local-level realities.

-- Development assistance should be separated from political and
military assistance and channeled through a restructured AID that is an
autonomous public corporation with a board of directors. As currently
structured, AID {is subject to U.S. foreign policy objectives, trade and
investment interests, and a variety of special interests. Members of
Congress could use the autonomy of AID as a basis for resisting the myriad
of extraneous pressures brought to bear on them. Economic assistance
provided for political/security reasons would be managed by the Department
of State.

- A governhent's efforts to narrow the wealth and income gaps
between the rich and the poor should be the principal factor in determining
the allocation of bilateral aid.

-« Aid should be available to institutions in all countries,
regardless of a country's income level.

--  Aid should be freed from Buy-America requirements. Tied aid
generates little in the way of permanent markets for the donor country.

-- Project vs Program assistance -- Assistance should be provided as
program aid on a multi-year basis to governments which have exhibited a
commitment to a form of development that directly involves and benefits the
poor. Where such governmental commitment {s absent, aid should move as
project assistance to appropriate institutions.

-- AID, while more decentralized than other donor agencies, fs still
top-heavy with personnel in Hashington. AID is burdened with a set of
internal checks and reviews that produce a lengthy and cumbersome project
cycle. AID imposes upon itself enormously complicated procedures which
make it difficult for the field missions to be responsive to the poor.
Projects are judged on criteria unrealistic in terms of implementation and
are approved as long as they are well articulated and presented in the
proper form. The length of the project-development process also leaves
staff with 1ittle time at the end to observe the actual product of their
efforts. ’ -

-=  Functional accounts should be eliminated so AID missions can
support activities truly relevant to the needs of each country.

-- A restructured AID would have one-to-three regional offices and

country mission staff decentralized to facilitate contact with local
communities and institutions.
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-- Full-time AID staff, rather than U.S. consultants, should assume
the major responsibility for development assistance functions.

-- Congress has not effectively exercised its oversight
responsibilities. The Congress should enact a new Development Assistance
Act, with a simple, short, unambiguous mandate. The Congress would
exercise its oversight function and receive notification and summaries of
all projects, but it would not involve itself in the review and approval of
programs and projects.

-- An Asian and Pacific Development Foundation should be
established, to join the Inter-American Foundation and the African
Development Foundation.

-- Land-grant universities, consulting firms, many PVOs, and other
special interests linked legislatively and/or programmatically with our aid
program have chosen to focus on their own more narrow concerns rather than
challenge a development and aid paradigm that has failed to involve and
support the poor in their self-defined development endeavors.

-~ Development criteria should be focus on the principles of equity,
participation, sustainability, and self-reliance.

PYQs:

-- Are well placed, as a result of their work at the grassroots
level overseas, to inform the U.S. public, program officials, and
policymakers of the realities of life at that level and the impact of
official assistance programs.

-- In 1984, some 2,200 Northern NGOs utilized approximately $4
bil1lion in assistance.

-- The work of PV0s is uneven. At their best, they are responsive
to local needs and requirements. But they also can be removed from the
poor, noncollaborative,.and imposing of Northern priorities and agendas
rather than responsive to local communities.

-- As increasing amounts of money for foreign assistance have been
moved through PV0s, some PVOs have become less responsive and accountable
to the poor, and less independent of governments. AID's overfunding of a
number of groups have taxed their management capabilities, changed their
institutional stvle, and made them more bureaucratic and unresponsive.

-- The U.S. should establish a PVO foundation to make grants and
loans to U.S. PVOs and local counterparts in accordance with strict
criteria that stress the local initiation of projects, the building of
institutions, and the devolution of management to local control. A PVO
should receive no more than 50% of its funding from government. PVOs must
include public education among their responsibilities.

World Bank:

-- Is ill-equiped in orientation, structure, and operations to

- 13 -




support the types of projects, programs, policies, and organizations that
truly involve and benefit the poor. Local participation has been absent in
its mode of operation.

-- The focus of the Bank's (and IMF's) structural adjustment efforts
has not been the poor, but instead on agricultural pricing, industrial
policy, exchange rates, trade liberalization, export promotion, budgetary
policy, cuts in public-sector investment, public-service user chargers, and
financial and debt management.

-- The head of the U.S. bilateral aid program should be the official
link to the MDBs.

-- MDBs should: shift away from an export focus to emphasis on
greater regional, national, and local economic diversification and
self-reliance; elicit the views of affected marginalized populations;
reduce the level of lending until the absorptive capacity of relevant and
effective institutions can be determined and expanded; redirect IDA funding
from the poorest countries to poor people.

2. The Convergence of Interdependence and Self-Interest:
Reforms Needed in U.S. Assistance to Developing Countries

A review and recommendations by tae Phoenix Group; published by the
International Trade and Development Education Foundation, January 1989.

The report's principal conclusions are:

-- Currvent U.S. foreign assistance policies and programs are targets
of widespread and continuing criticism., The world is vastly changed
since the basic U.S. foreign aid law was enacted nearly three decades
ago. Now, with a2 new Congress and Administration in Washington, is
the time for serious review and reform.

-- To be justified, U.S. foreign aid programs must be in the U.S.
national interest. This concept is logical and evident. Aid to
developing countries does serve U.S. interests. Improving their
economies improves their value as trading partners. Aid targeted on
their environmental concerns helps our environment. It is also away
to combat global pollution, reduce mass migration of people from one
country to another and to help reduce global tensions.

-- To be effective in an age of tight federa! budgets, limited U.S.
foreign aid funds should focus on key Third World problem areas and
not be diffused by addressing so many objectives as is now the case.
U.S. bilateral assistance should concentrate on those programs in
which the U.S. performs well -- in training and education, technical
assistance, research, information and management, and policy
guidance. Programs requiring large funds transfers should be left to
international institutions.

-- Major problems facing Third World countries are in the areas of
debt, food security, natural resources management and the
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environment, energy, health and human welfare, population, management
capabilities, and private enterprise develCpment.

-- The U.S. foreign aid administrative structure needs a major
overhaul. Military assistance shoul- be administered by the Defense
Department and charged to the defense budget.
Political/security-related assistance should be charged to and
administered by the State Department. For development assistance,
there should be a Presidential-level council assuring adherence to
priorities and government-wide coordination. An AlD-successor agency
organized along problem-solving 1ines is required for Third World
problems, and most U.S. aid missions overseas must be replaced by
problem-solving, results-oriented, binational task forces.

-- To undertake serjous reforms, Congress should scrap the
obsolescent Foreign Assistance Act of 1961 and write a new law. To
aid implementation, policy direction and oversight, Congressional
leaders should vote funds that are available until expended, using
two-year aid appropriations bills. Congress should also link
authorizing and appropriating legislation to improve clarity and
consistency in the law.

The report makes specific recommendations for U.S. aid in each
area.

Foreign Aid and American Purpose

A pubification cf the American Enterprise Institute, authored
by Nicholas Eberstadt. December 1988,

The publication seeks to examine the consequences of
development assistance and other z2id policies. Questions addressed
include:

-- Whether development aid policies did not at times make injurious
practices and destructive policies feasible for governments that
could not have sustained them without this source of financial
assistance.

-~ Is prosperity a necessary condition for liberal democratic rule.

American foreign 2id policies, which should be used to reinforce U.S.
political, economic, and moral objectives, must have two purposes:

-- First, to augment American political power throughout the world.

--Second, to support the postwar liberal international economic order that
the US helped create and is committed to preserving.

RECOMMENDATIONS::

AUMANITARIAN AID: U.S. policy should commit the United States
unreservedly to the rescue of those whose lives are threatened by
emergencies and disasters -- irrespective of their government's

- 1§ -




attitude toward the United States or “human rights" or any other
consideration. The only condition on such aid is that local
governments not obstruct the efforts of outside agencies to act in
the afflicted areas.

-- Upgrade substantially the priority accorded emergency relief with
U.S. foreign aid policy. '
-- Delineate and divide more clearly the roles of government and
nominally private voluntary organizations (PV0s).

-- Improve the early warning system that may alert countries to
approaching famines and disasters.

-~ Pre-position emergency relief stocks and trim bureaucratic red
tape, purticularly requisitioning and payment procedures.

DEVELOPMENT AID: U.S. policy should focus on the task of encouraging
self-sustaining economic growth. Assistance should be directed
toward helping governments govern more productively, rather than
redressing international poverty through unsustainable transnational
budget transfers. Development aid should be guided by grinciples of
entrepreneurship and comparative advantage: that is, of making the
mst productive use of scarce resources through key interventions. A
return to providing technical assistance will be necessary.

-- Remove fnstitutional and legislative shackles impairing
effectiveness of U.S. development policies.

-- Review U.S. contributions to UN development policies. Programs
of the UN related organizations in the name of “development" are
often hostile to a free and open international economy.

-- Cut back "soft™ development lending.

== Return the World Bank and other muitilateral development banks to
their original purpose, that is, serving as the main pillar of a free
international economy.

-- Reform P.L. 480 to focus more on emergency or famine relief
rather than a commodity-disposal project subsidizing U.S. farmer,

-- Encourage statistical competence in developing nations.
== Increase technical assistance through U.S. universities.

-- Expand competitive funding in support of technical innovations
for developing countries.

-- Develop movable "policy hospitals® made up of development
specfalists to educate rulers and decision-makers in developing
countries about the economic consequences of chosen policies and
alternative strategies.

-- Help governments in developing countries make markets work.

-- Encourage U.S. allies to reform their development policies.
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Other Western nations must join in a commitment to the principies of
the liberal international economic order and to the goal of
self-sustaining economic progress.

SECURITY ASSISTANCE: Must be considered separately from humanitarian
and development purposes not only because it purposes are different
but also because different rules govern its effective application.
The purpose of U.S. military and security aid is to apply American
power internationally by strengthening the defensive capabilities of
states in the American alliance structure and helping friendly
nations quell internal political or military disturbances. It is
uncertain that long-term transfers of money for security purposes
promote self-sustaining economic growth.

-=- Remove ESF from AID.

-- Reduce the soft lending component and raise the direct grant
portion within the mixture of American security assistance funds.

-- Reform the legislation governing security assistance to remove
restrictions on the ability of the U.S. government to conduct foreign
policy.

A Message to Congress on Sustainable Development in U.S. Foreign
Assistance

National Audubon Society's Foreign Assistance Project, January, 1939.
The report contains these conclusions:
-- Today we are faced with a series of complex and awesome

challenges. Our quality of 1ife and the future of the planet rests
on the decisions we make now and in the 1990s.

We make this prediction based on projections of current trends.
It is not a question of whether the climate will change, the
atmosphere will deteriorate, nonrenewable resources will be
exhausted, starvation will take place, or the quality of life for
many will decline. Many of these changes have started already. All
the indications are present that we are wreaking havoc on our
environment, and we are doing it at an extremely rapid rate.

-~ Fact. There are more than 5 billion people in the world.
Projections indicate another billion in.ten years. By 2030 there
could be as many as 10.2 billion people or more. Most of these
pecple will 1ive in what we call “the developing world”. Brazil will
have more inhabitants than the United States. Nigeria's stabilized
population will be larger that the whole continent of Africa today.
India will be larger than China.

-- Fact. Eigthy thousand square kilometers of tropical forests are
converted to nonforest use annually, with one and one-half times that
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much damaged each year. At current rates twelve percent of the
remaining tropical forests will be gone by the yeir 2000. Besides
being unique, animals and wiid plants from these forests form gene
pools for agriculture and medicine. Twenty-five percent of all
pharmaceuticals come from tropical plants, and scientists have not
even named five out of six tropical plants. much less determined
their potential uses.

-- Fact. There are massive declines in food reserves and daily loss
of arable land worldwide. Findings in a United Nations study on
agriculture and world food supply indicate that by the year 2000 more
than half the total countries studied will be unable to feed their
expected populations with traditional agricultural methods. High
input agriculture, on the other hand, is often unavailable or
expensive, Pesticides and herbicides also can contaminate
groundwater and destroy the natural resource base.

Audubon advocates a U.S. effort to use the foreign assistance
program to promote ecologically sustainable development. Key
elements to this program include an agricultural policy that protects
soil and drinking water, an increase in support of U.S. population
policies, and the establishment of an energy, environment and natural
resource program,

The report makes these recommendations:

I. Rewrite the Foreign Assistance Act to:

- Make 1t more applicable to the current econumic and environmental
realities in developing countries.

- Emphasize ecologically sustainable development with particular
attention to agriculture, energy, environment and natural resources,
and population.,

- Focus the Foreign Assistance Act on those activities where the
United States has a comparative advantage to help reduce the long
list of objectives in the Act.

- Develop technical partnerships with donor countries, multilateral
institutions, private donor foundations, and experts in developing
countries.

‘= Create a 1ine item for energy, environment and natural resources so
the planning and implementation of these programs can be tracked.

- Reduce the number of bureaus and offices in the Agency for
International Development by combining or collapsing them into new or
existing structures, wiich have a technical emphasis.




I1. Focus the Foreign Assistance Act on ecologically sustainable
programs in Agriculture, Energy, Environment and Natural Resources
and Population. .

A. Continue the shift in U.S. A.1.D.'s agriculture policy toward
ecologically sustainable methods.

- Establish an agriculture development program concentrating on:
a) working directly with farmers, b) small-scale agriculture
projects and c) policy dialogue.

- Adapt systems of technology transfer to local conditions.

- Focus the policy dialogue at the macro-economic level and give
particular attention to the benefits and risks of biotechnology.

B. Establish an Energy, Environment and Natural Resource program.

- Use the new Forefgn Assistance appropriations account for energy,
environment and natural resources projects that (a) meet energy needs
in ways that are ecologically sustainable, with an emphasis on energy
assistance to meet human needs while minimizing global warming;

(b) conserve tropical ecosystems and biodiversity; and (c) encourage
effective regulation and control of pesticides, with particular
attention to protection of groundwater and drinking water supplics.

- Encourage cooperation and consultation of this program with other
U.S. A.1.D. agriculture, population, and health programs.

- Assign appropriations and oversight of existing treaties that
promote conservation of biodiversity to the Department of State's
Bureau for Oceans and International Environmental and Scientific
Programs/Ecology and Natural Resources (OES/ENR).

- Establish an Interagency Task Force on implementation of existing
biodiversity treaties with Department of State, Interior, Commerce,
Agriculture, and Treasury, and U.S. A.l.D.

C. Reaffirm the United States commitment to assistance for
popuTation policy and family planning services.

- Restore funding for multilateral population organizations such as
the United Nations Fund for Population Activities and the
International Planned Parenthood Federation.

- Remove all legislative restrictions which prevent the Agency for
International Development from responding to developing country
requests for population and family planning assistance.

- Encourage the recruitment of populaticn officers for &11 high
growth countries.

- Maintain and strengthen the technical focus provided by the Office
of Population of the Agency for International Development by
designating half of appropriated population funds for the central
program.

- Improve the efficiency of population assistance through pilot
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projects, private sector involvement, long-term sustafnability, local
manufacture of contraceptives and contraceptive research.

- Continue support for data collection and research on the
consequences and causes of rapid population growth, focusing
activities on operatioral policies, and building developing country
capacity to conduct population programs.

111, Reorder priorities of foreign assistance appropriations (the
150 account). .

- Establish sustainable development as the U.S. policy theme in the
1990s. .

- Increase contributions to multilateral programs that promote
ecologically sustainable development,

- Transfer a minimum of $600 million from mi1itary assistance to
bilateral development assistance in agriculture, energy, eivironment
and natural resources, and population.

5. New Challenges, New Opportunities: U.S. COOSeration for
International Gréith an velopment in the s

Michigan State University; Center for Advanced Study of
International Development; September 22, 1988

SUMMARY CONCLUSIONS OF THE PROJECT

"Cooperation for International Development,® the largest and most
comprehensive inquiry ever launched to advise on future U.S. economic
cooperation policies with the Third World, has involved over 100
commissioned papers, 15 major symposia and a national conference. Dean
Ralph Smuckler and his senior consultant Robert Berg summarize the
results of the project as follows.

As the United States enters the 1990s, we also enter a time when
the importance of the Third World to the United States and to the well
being of the world at large {s taking a more central place. More than
any other nation in the world, the United States stands to gain from a
global system which promotes broadly based growth, an effective attack
on poverty, and an end to the degradation of the world's environment.
The 1890s will be a time when the fruits of economic collaboration with
the Third World will be immense.

A new Congress and a new Administration will present a real
opportunity to act for our own interests and the well being of a
majority of mankind. A new global vision is called for. We urge three
new American initiatives:

-- To restore growth in Latin America and the Philippines and to
assist the restoration of growth in Sub-Saharan Africa, a new approach
is needad on Third World debt. The approach must reduce debt burdens
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sufficiently to enable Third World economies to resume normal financial
relations and normal growth., The political leadership of the United
States and a prominent role for the World Bank are necessary for any
successful comprehensive approach.

-- Because it is the right thing to do, the United States needs to
reinvigorate its efforts to help accelerate growth and alleviate
poverty in poor developing countries, particularly {in Sub-Saharan
Africa where the human prospects are dim without effective
international support.

-- A new priority 1s needed to address global environmental
problems which couples domestic and intemational actions. Cumulative
negative environmental trends present unprecedented challenges to
mankind over the next two generations. Not only must development
strategies be changed, but actions over and above mormal plans are
necessary on 3 scale which may well challenge conventional economics.
Intﬁr-state cooperation also will be necessary on an unprecedented
scale.

Mutually beneficial growth will be ajded by sensitive U.S. trade
policies and by scientific and technical exchanges with the
increasingly capable Third World. Such relationships call for more
mature and mutual modes of cooperation.

The U.S. also has a strong interest in the spread of human and
political rights in the Third World, and here our own abilities to
foster economic and political pluralism are germane. :

Our own economic and humanitarfan interests lead the U.S. to
deve]ogment cooperation relationships which, in the 1990s, are urged to
emphasize four substantive areas:

-- Enhancing physical ue11-be1ng through improved health systems
and population planmning;

-=  Working for sustainalt!e food supplies;

-- Developing environmental programs and policies which protect
natural resources and assure better energy security by emphasizing
renewable energy and energy conservation; and

-- Fostering sound urban development policies as urban areas
h;ve great challenges and opportunities for development in the years
ahead.

There are four approaches to these substantive areas where the
U.S. has particularly strong abilities and these are recommended as a
basis for U.S. development cooperation: human resource development,
particularly at advanced levels; cooperation in science and technology;
management capacity building; and strengthening the private sector.

Regardless of the exact substantive programs chosen, the range and
complexity of country situations facing the U.S. calls for improvements
in the conduct of U.S. economic cooperation with the Third World.
Better coordinatinn with other donors and within the U.S. Government is
essential to make better use of scarce resources. Within the U.S.
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Government it is urged that coordination be facilitated by a special
function within the White House. Continued, indeed enhanced support of
multilateral agencies also is necessary because of their special
abilities. It is 1in the U.S. interests to increase the effectiveness
of these institutions. Taking far more fundamental consideration of
gender issues will also improve the quality of economic cooperation
policies and programs.

Organizing U.S. development cooperation requires an agency more
attuned to a range of relationships needed, particularly to more mature
programs of development cooperation. USAID might be reconstituted as
the Development Cooperation Agency. There {s also room for a -
foundation-1ike function to foster scientific and technologic research
and cooperation.

A1l this calls for long-term relations and partnerships; for
Congressional on broad 11nes; for management by highly expert
personnel; for extensive work through intermediary organizations and
institutions; and for new modes of cooperation.

Meaningful economic cooperstion with the Third World will take
meaningful financial support to better reflect U.S. interests and the
behavior expected of a world power. Although sorting out of priorities
1s needed in the short-run, the U.S. should strive to be near the
middle of the major Western donors as measured by the percent of GNP
devoted to development cooperation with the Third World. Such an
80-100% increase in funding by, say, the mid-1990s, calls for
Presidential and Congressional leadership. Some leeway exists in
funding U.S. cooperation programs by separating military and
military-related programs...and in the process some programs, such as
selected base rights arrangements, could be phased out. The large
Middle East program also should be separated out to allow it the
independent overview it requires. Repayments of past foreign aid loans
can be devoted to future economic programs, in some cases by accepting
repayments in foreign currency.

In the next year a new vision of cooperation needs to be articulated by
national leaders and a new national consensus needs to be forged.

111, Special Focus Studies

1. Direct to the Poor: Grassroots Development in Latin America

A collection of articles from field studies in Latin America and
the Caribbean by the Inter-American Foundaiion; edited by Sheldon
Annis and Peter Hakin.

This book suggest an ideal rasource transfer with no strings, no
baggage, no politics, no diversion, no waste. The book explores a
novel approach to economic and social development: giving money
directly to organizations that poor people themselves create and
control. Direct financial assistance is intended to strenghten
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the poor economically in the short run so that they can mobilize
through organized collective action and confront the fundamental
causes of their poverty in the long run. That is tha theory and
fntent of grassroots development.

This very uncomplicated {dea is based on a belief that, despite
their poverty, poor people posses substantial resources:

- knowledge and understanding of their circumstances, the will and
persistence to make things better, and a capacity to organize and
mount collective action. Direct financial assistance allows them
to “"capitalize® -- put into production -~ their economic
resources. In small but important ways, it helps them to gain
better control over their local environments, allowing them to
build upward and outward from there. This kind of assistance {s
not a substitute for broader social change or just, cowpetent
governments.

Most development agencies, of course, do not give aid “direct to
the poor." Indeed, they have not been very effective at giving
any benefits, direct or indirect. The nongovernmental,
antibureaucratic approach is born of frustration. It argues that
public agencies are more 1ikely to absorb than distribute
resources. If so, why not circumvent the system by investing
directly in institutions that the poor create for themselves?

The book is ultimately ambiguous in its answer to the basic
question: Does 1t work? Certainly, grassroots development is not
presented here as a magic solution to the problem of poverty. The
book does not conclude that self-help is a substitute for just and
competent governments or efficient, effective, and equitable
macroeconomic policies. Self-help cannot by itself replace
large-scale development projects and programs. And it does not
always succeed, or at least not readily.

Yet it does work, sometimes. It has made a difference, for some
people and some communities. It does start larger processes in
motion, 1f not fnexorably. This is a book about small victories.

2. “Stability With Justice" by Dr. Victor Basfuk and Colonel Robert
Herrick

The theme of Mr. Basiuk's and Col. Herrick's paper {s that security,
political, and economic interests and development within a country are
interdependent. Economic and security development are linked to political
stability, which depends on the legitimacy of the pelitical system.

Other points:

- "...to minimize the potential necessity of becoming involved in
military conflicts, the United States must place emphasis on prevention of
wars, or peacetime stabilization. This, to a very large degree, requires
that we assist and promote the transition of the developing nations to free
and stable societies.”
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-- "A fundamental requisite for stable and just societies is a free,
open, and vital economic system, capable of raising the standard of living
for the population at large, and not just concentrating wealth in the hands
of the government or a few dominant economic groups.”

-~ "...the ineffectiveness of Western economic assistance because of
its failure to address itself to the need for systemic change."” Studies
show that, societies in which ostensibly free markets exists, in fact are
governed by a intricate web of Taws, decrees, and regulations which serve
special interests and promote corruption. The evidence of this {n Peru is
that 39% of the gross domestic product {s produced by the "{informal sector"
-- outside government rules and regulation.

-- The U.S. must take a holistic approach to its relations with
developing countries by considering together the political, social,
economic, and security dimensions of those relations.

-- “...the focus-of programs should not concentrate on inputs at the
national level, but on impacts at the operations/local level."

== On the current U.S. security assistance program; the provision of
equipment, small unit training, and selective education to military
personnel “...is not capable of providing the flexible on-site planning and
executive assistance essentfal for building and professionalizing a small
nation's army, supporting an extensive counterinsurgency, or countering
powerful narcotrafficante threats."

-- Recommends a new high-level position in the State Department to
coordinate, be responsible for, and bring together the various policies and
programs affecting U.S. relations with developing countries.

3. The Transition to Sustainable Agriculture: An Agenda for AID.
Committee on Sustainable Agrfbuiture. 1987.

The Committee on Sustainable Agriculture is a non-governmental
coalition made up of PVOs, universities and environmental groups. It meets
under the auspices of the World Resources Institute, Washington, D.C.

Sustainable Agriculture is defined in the paper as the ability of an
Yagricultural system to meet evolving human needs without destroying and if
possible, improving the natural resource base on which it depends."

A sustainable agriculture approach emphasizes "systems of production"
which maximizes use of biological interaction and minimizes use of
environmentally damaging external inputs.

- It 1s not opposed to "modern agriculture" but is opposed to use of
environmentally damaging inputs. It stresses the interaction between
people, land and productivity.

Recommendations to A.I.D.: A.I.D. should elevate sustainable

agriculture to a central place in its overall development program.
Assistance should discourage the use of non-sustainable methods and inputs.
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It should help developing countries make the transition to sustainable
agricultural systenms.

This will require a broad-based participatory process of project and
program development which emphasizes environmental sustainability. A.I.D.
will need more people trained and expert in these methods. It should be
"U.S. policy to encourage host countries to take all necessary steps toward
a sustainable agriculture regime.

A.1.D should work closely with non-governmental groups 1n the U.S.
which are committed to these ideals. It should focus its research support
on an agenda of low-input agriculture which is responsive to the needs of
poor farmers on marginal lands.

A.1.D. should seek the cooperation of other donors and MDBs 1in
pursuing these objectives.

4. U.S. Security Assistance to Developing Countries

A study published by Interfaith Foundation and members of
Interfaith Action for Economic Justice, Washington, D.C.; and authorized by
Leanne Skooglund Hofford.

As has been true from the beginning, the U.S. foreign assistance
program continues to respond to conflicting devzlopment and security goals.
Our findings show that ESF programs and projects are designed to meet
military and political objectives and are not directed toward participatory
and sustainable development goals. Further, we find that military spending
defeats the objective of helping poor people. The preponderance of
military and security considerations over development efforts in the
allocation of U.S. foreign aid funds reflects a very narrowly construed
political and strategic national security of the people of the United
States by helping the people of the developing countries alleviate their
hunger and poverty and improve the quality of their lives.

The religious community that sponsored this study seeks to
promote a U.S. foreign aid program focusing on development and support for
the efforts of the world's poor people to rise out of poverty, rather than
military and political purposes and concerns. Such a program would address
the more urgent economic threats to U.S. and global security posed by the
disparity and injustice manifested in the global economy. Therefore, in
1ight of the findings of this study we beifeve that security assistance,
which impedes rather than foster the goal of helping the poor in developing
countries, should be drastically reduced and, inste.d, redirected toward
assistance to participatory and sustainabie development which will promote
- real U.S. and global security based on greater economic justice.
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5. Blue Print for the Environment, issued by 18 nongovernmental
groups.

Overview of the major themes and broad recommendations contained in the
more than 700 detailed recommendations presented to President Bush by
America's environmental community concerning actions the U.S. should take
to solve the environmental problems confronting the U.S. and the world.

The report 1ists the environmental threats facing the world: -

--Global warming of the atmosphere; .

~-Depletion of the stratospheric ozone layer;

--0cean pollution;

-<Environmental degradation in developing nations;
-=Loss of tropical forests and other wildlife habitats;
--Population growth;

--Wasteful and environmentally harmful use of energy;
-=Acid rain and other forms of air pollution;

--Nater pollution;

-=uncontrolled toxic substances;

--50i1 loss;

--Inadequate management of federal lands;

RECOMMENDED ACTIONS WHICH ARE FOCUSED ON INTERMATIGNAL ASPECTS OF
ENVIRONMENTAL PROTECTION:

I. Global Warming and Ozone Destruction:

--Minimizing global warming should be a top priority of the President's
domestic and foreign policy and he should ensure that global warming is
high on the agendas of both the 1989 Western Economic Summit and the
6lobal Environmental Summit meeting that he has pledged to convene.

--Work for a global treaty requiring that C02 emissfons be reduced through
increases in energy efficiency and greater reliance on renewable energy
sources.

--Propose that the U.S. and other nations join in a major program to halt
tropical deforestation and to plant trees on a massive scale.

--Instruct the U.S. Environmental Protection Agency to take all actions
necessary to phase out U.S. use of chlorofluorocarbons in five to seven
years and work to achieve an equally rapid worldwide phasecut.

II. Energy:

--Increase federal support of research, development, and commercialization
of energy efficiency and renewable energy sources.

--propose legislation that will increase fuel economy of new motor vehicles
by the year 2000. :

III. Protection of the oceans:

--Prohibit release of toxic and other contaminated wastes into the marine
environment by U.S. political and industrial entities and promote
domestic and international policies that give greater protection to the
marine environment.

--Call for ratification of the 1982 Law of the Sea Convention.
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IV. " Environmentally sustainable development:

--Announce that solving environmental problems in developing nations will
be a central focus of U.S. foreign policy.

--Direct that U.S. foreign assistance focus on helping nations achieve
sustainable development by: Enhancing the agricultural base and promoting
environmentally sound food production; conserving tropical forests and
biological diversity; stabilizing population.

--Pressure multilateral development institutions to improve their
environmental -performance.

V. Conserving the earth's plant and animal species:

--Place such conservation on the agenda of the Global Environmental Summit
meeting he has pledged to convene and support efforts to identify and
protect species.

--Direct A.I.D. to strengthen 1ts program to assist developing countries in
conserving species and habitats.

¥i. Population growth:

--Establish an official population policy for the United States, and
encourage all other nations to do the same.

--Reassert U.S. support of population and family planning assistance
fncluding support for multilateral organizations.

The report discusses actions which should be considered immediately

including: Delivering an annual environmental message to the Congress and
nation; Proposing an adequate environmental budget; Providing international
leadership; create a cabinet-level Department of Environmental Protection;
convene a White House Conference on the Environment,
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The Honorable Lee H., Hamilton
The Honorable Benjamin A. Cilman

George Ingram

Summary and Highlights of "Stability Nith Justice” by Dr. Victor
Basiuk and Colcnel Robert Herrick

The theme of Mr. Basiuk's and Col. Herrick's paper is that security,
political, and economic interests and development within a country are
interdependent. Econamic ard security development are linked to political
stability, which depends on the legitimacy of the political system.

Other points:

— %, ..to minimize the potential necessity of becoming involved in
military conflicts, the United States must place emphasis on prevention of
wars, or peacetime stabilization. This, to a very large degree, requires
that we assist and pramote the transition of the developing nations to free
and stable societies, "

— "A fundamental requisite for stable and just societies is a free,
open, and vital econamnic system, capable of raising the standard of living
for the population at large, and not just concentrating wealth in the hands
of the govermment or a few daninant ecanamic groups.”

- %, .o the ineffectivensss of Mestern economic assistance because of
its failure to address itself to the need faor systaemic change.” Studies
show that, societies in which ostensibly free markets exists, in fact are
governed by a intricate web of laws, decrees, and regulations which serve
special interests and promote corruption. The evidence of this in Peru is
that 39% of the gross damestic product is produced by the "informal sector”
— cutside government rules and regulation.

— The U.S. must take a holistic approach to its relations with
developing countries by considering together the political, social,
econamic, and security dimensions of those relations.

— %, ..the focus of programs should not concentrate on inputs at the
national level, but on impacts at the cperations/local level.*

— On the current U.S. security assistance program; the provision of
equipment, small unit training, and selective education to military
personnel "...is not capable of providing the flexible an-site planning and




executive assistance essential for building and professiomalizing a small
nation's army, supporting an extensive counterinsurgency, or countering
powerful narcotrafficante threats.”

— Recommends a new high—level position in the State Department to

coardinate, be responsible for, and bring together the various policies and
programs affecting U.S. relations with developing countries.
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2 The Hoorable Lee H, Hamilton
The Honarable Benjamin A. Gilman

FROM: Vic Zangla

SUBJECT: Summary of response to foreign aid inquiry letter from Dr.
Jack Baranscn, Illinois Institute of Technalogy

Mr. Baranson believes that current assistance modes and mechanisms are
ocutmoded and inadequate to our national interest needs for three reasons:
(1) the evalving abjectives of newly industrializing countries; (2) the
economic and comercial challenge the U.S. faces from Japan; and (3) the
need for American business to became more competitive abroad.

In canparing U.S. and Japanese aid to Indonesia, he describes how the
Japanese are able to mobilize business, government, and financial
' ( constituents to farm joint venture projects between Indaonesian and Japanese
L\ groups that are cammercially viable and mutually advantageous from a
nationai economic standpoint. The Japanese foreign assistance agency,
JIA, provides interest-free credit for capital expenditures (plant and
. equipment), a Japanese trading company provides the marketing ocutlet in
s Japan, and another Japanese partner supplies the needed technologies.
According to Mr. Baranson, America has no comparable delivery system.

o ~,

Mr, Baranson, as a consultant to AID in Indcnesia, reconmended the
establishment of a technalogy fund for Indcnesian enterprise that would
provide soft loans for technical aid to firms seeking to upgrade product
designs or production methods, This fund would be negotiated with an
Indonesian camercial bank for onlending to Indonesian firms. He also
suggests a similar fund to expand Indonesian export markets via partnership
with U.S. firms, particularly in the area of food processing. The U.S.
firms would prafit from technology sharing arrangements. He believes such
funis, as institutional mechanisms, would better serve American econamic
and cammercial interests in an increasingly competitive world.
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T0: The Honorable Lee H. Hamilton
The Honorable Benjamin A. Gilman

FROM: Vic Zangla

SUBJECT: Summary of response to foreign aid inquiry letter from Mr. Paul ,
Streeten, World Development Institute

Mr. Streeten, a British citizen, suggests we stidy the Commonwezlth
Development Corporation which marages projects, does lending, and is
decentralized. It has strong local staffs; it is acclaimed by opposing
political parties, is managed mainly by pecple in the private sector, and
has to cover its costs. It gets funds fram the Treasury and capital
markets, operates out of regional officec instead of natiomal capitols, and
continues to be available after projects are in place.

Mr. Streeten's caonments an specific areas follow:
Role of Congress — Moderate the pressures on the aid program from

narrow, sectional interests; provide enough funds; resist protectionist
lobbying; and educate the public,

abZectives — Poverty eradication should be the overriding objective,
ard it contribute more to Anerica's prestige than more narrowly
focussed foreign policy objectives.

O:un% distribution — India should get more aid under any criteria
used; go mostly to those with the greatest potential to improve
ard where aid makes the biggest difference.

Financial constraints — Concentrate on technical assistance and good
management; use existing institutions, especially large corporations, to
achieve poverty eradication. '

Qordinaticn — Coardinate w0 avoid duplication and gaps, but theré
are sane virtues in competition,

Institutional innovation — Use caution in the idea of bringing
together all assistance efforts under one umbrella. Same political clout
may be lost and some departments may be freed from responsibilities for
develogment, Also, move away fran heavy-handed performance criteria and
allow developing countries to monitor each other's performance.

Maasures and standards —— Can be incanclusive in that the goad or bad




things may have happened anyway. Development is a slow process with
successes often long delayed. However, project and program evaluations are
useful, and if done objectively, provide a conscience,

tonstituency — Pramotion of mational self-interests often obscure
other motives. The American public responds to appeals to humanity and
unselfishness. Cultivate the media, especially television. Mike appeals
caoncrete and vivid.

Other issues — (1) Program lending to debtor countries is aid to the
banks, not to the poor; (2) Not only projects, but also programs and
policies are fungible; (3) Program lending with policy conditions often
amounts to the crystallization of premature orthodaxies; and (4) Support
reform-minded leaders in developing countries.

Mr., Streeten, in a separate paper, describes how private fareign
investment in Africa and elsewhere could be axbilized to ancourage the
growth of damestic enterprises including those in the informal sector. The
large foreign firms, perhaps in joint wventures using private and public
capital, would encourage small-scale family entities to produce inputs,
compaonents, spare parts, repairs, and other services for the large firms.
Unproductive competition would give way to greater cooplementarity,
elimination of discrimination and harassment of the informal sector, and
gradual access to credit, information, technology, and mrkets,

-~
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The Hon. Lee H. Hamilton
The Hon. Benjamin A. Gilman

Richard Blue

¢ Summary of submission by Mr. Robert Blake of International
Institute for Bnvironment and Developmnent

Mr. Blake, with a career in diplamacy and sore recently in
environmental movement, has prepared a thirteen page response to the letter
on U.S. foreign assistance programs,

Mr, Blake makes the following major points:

= In an interdependent world, no major power can cpt out of the
development agenda without damging its own interests.

Because of the unique experience and coomitmant of the U.S., we
have a comparative advantage and credibility that other countries
do not possess. Even in 2 period of declining availability of
funds, U.S. leadership can be used to influence and guide
collaborative efforts.

The U.S. will maintain a bilateral assistance program but rescurces
will decline into the 1990s.

The solution to declining rescurces is complex but has the
following elements:

l. Shift resources from Israel and the other big six countries,

2. Focus bilateral assistance on sustainmable agriculture,
population, energy and resource conservation.

3. Drop education, health, private enterprise, macro policy
dialogue, and corresponding budget support.

4. Turn AID into a field orientsd technical assistance progranm,
Eliminate or substantially reduce Washington staff.

5. Focus more on training, research, institution building, and
technology transfer. Deempahsize contact management,
reporting, overly elaborate project p ing, and related




paperwark,

Reduce substantially the number of “full service"™ missions, but
maintain a focused program in small poor countries at one end,
and a different program in middle income countries. "In
countries like Brazil, Aryentina and Nigeria our global and
national interests call for an American contribution...Congress
should change the law and authorize such programs.”

Rely more on the use of other sources of funding, including
PL-480 and technical capability other than high priced
consul tants,

- Coordination is best accooplished at the field level between U.S.
government agencies and least effactive with other donors who have

their own agenda.

Congress and U.S. based interest groups will have to be restrained
in not imposing too many paper requirements or pressures on AID to
carry out pet projyscts. Nevertheless, some broad earmarking is
necessary to focus the Agency's attention and resourcws.

There is a constituency for foreign assistance. 27 major
organizations representing five million pecple have joined in a

Cummi ttee on Agricultural Sustainability for Developing Countries.
Congress has a mjor role in expanding that constituency.
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Memorandum

The Honorable Lee H. Hamilton
The Honorable Benjamin A. Gilman

Richard Blue

SIBIECT: Summary and Highlights of submission by National Audubon Society

On behalf of the National Audubon Society Pat Baldi has produced a ten
page respanse to the questions posed in the letter to development cxperts
from Messrs, Hamilton and Gilman, Ms, Baldi makes the following major

points:

OCongress should take the lead in rewriting the foreign assistance
program, providing both greater focus and more flexibility to the
implementing agencies. "Intense Congrsssional oversight
interferes with valuable time needed for plamning, developing and
pushing projects forward.”

There should be three objectives for foreign assistance;
stabilization of E%atian conservation of natural
resources and the environment, the institution of sustainable
agriculture.

By targeting our program cn three cbjectives, the question of
country focus becomes a function of which cauntries or regions
have the greatest need in those areas, not just GNP or political
salience,

Of the $13.3 billion for bilateral assistance, cne half goes to
Isrsel, Byypt and Jordan and another fourth to Greece, Spain,
Turkey and politically troubled states of Philippines, Pakistan
and Central America. Program funds and technical and management
staff for development purposes are diffused and inadeguate,

IY new resources cannot be found, then resources should be
shifted from the big six to meet the development objectives of
the rest of the world.

bhile coordination between donors at the country level is fair to
good, coordination within the U.S. government is least effective.
NSC led task forces should be set up to coordinate development
and security policy.




— Starting with a rewrite of the FAA to focus an the three major
objectives, technical expertise must be improved and organized
into functional bureaus. Collaborative linkages must be formed
with centers for development expertise outside of AID. hhile AID
must recognize the value of PVO grass roots development, PVO's
must recognize the impartance of public policy and national
leadership.

— FMS, MAP and base rights agreements should be transferred to the
Defense budget and separated entirely from econcmic assistance.

— Economic Support Funds (ESF) should be folded together with DA
for a more flexible development program.

— Measuring develomment is difficult and collecting the rights
kinds of data far the right time periods and for different types
of problems can create a growth industry in its awn right. 7There
are no "quick fixes™ in develogment. Same sectors, such as
population lend themselves to greater qmm:ificaum and
measurement than others,

— Lack of public support may be “more a reflection of public
{ distrust of the Federal government and its foreign palicy than
lack of concern for pecple in other countries.”

(- : — In general, public misunderstaending of the size ard directiomn of
foreign assistance is massive. A sort of Gresham's law focuses
public attention on aid to Bgypt, ar to the Contras, and the less
dramtic programs receive little attention.

= Congress can gain greater assurance that objectives will be
carried cut by playing a greater substantive rcle in the
selectiaon of senior staff in A.l1.D.

Mile Ms, Baldi did not discuss macro-economic issues of markets, the
private sector, trade, arxd econamic policy, she seans to suggest that these
are concerns best left to the multilateral banks.
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SORJACT: Summary of an Evaluation of U.S. AID Prograa in Maxico

One of the issues raised in the concept paper produced by the Task
Porce is should the U.S. maintain a development relationship with Advanced
Developing Countries and, if so, what should it ba? One model cames from
AID's Latin American experience, where there are at least five ADC
already in place, most notably in Brasil and Mexico. In March of 1998,
James Landbery of the Department of State did an assessment of the prograa
with Mexico. The two page summry of that assessment is attached.

The highlights of the assusmnt are:

~ The program is a “spectacular succsss” and receives
strong support from the Ambassador and the Mexican
goverment, private sectar and PVO community.

One AID Representative and nine locally-hired
persannel adninister an annual program of $16
million in appropriate funds and §50 million in food
aid.

The key to the program’s success is brokering
limited resources into programs with major
aultiplier effects. The AID progran "serves as a
facilitator, broker, ard catalyst for other Mexican
and Amrican arganizations...theredy leveraging
direct AID inputs.”

The program is active in family planmning, drug
education, analysics and action an illegal

immigration, entepreverial and small enterprise
develcpment, and an expanded role for the private
sector in health delivery to rural areas.

In this program, it appears that a highly coopetent
and innovative AID officer has been able to -

transcend the edifice of false predictability,
accountability, and control.

If independent analysis of other similar programs in Latin America
and those few showing up in other Advanced Developing Countries such as
Thailand and Portugal confirms that small, highly leveraged appropriated
funds can be effectively uses, there may be a model for addressing




develomment relationships in the 19%0s. Many of the countries receiving
ESPF and DA funds now will soon be in the lower middle income bracket.
Others will, like Mexico, contain very large and intractable poverty
problems. The U.S. development agenda with these countries is by no
means finished. Right now we do not have a well though out formula for

maintaining a program.
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THE NEW POLICY ENVIRONMENT POR DEVELOPMENT COOPERATION

™he axrent 0.8. foreign aid program bas run out of time. A
fundamantal resvalustion of existing programs and policies is -
argently oseded. Understanding the changed policy enwvirommsat is the
first stap and is more impoctant oov then the details of
organization and structize, o evan fundiog lewals.

The policy enviroomsnt bas changed sicoe the Congress revzots the
basic aid legislation ip the early 1978s.

1. Progress in the developing world has been marked. Until 1986,
growth rates were high, and 11fe expectancy, infant mortality and
literacy all showed marked improvements. The Thitrd world share in ql.obn
production is rising [Table 1); and developing countriss have emerged as
major export markets, and, in some cases, important competitors [Table
2] . Many have graduatad from being aid recipients, and ths better-off
developing countries now should be providing various forms of development
assistance.

2. The United States is in an international econcmic position

tecedented since 1945. Like many developing countries, EEE fnited
States has to balance its budget, expand exports and cut imports, and
service @ ballooning foreign debt. As a Tesult, rescuzces £O mest
Aserican intezests in the developing world will be scaice, &t least until
a canpranise is reachsd on the budgetary deadlock. In addition, the
uwanner in which the 0.5. desls with its own problems may have more impact
on develogment progress than scarce foraign aid dollacxs.

3. Growth in the developing countries is essential if the next

tr pro

trade deficit will remain at a stubborn $110 $12¢ buuon in 1992 unlcu
developing-country markets for American exporte grow as they did in the
19780 [Table 3]. With developing-country growth, however, the deficit
could be in the §78-380 billion rzange. The key obstacle to that outcome
is the developing-country dedt burden,

4. Total financial flows to the LDCs grew rapidly in the 1978s and
diversified, In the last few years, however, the net transfer of
gesources has been g&aun. Resource flows from OECD countries nearly
tripled between 1978 83, with all the growth coming fram private
comnercial sources. Since 1983, however, private flows have virtually
evaporated [Table 4]. Currently, the industrial countries are receiving
more in repayments from past loans than they are providing in new
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C. This changed policy enviroament bas {mportant implications) for the
future of the U.S. foreign aid program.

1. Selectivity and Balance. Currently the U.S. aid program is
trying to do too much, in too many places, with too few resources.
Choices are needed.

a. Security programs are in urgent need of reevaluation in

light of changing American interests in the developing
world.

Economic interests now predominate, particularly measures
designed to restart growth in our major developing-country
export markets in order to narrow the trade deficit. A new
approach to the debt problem should have priority in the
near term.

Concern about the "global agenda" issues--

allevjatjon, environmmental sustainability, and palitical
pluralism--is reemerging and should have American support
because they are congruent with our bedrock values. A
reassessment of the U.S. "comparative advantage" in
supporting progress is these areas is needed.

Choices have to be made on country allocations. The
poorer countries that do not have the same trading
opportunities and do not attract investment as better-off
countries need to receive the lion's share of conce
resources. This is not now the case [Tables 6 and 7).

The United States, however, will cortinue to have a

for programs in carefully selected middle= countries
of political importance.

2. Leverage. Resources for development will be scarce, especially
in the near term, and new donors are emerging. The impact of U.S.
resources can be increased by leveraging other programs.

a. Useé of government guarantees to stimulate private flows
can be expanded.

b. Methods of encouraging other donors must be explored
urgently.

U.S. leadership (and modest resources) can be used to
shape the agendas of the multilateral development banks
and the U.N. development system. But we must play an
active role.
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Mesorandm

Bick Blue

Restructuring Poreign Assistance: A Paper by Caleb Rossiter,
Review 42
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A number of groups seem to be calling for a separation of short term
military and supporting agssistance fram assistance the purpose of which is
to pramote long term econcmic development., a more egalitar’an distribution
of incame and services, human rights and political stabilicy.

Caleb Rossiter, Arms Control and Foreign Policy Caucus, calls fcr the
separation and much more in .one of the more farereaching analyses of
*what's wrong with foreign aid." His paper, Foreign Aid After Rsagan: A

to Revive Development and Human Rights, argues that whila overall
foreign assistance levels have increased under the present Administration,
development programs have suffered both quantitatively and qualitatively.
AID, as the manager of the Department of State's monay flows for foreign
policy purposes, has in the process lost most of its credibility as an
independent agency. What has not been allocated by State for politicalw
military purposes has largely been earmarked by Congress, leaving very
little flexibility to AID managers.

Rossiter calls for a camplete separation of the military and
supporting assistance accounts fram those which he would call development
and humanitarian assistance, and for the creation of a cabinet level
position for the head of AID, who would chair an NSC coordinating
coomittee. This AID would focus an basic human needs, agriculture (also
managing food assistance in the field), and disaster relief programs.
State and DOD would, under Rossiter's scheme, be responsible for base
rights payments, cash transfers for strategic budget support (as to Greece
and Turkey) and related programs.,

Unless this degree of radical surgery is performed, Rossiter seems to
believe that we might as well drop any pretensions to serious econamic
development or basic human needs goals fram our purposes for bilateral aid
and reocognize the program for what it is, payments from the U.S. Treasury
for the purpose of advancing our security interests abroad.

Another feature of Rossiter's restructuring is the removal of trxde,
finance, and investment considerations fram the development assistance
relationship. These functions would continue to be performed by Cammerce,

The benefits of thig restructuring would be to give long term
humanitarian and development interests a clear and equal voice in the




epression of Anerican values overseas. It would force Congress and the
(_ executive branch to come to grips with these values, rather than the
mddied, ambiguous situations which now exists, according to Rossiter,

Thi> paper is available from our resource center.

." \.~
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CCOPERATION FOR INTERNATIONAL DEVELOPMENT:-,
: U.S. Policies and Programs for the 1990s

SUMMARY CONCLUSIONS OF THE PROJECT

*"Cooperation for International Development,™ the largest and most
comprehensive inquiry ever launched to advise on future U.S. economic
cooperation policies with the Third World, has involved over 100 commissioned
papers, 15 major symposia and a national conference. Dean Ralph Smuckler
and his senior consultant Robert Berg summarize the results of the project
as follows.

As the United States enters the 1990s, we also enter a time when the
importance of the Third World to the United States and to the well being
of the world at large is taking a more central place. More than any other
nation in the world, the United States stands to gain from a global system
which promotes broadly based growth, an effective attack on poverty, and
an end to the degr:iation of the world's environment. The 1990s will be
a tims when the fruits of econcmic collaboration with the Third World will
be immense.

Aneu%pessaﬂdaneukdﬁniatﬂtimuiupmmtamloppoﬂamw
act for our own interests and the well being of a majority of mankind.,
A new global vision i{s called for. Ue urgs three new American initistives:

== To restore growth in Latin America and the Philippines and
ist the restoration of growth in Sub-Saharan Africa, 2 new approach
ed on Third World debt.
to enable Third World econcmies to resume normal financial relations
normal growth. The political leadership of the United States and a
prominent role for the World Bank are necessary for any successful comprehensive
approach.

-~ Because it is the right thing to do, the United States needs
to reinvigorate its efforts to help accelerate growth and alleviate poverty
in poor developing countries, particularly in Sub-Saharan Africa where
the human prospects are dim without effective international support.

-= A nev priority is needed to address global environmental problems
vhich couples domestic and intermational actions. Cumlative negative
environnental trends present unprecedented challenges to mankind over the
next two generations. Not only must development strategies be changed,
but actions over and above normal plans are necessary on a scale which
may well challenge conventional economics. Inter-state cooperation also
vill be necessary on an unprecendented scale.

Mutually beneficial growth will be aided by sensitive U.S. trade policies
and by scientific and technical exchanges with the increasingly capable
Third World. Such relationships call for more mature and mutual modes
of cooperation.

The U.S. also has a strong interest in the spread of humn and political
rights in the Third World, and here our own abilities to foster economic
and political pluralism are germane.

The approach must reduce debt burdens sufficient }



Surmary 2=

Our oun econcmic and humanitarian interests lead the U.S. to development
cooperation relationships which, in the 1990s, are urged to emphasize four
substantive areas:

-~ Enhancing physical well being through improved health systems
and population planning;
- Working for sustainable food supplies;

== Developing environmental programs and policies which protect
natural resources and assure batter energy security by emphasizing renewable
energy and energy conservation; and

- Fostering sound urban development policies as urban areas .
have great challenges and opportunities for development in the years ahead.

There are four approaches to these substantive areas where the U.S.
has particularly strong abilities and these are recommended as a basis for
U.S. development cooperation: human resource development, particularly at advanced
levels: cooperation in science and technology; management capacity building;
and strengthening the private sector.

Regardless of the exact substantive programs .chosen, the range and complexity
of country situations facing the U.S. calls for improvements in the oconduct
of U.S. economic cooperation with the Third World. Better ocordination with
other donors and within the U.S.Government is sssentizl to make better use
of scarce resources. Within the U.S.Government it is urged that coordination
be facilitated by a special function within the White Houss. Continued, indeed
enhanced support of multilateral ajencies also is neceasary because of their
special abilities. It is in U.S. '[nterests to increass the effectiveness of
these institutions. Taking far mc e fundamental consideration of gender issues
will also improve the quality of d¢sonocmic cooperation policies and programs,

Organizing U.S. development cooperation requires an agency more attuned
to a range of ralatlonships needed, particularly to more mature programs of
development cooperation. USAID might be reconstituted as the Development Coopera-
tion Agency. There Is also room for & foundation-1lke function to foster
scientific and technologlic research and cooperation.

All this calls for long-term relations and partnerships; for Congressional
direction on broad lines; for management by highly expert personnel; for extensive
work through Intermediary orgsnizations and Institutions; and for new modes of
cooperation,

Meaningful economic cooperation with the Third World will take meaningful
financial support to better reflect U.S. interests and the behavior oxpected
of a world power. Although sorting out of prioritias Is needed In the short-
run, the U.S. should strive to be near the middle of the wajor Western donors
as measured by the percent of GMP devoted to davalopment cooperation with the
Third World. Such an 80-100% increase in funding by, say, the mid-1930s, calls
for Presidential and Congrssional leadership. Some leeway exists in funding U.S.
cooperation programs by separating military and military-related programs...and
in the process some programs, such as selected bases rights arrangements, could
be phased out. The large Middle East program also should be separated out to
allow it the Independent overview it requires. Repayments of past foreign ald

loans can be devoted to future economic programs, In some cases by accepting
repayments In forelign currency.

In the next year a new vision of cooperation needs to be articulated by ‘%q
national leaders and o new national consensus needs to be forged. T
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Memorandum
The Honorable Lee H., Hamilton

The Honorable Benjamin A. Gilman

Vic Zangla

: Summary of views and comments at Member/panel meeting on
foreign econamic assistance; June 1, 1988

The June 1 meeting was an off the record meeting, arranged by the
Foreign Aid Review Task Force, to discuss proposals, issues, and gquestions
regarding the restructuring of the foreign assistance program.
Approximately 10 Members of the Committee participated in a wide-ranging
discussion with three principal panel members arnd their associates.

Or. Ralph Smackler, Michigan State University:

Dr. Smuckler's opening remarks supplemented his summary of primary
conclusions of 15 symposiums and & national conference held in May on
"Cocgperation for International Development.” Robert Bery, his senior
ic:zs:g;nt, was also a participant. Major points covered by Dr. Smickler

1 :

1. Three basic goals and objectives of development ghould be:
to pramte broadly based growth; to attack poverty; amd to
end the degradation of the world's environment.

Three new American initiatives should be: to help restore
growth in Latin America, the Philippines, and sul~Saharan
Africa through debt burden reduction and U.S. and wWorld Bank
leadership; to renew sfforts to help accelerate growth and
alleviate poverty in poor LDCs, particularly in Africa; and
to prioritize and address global environmental problems with
changed davelogment strategies and unprecedented
international cooperation.

U.S. economic and humanitarian interests in the 1990s call
for development cooperation relationships which:

— work for sustainable food supplies;

— develop envirommental programs which protect natural
resources and assure energy security;

— foster sound urban development policies.

.U.S. Development cooperation should stress and utilize




strong U.S. abilities in:

human resource development;
science and technology;
management capacity building; and
private sectar develogment.

Better coordination with other donors and within the U.S.
Government is essential to make better use of scarce
resources. U.S. Government coordination should be
facilitated by a special function within the khite House.

AID might be reconstituted as the Development Cooperation
Agency with roam for a foundation-like function to foster
scientific and technological research and cooperation.

The United States should strive to double its ecanamic
financial support by the mid-1990s.

Military and security assistance, and the large Midile East
programs should be separated out from development
assistance; selected base rights arrangements should be
phased out; repayments of past foraign aid loans could be
devoted to future economic programs.

Dxr. John Sewell, Director, Overseas Development Couwcil:

Dr. Sewell's camments and views were based on the cited existence of a
new policy envircnment for development cooperation., His three major
premises are that: (1) a fundamental reevalmation of existing foreign
assistance programs and policies is urgently needed; (2) the policy
environment has changed since Qongress rewrote the basic legislatian in the
early 1970s; and (3) this changed policy environment has important
implications for the future of the U.S. foreign assistance program.

In support of premises (1) and (2) — the need to reexamine foraign
aid and changes that have occurred since the early 1970s — these factors
are cited, among others:

-~ Developing countries have improved markedly in quality of
life, glaobal production and trade, and same have graduated
from being aid recipients;

The U.S., like many LDCs, has to balance its budget, expand
exports, cut imports, ard service a growing foreign debt.

As a result, resources to meet U.S. interests abroad will be
scarce;

LDC growth is essential to a manageable U.S. trade deficit.
The key obstacle is the LDC debt burden;

Total financial flows to LDCs grew rapidly in the 1970s,
peaked in the early 1980s, and now the net transfers of
resources has become negative. Industrial countries are




: receiving more in repayments from past loans than they are
| providing in new lending;

— Aid donors have multiplied in the last decade and Japan is
now the largest donor with the World Bank dominating the
multilateral system;

— There has been a remarkable growth in “"openness" in the
developing world with more democracies, fewer dictatorships,
and increasing economic liberalization;

— Glabal poverty remains pressing;

— Industrial technological changes — in microelectronics,
canmunications, synthetics, management, and bioengineering
— may be an the verge of sparking a “third industrial
revolution. *

Implications and suggestions set forth for the future of U.S. foreign
assistance:

1. Selectivity and Balanoe: U.S. aid program trying to do too
much with too few resources. Reevaluate security programs.
/ . Restart growth in our major LDC export markets, Support
{ ‘ poverty alleviaticn, envirommental sustainability, and
political pluralism. Allocate more concessional resources
: ( to poorer countries.

. 2. Leverage: Use scarce resources more to leverage activities
of other donors. Expand U.S. guarantees to stimulate
: private flows. Energize U.S. leadership role in shaping
agendas of multilateral develogment banks and the U.N.
develogment system.

3. Styles Adopt a nuch more collaborative style using joint
programming with other donors and more and better
coordination.

4. Organization: Develop an overall guidance mechanism for the
multiplicity of policies and agencies that address U.S.
interests in the developing world. Separate policies and
programs that serve short-term military and security needs
from those that address laonger-term growth and development
interests, The Departments of State and Defense should
administer respective political and military programs. A
new ecanamic cooperation agency is needed.

5. Resources: Development assistance budgets should rise. The

flow of nonconcessiaonal resources will be more important to
most mid-level LDCs than cancessional sources.

Jack Sullivan, Vice—President, Development Associates:

Mr,.. Sullivan served on the staff of the Committee on Foreign Affairs




(1962-76), served four years in AID's Asia Bureau, and is a mamber of the
Phoenix Group which is looking at the relevance of today's foreign
assistance program. Their hope Is to target a few major problems and put
together an acceptable program. His comments included:

— A lack of consensus an foreign aid exists in Congress and
among the American people;

— Today's foreign aid structure is essentially the same as the
one created by the Foreign Assistance Act of 1961;

= Congress basically rejected the 1969 Peterson/Johnson
report, except for creating the Ovaerseas FPrivate Investment
Corporation;

= The April 1973 attenpt to reform foreign assistance (16
mambers sent letter to President Nixon), changed the Act by
mandating "new directions™ and setting up functional
accounts;

— The 1979 creation of the Inte:national Development
Cocperation Agency (IDCA) was not successful and the new
agency was never utilized;

= There are 34 major priorities in the legislation with a
variety of restrictions, mandates and prohibitions, and
amendments for special interest groups;

— U.S. citizens have a generally negative view of foreign aid
although they are positive an the alleviation of hunger and
disease.

Subsequent Member—Panel discussian elicited these additional views:

-~ S0 long as the different views between Democrats and
Republimns prevail, we will have difficulties.

~ The fact of limited funds and the establishment of national
priorities are at the core of the major rewrite effort.

— Separating out military assistance, Byypt and Israel, or
base rights funding is rot easy.

—  On base rights, can the EEC hLelp in Europe and Japan with
the Philippines?

—  Three urgent priorities are debt restructuring, Africa, and
the envirorment.

~— An international mechanism for achieving a cooperative
approach has not been suggested. A systematic way of
working cooperatively with other donors may be advanced by
training the recipient governments to impos2 a ccordination
structure for the aid they receive. Congzess could play a




role in spearhaading coordination in multilateral
organizations by setting out cbligations of U.S. agencies
who participate in these organizations.

khere should a coardinzting mechanism be placed in the U.S.
Government? Perhaps in a development agency with a Counsel
in the White House,

How can jurisdictional problems in the Congress be overcome?
Money to Israel and Bgypt drive the foreign aid bill. How
to focus Congress an the potential effects of small
percentage changes in big earmarks an poverty and other
programs in smaller countries, Solve jurisdictional
problems by collaboration and perscnal relationships; broad
changes not really possible.

U.S. should use its comparative advantages in energy
conservation, etc.; e.g. most of the environmental damage in
India is due to the lack of an energy policy.

Need to make clear the linkage between foreign assistance
and the damestic benefits we receive. MNorld Bank does a
better job cn this. Nesed a mechanism cutside of Congress to
build a constituency. Oonsider using fewer resources and
applying them to U.S. interests we can clearly achieve, i.e.
in security, trade, environment.

Multiplicity of objectives: they are all good but the net
result in terms of achieving them is obscure. PFocusing an
MSU priorities of growth, poverty, and the environment
leaves out issues like damocracy and building political
institutions.

Real problem is with implementation and lack of trust
between the executive branch and the Congress.

How do you get accountability and not micromanage? Hold
people accountable for program results. Need to free people
from time consuming, paper generating processes that result
in nothing becoming important. Base results on poverty
decrease/qgrowth, using social well-being indicators country-
by—country but avoid the danger of indicators becoming the

goal,

Don't lose sight of costs; e.g. each American in Africa
costs about $200,000 per year to oversee $2 million in aid.

what is the relevance of U.S. aid to 80 or to 114 countries?
Need to look carefully at this — we don't need AID missions
in every country that receives aid.
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Margaret Goodman, Staff Consultant

Summary of AID interim report on urbanization in
developing countries

At the request of the House Foreign Operations Subcommittee, the
Agency for International Development is preparing a report cn “Urbanization
in Developing Countries and its Implications for Technical Assistance.”

The following is a summary of a near final draft of the interim report
prepared by the Agency. Approval of the documenit within the Agency has
been a slow process, presumably because of the implications of the findings
challenge AID's basically rural bias.

The findings in the interim report basically parallel those in the
Michigan State study an the future of foreign aid, which identified urban
issuss as concerns reguiring increasing attention in the future.

The AID report offers a number of statistical findings on the nature
of urbanization in developing countries, including:

- By 2025, the world's urban population will be approximately 60
percent of the wcrld's total population;

Most of the growth of urban populations will occur in developing
countries; urban populations in LDCs are projectsd to increase
from 29.2 percent of total LDC populations in 1980 to 46.2
percent in 2010;

Seventy—-tiree percent of total new population growth in
AlD-eligible countries is projectad to be in urban areas;

Between 1985 and 2000 there is estimated to be an absolute
decrease in the number of households living in rural poverty amd
a douwdling of the number of urban poverty households, so that by
the year 2000, the majority of poverty households will be in
urban areas.

An estimated 60 percent of the GNP in LDCs is produced in urban
areas, ard this figure is expected to increase to 80 percent by
2000.




AID's major urban program has been the Housing Investment Guarantee
(HIG) Program, which operates at a guarantee level of $125 million
annually, making AID the largest bilateral donor in urban programs. In
addition, other AID activities, such as health and population programs,
operate in both urban and rural areas.

AID expects in the final version of this report to outline its views
on the range of programmatic, budget and organizational options frcm which
an urban assistance strategy can be developed. Among the areas addressed
are: employment, emphasizing the informal sector; capacity building in
local govermment; and policy reforms linked to investment, regulatory
reform, land management.

The tone of the draft report is basically positive, emphasizing the
opportunities presented by urbanization for stimulating econcmic growth and
job creation, reducing barriers to the increased productivity of the urban

poor.




Committee on Foreign Affairs
July 20, 1988
Memorandum
T0: The Honcarable Lee H, Hamilton
The Honorable Benjamin A. Gilman
FROM: Beth Ford
SUBJECT: Summary of response to foreign aid inquiry letter from George

H. Axinn, Department of Resource Development, Michigan State
University

- In the long-term natianal interest for the Congress to be
proactive rather than reactive in its consideration of foreign assistance;
Ss needs to maintain a longer range perspective and ensure that U.S.
participation in the developing world reflects that;

— To achieve a longer term perspective, the U.S. .ieeds to be an
active supporter of the U.N. specialized agencies and should consider
flowing more assistance through multilateral chamels, with an emphasis on
international technical cooperation;

— The U.S. does not need to spend more money on development
assistance — cocperative technical programs would be far less costly than
the types of programs the U.S. is now engaged in and would be more
effective in furthering the goal of sustainable development;

— Recipient countries need to take greater responsibility for
develgpment; sost effective development has taken place in countries that
were willing and able to provide more resources for development from
within;

— Disaster assistance should be separated fram develogment
assigtance — both should be separated from military assistance; the U.S.
should move away from cash transfer assistance and any such assistance that
is provided should be done through regicnal development banks and the World
Bank;

— Development assistance should be provided through a smller, more
dynamic branch of the State Department, staffed by more professional and
technical personnel;

— Bureaucratization of development assistance has been extremely
detrimental — a five-year moratorium on all foreign assistance might be
healthier in the long run than a further bureaucratization.
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The Honorable Lee H, Hamilton
The Honorable Benjamin A. Gilman

Margaret Goodman

¢ Summary of submission from Alfred P. Van Huyck, private
censultant and Adjunct Professar at Virginia Tech

The following is a summry of a 16 page submission from Mr. Van Huyck,
who for 22 years was president of PADQD, a small development consulting
firm specializing in urban planning issues in developing countries.

— The United States has five "bundles® of policy concerns in
developing countries:

l. Trade policy, as developing countries, (Mr. Van Huyck paints
out that it is actually cities in these countries which
constitute the markets) already account for approximstely 40
percent of U.S. exports, a share which will grow as GNP
increase in these countries.

Murturing of democratic principles, pluralism, and human
rights, by working with indigenous PVOs, coops, community
associations, and local goverrments.

Security interests, which need to be more broadly defined to
recognize that the build up of intolerable conditions, as in
El Salvador, can lead to insurgencies. U.S. policy should
recognize that ideology plays little, if any, role in most
cases of "structural instability” leading to coups,
revolutions, etc. in the developing world.

Humanitarian interests, for which there is broad support in
the U.S. public, and which can be best served by a foreign
assistance program which addresses a long run concern with
poverty alleviatian ard sustained develogment, amd is
separated from short run political and security interests.

5. Environmental concerns, which are increasingly defined as
global issues.

The United States should develop a country-by-country typology of U.S.
interests to determine which instruments of U.S. policy will most
effectively further cur interests in each country and in which countries




U.S. foreign assistance programs are appropriate. In addition to the
Agency for Internatianal Development, other policy instruments available
include State and DOD; international programs of other cabinet level
departments, such as Agriculture and HUD; the Peace Corps; Ex-Im;
muitilateral agencles such as the World Bank; and finally, the role of the
U.S. private sector in advancing U.S. interests,

The overall objective for AID should be to represent U.S. humanitarian
and democratic interests in developing countries, with a commitment to
assist the world's poor.

AID's technical priorities should include: the alleviation of rural
and urban poverty; envirommental preservation and sustainable development;
support for economic productivity and job generation; support for efficient
govermment, particularly at the local level; support for human capital
formation in such areas as health, nutrition, family planming, education,
and access opportunities for wamen; disaster assistance; amd coordination
with other donors. '

Support for infrastructure and macro-policy dialogue should be the
functian of multilateral agencies.

AID should not be a "money conduit” agency, as is now the case for
assistance to Israel and Egypt. Military base "rent" should be separate
from development considerations. )

Congress should recognize that the policy direction of U.S.
develogment assistance is more important than the budgst allocation, as
there is a ripple effect through the rest of the donor camunity of changes
is U.S. development assistance policy.

Mr. Van Huyck makes several observations about internal AID
organization, based an his long-term observations of the agency as a
contractor an AID projecis:

— The agency overenphasizes preparation of internal
decumentation. It should emphasize a menu of policy and
program options from which host countries can select, rather
than attempting to prescribe for each country.

— AID's country missions are freguently too large. A
ocountry’s project portfolio may be dictated at least in part
by the presence of technical personnel, i.e., a health
program because there is & health officer, not because
health is the highest priority.

-—  Many AID contractors are development generalists with long
experience in developing countries, but with limited or
obsolete hard skills.

— AID's procurement system is too long and conplex and
discourages participation by top quality groups and
individuals.




AID's use of "cost plus fixed fee" contracts results in
much higher costs per person month of actual technical
assistance than the "lump sum” or "time and materials®
contracts used by the World Bank and other develogment
institutions.
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The Honorable Lee H. Hamilton
The Honorable Benjamin A. Gilman

George Ingram ;_
Summary of Submission by Tom Carroll, President of IESC

U.S. economic assistance does benefit poor needy populations. U.S.
security is strengthened by ecananic growth abroad, which contributes o
the stability of other countries and the prospects of international peace,
Prosperity overseas helps prosperity in the U.S.

Economic growth, which is the ~<ans of addressing the causes of
poverty, should be the hasic purpot - of ecanamic aid.

Market sconomies have been notably more successful in achie-vim
ecaonomic growth than state-run ecaxamies.

More emphasis should be placed on the orivace sector and an practical
educaticn, information, and training.,

U.S. ¢ovenmert ageicies should have a better coordinated system for
‘their se:svices helping U.S, busineszes in foreign markets
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TO: Hon., Lee H. Hamilton
Hon. Benjamin A. Gilman

FROM: Margaret Goodman, Staff Consultant

| CUBJBCT:  Submission from Joseph C. Wheeler, Chairman, OBCD -
Development Assistance Committee (DAC) o . o i€

Mr. Wheeler spent many ysazs in the Agency for International
Development, including serving as mission director in Pakistan and as Dsputy
Administrator. Just before goirg to Paris to chair the DAC, he served as
deputy director of the U.N. Environment Program in Nairobi.

Following is a summary of his 15 page response to the questions posed in
your letter. In aMdition, Mr. Wheeler alo enclosed several charts and
takles conmparing U.S. and other DAC member development assistance, a copy of
the DAC'S June 22 press release an "Pinancial Resources for Developing
Countries, ” and a copy of the speech he made at the Michigan State conference
on deveicpment assistance, entitled “"Opportunities for U.S. Ioadership ina
New Development Partnership,”

The United States, which accounts for about 37 percent of DAC member
GNP, in 1987 provided about 21 percent of DAC member Official Uevelomment
Assistance (ODA, which includes rilateral and xultilateral deirelopment
assistance, ESF, and food assistance.) U.S. OODA represented .20 percent of
GNP, compared to the vaighted average of other DAC xwbers at .43 percent..
By compar:isacs;, Marshall ?lan expenditure ) represented about 2 percent of 71.5,
GP at the time.

Mr, Wheeler advwcates inat the ™ited States develop = mediuwe—term
strategy to restore balance to the .~C partnership by increasing U.S.
development assistance contributions from the current level of approximately
$9 billicn to §20 billian apnually in the next few ysars. Ir his Michigan
State presentation, he outlined 10 areas where the U.S. could exert its
leadership in an expanded program of develcpment assistance:

l. The global environment

2. African agriculture

3. 3%e use of food resources to support improved nutriticn, human
resources development ard agricultural growth

4. Support of the Third World private commmities—new roles for
American Private Voluntary Agencies )V

5. Poverty in India

6. Small enterprise development

7. Child survival -nd safe mctherhood

8. Drug abuse

9. Bducation

10. Develogment in Latin America and the Caribbean




Development should constitute a more central arjanizing theme for U.S.
foreign assistance, perhaps with the creatiaon of a subcategory in the 150
account for “Development and Humanitarian Assistance.” ESF should be more
clearly distinguished from development assistance. Development assistance
should not be earmarked and should be provided to recipient countries anly
when the AID Administrator is satisfied that development criteria are being
met,

Although the Foreign Assistance Act could benefit from rewriting, such
an effort should mintain the thrust of the present policy articulation:
alleviating poverty, achieving self-sustaining growth with equitable
distribution of benefits supporting individual civil and economic rights, and
encouraging integration of developing countries intc an open and equitable
international economic system.

At a country level, more precisely articulated sector level targets
slould be set out, but global targets to apply to all countries should be
avoided.

U.S. development assistance nseds to pay more attention to the
increasing urbanization of developing countries.

. On coordination within the U.S. government for foreign assistance, Mr,
Wheeior cuggests the creatian of a permanent Cabinet Committee chaired by the
Secretary of State to improve coardination among the line agencies involwvel,

On coordination with other donors: Mr. Mheeler urges sore in-depth
dialojue with Japar, who will this year emerge as the largest DAC donar,
including considerstian of as<:xyving & experienced AID officer in Tokyo. He
also motes the U.S. and other DAC donors rised to pay more attention to issues
of operational coordination at the country level, such as evolving comman
programming and auditing systems to relieve the burden multiple donors impose
on limited host country institutirns. A legislative mandate may be needed to
give the U.S. necessary flnxibility cn these issues.

C.. U organization of AID, iHr. Wheeler suggests that greater praminence
be given to functions™ :reas, in order to give sore attention to ressarch and
other global functiars, to facilitate furctional or technical level danor
coordination, to encourage close wrking relationships among specialists, and
to give constituent groups a place where their views vill be heard. He notes
the strong professional reputation of the AID's Office of FPopulation, which
is the Agency's strongest central fuax-tional group.

Mr. Wheeler sugests that clarifying U.S. foreign assistance abjectives
and more clearly defining the development and humanitarian assistance part of
the budget ms help to inprove support for these programs. He rotes the
recent three ar exercise in public consultation which Canads just completed
before articulating their medium term strategy, including public hearings
acros; the oountry, and suggests that there may be lessons in this process
for t~~ United States. (Ncte: Staff is looking at the new Canadian policy
and its evalution)
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Memorandom
The Honorable Lae H. Hamil ton
The Honorable Benjamin A. Gilman
Margaret Goodman

s Sumnary of submission from Ted Weihe, Executive Director,
U.S. Overseas Cooperative Development Camittee

Following are the min points from Mr. Neihe's five page response;

~— He sees the issue not as ane of too many objectives, but of & lack
of clear delineation of responsibilities for different foreign assistance
agencies.,

Mre distinction should be made betwean ESF, which should be considered
as a security/foreign policy program, arnd development assistance, while the
multilateral banks and U.N., agencies should provide governument to
goverment programs, ard sector and structural adjustment assistance.

~— The focus of U.S, develomment assistance should be redefined and
limited to "people to pecple” chameals, supporting specific develogpment
projects through increased use of U.S. and indigencus PVOs and
cooperatives, which he claims are more cost effective delivery agents.
Also, more effective development use should be made of ES¥ and P.L. 480
geijerated local currencies by chamelling these funds to support PVO and
cooperative projects, rather than using them in government sector programs.

- The United States ghould cut back an the number of full AID
missions it staffs, cancentrating them in fewer high priority countries and
managing assistance in many countries with @ limited AID staff and funds
provided through U.S. PVOs and cooperatives by umbreila country gzants or
centrally-funded grants.

- For more developed countries, he proposes that U.S. trade
pramotion, scientific and technical exchange and private sector
institutional development be provided cutside of the usual AID government
to government context through such programs as the Trade and Develcopment

mmn'

— Development assistance is seen as sufficiently well analyzed and
evaluated, although its successes could be better publicized. ESF and
military assistance, because of their more political mature, hwever, are
not locoked at closely to determine whether they are achieving their




abjectives.

— Ha concludes by comparing U.S. development education to the much
larger public education programs in such countries as Canada, Holland, and
the Scandinavian countries. He suggests that the United States increase
its efforts in development education by designating a certain percentage
(he suggests 10 percent) of grants to PVOs and cooperatives to public
educatian, including bringing foreign participants to the U.S. to explain
the value of assistance and to bring a Third wWorld perspective to U.S.
audiences.

,,
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T0: The Honorable Lee H. Hamilton
The Honorable Benjamin A. Gilman

FROM: Margaret Goodman

SUBJECT: Submission from D.A. Henderson, M.D., Dean Johns Hopkins
Schoal of Hygiene and Public Health

Dr. Hendersan was director of the WHO Smallpox Eradication Progranm.
. Following is a summary of his submission, which itself is a sunrery of the
health collaoguiun of the Michigan State project:

— He notes that the different sectors in which AID works:
{ . agriculture, health, porulation, energy, etc. have different
characteristics and problems and nesd to be examined :
Separately.

(- — Because Congress has become immersed in very prescriptive
initiatives and in mandating specific projects and
quantified targets, short term projects rather than longer

; term programs have dominated AID's agenda.

— Congress should enunciate broader policy directions, with -
fewer specific mandated objectives, allowing U.S. assistance
to support capacity building in health sectors of many
countries through an international network of expertise and
resaarch.

- AID lacks sophisticatad health professionals, and there has
been little effort to develop such expertise in the United
States.

— The U.S. governmant needs (and lacks) an overall planning -~
and coordinating facility in international health, a deficit
which is clearly visible in the current AIDS prevmt.ion and
control efforts.

— A new international health strategy for the United States
needs to recognize two basic groups of countries: the
poorest countries, which will continuve to need assistance in
establishing basic infrastructures and delivering simple
technologies, and the emerging group of middle-income
countries which have a different set of health problems and
where new long—-term collaborative relationships with health




professionals need to be established to deal with problems
of mutual interest.
Dr. Henderson critiques the “selective® primary health care approach

typified by the child survival program, Such donor-led priorities may
produce an unbalanced and fragm2nted health program that may be marginally
relevant to major health needs of a country, may present insurmountable

management problems because of a lack of infrastructure, and which may not

be financially sustainable.
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The Honorable Lee H. Hamil ton
The Honorable Benjamin A. Gilman

George Ingram

Summary of response to foreign aid inquiry letter from Mr.
Sam Harris of Results

Need for clear goals, focused on improvements in the quality of
life for the poorest; establish means to measure the

effectiveness of aid;

Neod to redress the imbalance in foreign assistance (less
military, more develogment);

Neead greater support for NGOs;

There is latent support for foreign assistance — assistance that
reaches the poor, not assistance as currently structured.
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George Ingram

: Summary of Remarks by Peter McPherson, former Administrator
of AID, before meeting of the Task Force

Mr. McPherson made six major points:

(1) Accountability — AID and the Congress should be held more
accountable, for a series of goals. For example, set goals on ORT, ard
translate the goals into action. AID and the Congress should enter into a
campact and agree on 3 or 4 goals. . AID should set two or three goals for
its programs in eack cuuntry, such as economic growth, child mortality,
agricultural produttion. Work out the goals with the host government, World
Bank, Congress, privatz communities.

This would allow the Congress to hold AID accountable, and AID and the
Anerican pecple to bold the QCongress accountable — and to fend offearmarks
and extraneous legislative provisions. Establish agreed on plans to fend
off raids on AID funds.

(2) Leverage — AID ghould be in the business of mass commnications
- in training on population, education, etc. AID sses itoelf too much as a
funding mechanism, but has limited financial rescurces and neeads to
leverage its funds. AID should use more matching funds; if you get others
to participate it tends to be a better project.

(3) 150 Account — Big problem is military assistance, which is a
legitimate nead. Need joint jurisdiction over parts of the 150 account. For
example, IMF is under joint jurisdiction in the Senate.

— Bgypt\Israel — needs to be tackled in out-ysars, to be
reduced by Xt in 1990, 1391, etc., If forewarned and part of
the decisiommaking process, Israel could be amenahle.
Agreement between Hill and Adnministration needed on possible
actian.

(4) Mixed Credits — Don't do; eats up aid budget.
(5) P — Isn't doing the job it should; needs a mission; currently

is everything to everybody and there is nothing; is a flup; needs a focus,
such as the environment, UNEP (Environment Program) also lacks direction




and mission, e.g., reforestation in the Sahel. Hill should push thése
agencies.

(6) OFPA — Keep the Administration's feet to the fire. China program
ready to be renegotiated; renegotiation UNFPA project program in (hina
without family planning, perhaps as a child mortality program. U.S. needs
to participate, work toward program which would allow U.S. to support UNFFA
again. Insist UNFPA put money into family planning.

Questions and Answers:

Write broad principles and goals into legislation, not country
specific goals. Let AID procedurally start with a clean slate — AID _
requlations, persomel laws, contracting procedures {which are constructed
for a damestic agency and are outmoded). Get away from earmarking.

Push for more World Bank leadership in coardination.

Replace functional accounts with country allocations? — No,
corgressional country allocation would be terriblé; no flexibility; could
end up with both.

Administrative costs too high? — Yes, bicause of large amount of
paper work and regulations; could cut 8-9% of Mashington staff.

AID missions in the field are AID's most important asset, sometimes
more important and valuable than the ambassador's influence in a country.

Misdirected resources? — Yes, such as why ESF for Cyprus?

Move responsibility for MDBs to State? Treasury looks at MDBs as
banks, not as developmnent agencies; but ns2ed political clout of Treasury to
get appropriations. Treasury provides more fiscal discipline to MBs. Move
not politically doable, 0 increase Treasury's developmental capacity.

Organizaticn of AID within Executive Branch? — It's okay. McPherson
reported to the Secretary of State and attended the Secretary's Jenior
staff meeting.

Too many aid recipients? — Yes, hard to cut off.
Loans vs Grants? — Some loans are good, brings in Finance Ministry

which is more cautious; sometimes fosters bztter decisions in recipient
country.

Too many cbjectives? — Yes, far too many objectives; so many there is
almost no accountability.

Key objectives? -— Economic growth; foreign policy objectives (under
State); not cammercial objectives (let EX-IM do that); PL—480 — selling
commodi ties should be part of objectives,

-




Let AID and USDA manage PL-480, not other agencies.

Does a large pipeline indicate management weakness or the nature of
aid? — Ezcher, with some countries it represents management weakness by
the AID mission and/or the host ijovernmment; with other countries the nature
of the aid business., It depends cn how old the pipeline is; if it is new,
it does not indicate a problem,

Reob/deob authority is important; it parmits ending bad projects.

Coordination — need to push World Bank to decen'ralize, assime more
responsibility for donor cpordination in-country; wiinual Faris mv::iings not
sufficient for project coordinaticn.

AID Washington vs AID missions? — Z/5ths of AID staffing is in
wWashington, which is the correct ratio.

AID is largely a contract agency; AID staff is in the capitol and
contracts in the field.

Advanced Jeveloping Country relationship? — Moves from development
relatic; co a foreign policy relation.

AID should not be a giant SBA agency. Rewlving funds are good. LDCs
don't need capital; they need bankable projects — management skills,
infrastructure, institutions. Proper exchange rate will bring in capital.

Japan — worthwhile pursuing cooperation with Japan. Japan is changing
its aid attitude fram just a trade promotion program.

ESF/DA relationship? — It works fine. Like ESF, don't have to worry
about functional accounts. But DA does provide protection from being raided
by State. Like both types of assistance.
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The Honorable Lee H., Hamil®mn
The Honorable Benjamin A. Gilman
Beth Ford

Summary of response to foreign aid inqhiry letter from Mr. Gus
Speth, World Resources Institute

The primary focal points of foreign assistance should be the -
alleviation of mass pcverty and stopping envirommental decay, with
emphasis placed in the dramatic increase in populaticn in the Third
wWorld;

Any new foreign assistance program should focus an the promotion of
envimamental protectian that conserves the resource bases of the
poorest countries for long-term production. Mr. Speth points to the
examples of past development projects undertaken by the United
States which were effective in the short-term, but due to
environmental decay, have outlived any usefulness.

Countries to receive development assistance should be chosen on the s
basis of severity of poverty and envirommental degradation;
comitment on the part of the host government should also be a

factor for selection;

Development efforts should focus on people-oriented, rather than
capital intensive programs and projects; more use should be made of
expertise available in the developing countries, such as NGUs;

AID nesds to reassess its organizational anri personnel practices to
bring in more professionals with competence in technical expertise
and policy analysis; in-country missions in same cases should be cut
back, but terms of service should be extended to give grester
continuity ¢o programs;

Congress is the appropriate forum for the debate an sustainable
development, but in order to achieve a program of sustainable
development, Corngress needs to reduce earmarking, micromanagement,
and reporting requirements in any new legislation;

In order to mobilize a foreign assistance constituency, U.S.
development policy should be locked at as “burdensharing”™ in an
envirormental sense.
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The Honarable Lee H., Hamilton
The Honorable Benjamin A. Gilman

Beth Pord

Sumary of response to foreign aid inquiry lettar from Harold
R, Matteson, New Mexico State University

- Overall goal of bilateral assistance should be econamic
and development achieved through sustainable food production, health and
population programs, environmental and natural research programs, arnd urban
development programs; Programs such as infrastructure development ghould be
left to multilateral crganizations;

- Conventional assistance is appropriate in soms cases, but more
callaborative relationships should be pursued in the future, including
relationships with aid "graduates";

- Decentralization of development assistance under the present
administration has resulted in more problems than benefits, causing
inconsistency and inequities and made program coordination and unifo:m
policy interpretation difficult;

-— Congress should eliminate all earmavks, except for those with
wham the U.S. has bilateral agreements (Egypt, Israel, and base rights
countries); assistance should be provided only to those countries and to
countries from which the U.S. can derive economic and political bmefit:s,
the Congress should also conduct annual reviews of the success and
effectiveness of the implementatian of foreign assistance programs,
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Memorandum

T0: The Honorable Lee H. Hamilton
The Honorable Benjamin A. Gilman

FROM: Beth Ford

SUBJECT: Summary of response to foreign aid inquiry letter from Mr. James
P. Grant, Executive Director, UNICEF

In his response, Mr. Grant focuses on what he feels will be the
momentum to develop the political will to address global growth -- the
continuing economic crisis being faced by the United States and the
industrialized Western countries. Mr. Grant likens this crisis to other
historical crises such as the Great Depression, World War 11, and the Cold
War in that out of such global upheavals have come positive actions such as
the New Deal, the establishment of the United NKations and Bretton Woods
systems, and the Marshall Plan. Mr. Grant beljeves that the economic
crisis of the west has reached a boiling point because the United States
cannot afford to remain “the engine of growth" for the rest of the world.
He suggests that a progressive restructuring of the {mbalances between the
U.S. deficit and the Japanese and Western European surpluses be designed in
the context of world growth, with the lesser developed world involved in a
major way. Mr. Grant also points out that the Soviet Union and the
socialist world are facing a similar economic crisis which could help draw
them into greater participation in the United Nations and Bretton Woods
institutions.

Mr. Grant feels that greater development assistance efforts on the
part of the Japanese and the western European countries, coupled with a
revamped U.S. assistance program, are a necessary prerequisite for making
the lesser developed world viable global actors, thereby creating new
markets for the developed world. However, lesser deveioped countries will
also have to participate in "modifying their structure to meet human needs
while adapting to the new circumstances inherent in economic adjustment.*

Mr. Grant also embraces the idea of a global economic summit, focusing
.on: the restoration of development momentum for the global community;
environmentally sustainable development; a strategy for the future to
overcome the worst aspects of absolute poverty; and exploitation of the
Tinkages between disarmament and development to move toward global
cooperation. He believes that such a summit should be preceded by
intergovernmental consultations through organizations such as the United
Nation and the OECD. In conclusion, Mr. Grant agrees with the idea of
regularizing this type of global consultation through the United Nations by
creating an Economic, Environmental, and Social Security Council.
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The Honorable Lee H. Hamilton
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Beth Ford

Summary of response to foreign ai& jnquiry letter from Charles
O. Zuver, Credit Union National Association, Inc.

— Greater enphasis needs to be placed on pevple to pecple programs
rather than govermment to government programs; deivlopment relationships
should focus on lasting institutional contacts tha: are not subject to
changes in interests and directions from ocne adniristraticn to the next;

-~ Irproved coordination should be pramsced through structured
mechanisms or procedures which are not zifec?ss by bureaucratic changes;
too often arguments over procadural issue:., s.ch as centralization vs.
decentralization, in different adminis*cacions mske it virtually impossible
to produce resul’:~ in a timely and cost-effective manner;

— Ways o stretch limited foreign assistance funds should incluao:
increased utilization of PVOs, cocperatives, and credit unions; greater use
of local currencies in arder to reserve dollars for actual dollar expenses;
generatian of additional local currency reserves through the conversion of
host country dollar currency debts to the U.S. into local currency debts;
and the support of programs to leverage camplementary resources to those
provided by the foreign assigtunce program.
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T0: T? 2 Honorable Lee H. Hamilton
T)."» Honorable Benjamin A. Gilman

FROM: George Ingrss
SUBJECT: Summary of Responses from the Inter-American Foundation

Deborah Szekely, President

~— The overriding objective of development assistance should be to
assist poor people to increase their organizaticnzl and productive
capacities;

— Development assistance programs should be clearly segregated from -
other foreign assistance programs;

— The United States should shift its thought and behavior to:
cooperation among equals; sharing informaticn and technical expertise
(rather than capital transfers); working patiently; <:operati.yg with
grassroots groups carrying out tleir own self~help programs; and, support
programs and institutions wherever substantial puverty exists (rather than
just in poaor countries);

-~ The likelihood of sucvess of a project increases when it is
designed and manayed by the intended recipieriii. Resources applied to
projects carried out by private arganizations working at the local or
regional level are sore efficiently delivered, used, and sustained.

Charles Reilly, Vice—President

— Devalopment cooperation does not mian mere assistance. Development
occurs where poor people can organize and carry out their own projects o
improve their lives. A policy environment favorable to NGOs is
indispensable. Developmant cooperation implies per¢nership ard shared risk.

— The FFA has been cluttered by too many inccmnatible objectives.
Military assistance should be separated from development assistance, and
ESF should apply exclusively to economic development.,

— Accountability must find new forms, such as accountability to the
beneficiary. .
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Comemittee on Foreign Affaics
July 14, 1988 f
slemorandum
T0: The Honorable Lee i, Hamilton
The Honorable Benjamin A. Gilman
FROM: Beth Ford
SUBJECT: Summary of response to foreign aid inquiry letter fram George

Y. Axinn, Department of Resource Development, Michigan State
University

«= In the long-term national interest for the Congress to be
proactive rather than reactive in its consideration of foreign assistance;
Congress needs to maintain a longer range perspeccive and ensure that U.S.
participation in the developing world reflects that;

- == To achieve a longer term Derspective, the U.S. needs to be active
supporters of the U.N. specialized zgencies and should consider flowing
more assistanve through multilateral channels, with an emphasis on
internatiomal tochnical cooperation;

=~ The U.S. does not need to spend more money on development
assistance — cooperative technical programs would be far less costly than
the types of programs the U.S. is now engaged in and woild be more
effective in furthering the goal of sustainable development;

= Recipient countries need to take greater responsibility for
development; most effective develorment has taken place in countries that
were willing and able to provide more resources for development from
within;

~  Disaster assistance should ke separated from development
assistance — both should be separated from military assistance; the U.S.
shovld move away from cash transfer as.iscance and any such assistance that
is pucvided should Le done through regional develoyment banks and the World
Bank;

— Development assistance should be provided through a smaller, more
dynsmic branch of the State Departmen:, staffed by more professional and
technical personnel;

— Pureaucratization of develcpment assistance has been extremely
detrimental — a five—~yaar moratorium on all foreign assistance might be
healthier in the long run than a further burea:cratization.




Committee on Foreigy Hftaivs
July 13, 1988

Memorandim
T0: The Honorable Lee H., Hamilton
1% Honorabla Benjamin A. Gilman
FROM: Vic 2angla

SUBJECT: Summary of GAO Report (Junme 29, 1988) on Improving the Impact
and Control of Ecanamic Sypport Funds

The Eranomic Support Fund (ESF) provided $3.9 billion to 48 countries
in fiscal year 1987 to support U.S. foreign aid cbjectives and goals. This
sun represents about ons-half of U.S. bilateral assistance and was largely
earmarked by the Congress. Cash transfers of §2.3 billion, 60% of all ESF,
went to 26 countries; 31% went for project araistance and 9% for commodity
imports. GARO concluded that AID needs flexibility in choosing the ESF type
which most effectively addresses U.S. and recipient country needs because
the U.5. sees ESF as addressing not anly economic, but alao political and

acurity objectives.

GAO also cited the following principal findings baaad\m reviews of
selected ESF programs in seven countries and other work:

\
® AID uses cash trunsfers to address halanoe-of—pumts
problems ani as leverage to encourage ecanamic policy
reforms. However, AID has difficulty measuring the results
of its efforts, and reform actions cannot always be directly
. linked to the provision of cash transfer assistance;

® Although ESP~-financed cammcdity import programs can
provide needed imports, CIP3 are sometimes inefficient in
delivering assistance because AID must often :ubsid.lzg the
higher costs of imports from the United States; o

® E=~financed projects can advanc? development provided AID
and host govermments can effectiveiy implement, mpnitor, and
sustain the activity;

® AID has mixed success in encouraging policy reforms under
the various ESF program types. Factors invalved include (1)
a recipient's political and economic situation, (2)
conditioning or sametimes not conditioning the assistance an
specific reforms, (3) a recipient's commitment and ability
to implement the reforms, and (4) in same cases, the lack of
sufficient criteria to guide policy reforms;




® AID has encountered problems in implamenting legislatively
randated separate accounting for cash transfers. Same
reciplents initially deposit their grants into separate
accounts but then transfer and spend the funds from accounts
containing other money. AID can often attribute
disbursements to the cash transfers but camnot d’rectly
trace the funds to their specific use when money has been
commingled;

®  AiD makes some ESF cash grants H:rough ESF sector grants and
projects without requiring separate accounting because it
doas not consider them cash transfers. Although AID
sametimes requires an accounting for local currencies equal
to these grants, it d:es not require an accounting for the
dollars provided;

'_qvtj..,

@ AID requires cash transfer recipients to retain records on : -~
separate account disbursements for 3 years and to report to
AID on how they used the funds. Howewver, AID has no plans
to systematically wverify these reports, even though host
, governments have not always been able to substantiate them
| .- in the past.

- GAO makes a number of recommendations to aldress these problems and
( constraints and AID has agreed to: (1) include more specific criteria in -
‘ its cash transfer program documents, (2) ensure that funds in commingled g
accounts were spent far authorized purposes, (3) s*udy GAO's recammendation -
.. that all ESF cash grants be miintained in separate accounts, and (4) ensure T
; that all cash transfer accounts are audited. .

GAO is conmpleting & separate report on ESF-financed comrodity import
program controls including allocation, arrival, end-use of camodities, and
management and control of local currencies generated from ESF funds.




Committee on Foreign Affaivs
July 13, 1988

Memocandum
TO: The Honorabhle Lee H., Hamiltaon
The Honorable Benjamin A. Gilman

FROM: George Inqram

SUBJECT: Summary of "Development Cooperation: Creating a Public
Cormi tment”, by John Hamilton

Mr. Hamilton's paper calls for the development of a new rationale for
foreign assistance that can attract public support.

e Current aid legislation lacks purpose, witn scme 33 abjectives.
There is o clear guiding rationale.

e Expreised in 1987 dollars, development assistance amounted to $8.4
billion in 1952, but only $2.44 billion ii 1986.

o U.S. foreign aid historically has been provided for three reasons —
ideological, humanitarian, and econanic self-interest:

. — The ideo!.xgical rationale is fatally flawed, as it presumes a
consensus an how American values should be applied overseas.
An anti-communisa consensus once existed, but no longer. The
anti-camunism rationale cannot meet any of the likely
standards for success — whether Che recipient copies the U.S.
political system, or winning political friends.

-— The humanitarian zationale is baszd cn a strong U.S. tradition
of voluntary giving, but that inclinmaticn has been declining
and it has been impossible to prove to the American people
that U.S. foreign assistance does aci:ieve humanitarian
obhjectives,

— The economic rationale also has not been convincing. Many
Americans do not perceive the ccmnercial connertion. The
search for short-term ecoromic payoff has consistently
obscured the long-term possibilities. The argument often
sourds like aid for U.S. business.

@ Between 1954 and 1963 trade averaged 7.9% of U.S. GNP, but by 1987
it had risen to 26% of QGNP.

e Until the Third World debt crisis began to bite in the early 1980's,
the U.S. exported substantially more to developing countries than to Japan

A\
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and the EEC combined. Even so, in 1985 about =we-third of U.S.
manufacturing exports went to Latin America, the four Asian NICs, ard other
developing countries.

® Evidence of growing interdependence of the United States with the
rest of the world — trade; debt (1987 the U.S. vecame a debtor nation);
the Cctober 19, 1987 stock market drop had worldwide repercussions; AIDS;
drugs; envirommental degradation affects aid quality; American farmers
depend on genetic material from seeds grown in other parts of the world;
our clothes, food, music, culture, etc.

@ The root of the failure of Americans to see their interdependence
with the rest of the world is the lack of education on foreign affairs.
U.S. education needs to be geared more oward an interdependent worlc.

@ The United States needs a new rationale for ecanamic cooperation,
basad cn three propositions:

— Self-interest (but mot selfish): define a set of goals that
are in America's interest and in the South's interest, such as
protecting the enviromnent.

( . —~— Modest but effective: U.S. foreign assistance resources will
- be limited and the U.S. must be realistic about what it can
, achieve. A short list of bilateral development ocbjectives: may
( be easier to explain to the American pecple, will allow the
' U.S. to concentrate on areas where it has a camparative
advantage (such as higher education), and thereby offers a :
) better opportunity to prove to Americans that the assistance !
- loOl’kSo ’

— Part of a coherent who'ie: part of a much larger whole that
deals with the entire range of foreign relations.




Committes on Foreign Hifairs
July 12, 1988

Momorandus
The Honorable Lee H. Hamilton
The Honorable Benjamin A. Gilman
Beth Ford

Sumary of response to foreign aid inquiry letter from Mr. J.
Robert Busche, Lutheran World Relief

— Economic and development assistance in a large part has not
reached the very poor, but has provided substantial benefit to the

non-poor;

-  Foreign assistance has generally not served the long ternn
interests of either the United States or the recipient countries, in part
due to the multiplicity of cbjectives in the Foreign Assistance Act;
legislatian should be coapletely rewritten to address new world conditions;

-~ 7The United States, in ane way or another, is the principle
beneficiary of foreign assistance; until this changes foreign assistance
will not accomplish its stated goals;

~~ One of the objectives of fareign assistance should be to
strengthen the capacity of the poorer Third World countries to participate
in a meaningful way in the world econamy; assisting the world’s pocrest
people in this regard will best serve U.S. long-term interests;

— The dismantling of AID and the segregation of development
assistance from military/political assistance would be steps in the right
direction of overhauling foreign assistance; a streamlined agency with a
cabinet level director should replace the current AID structure;

— Scme reduction in funding of foreign assistance would not be
diszstrous; participatory development of the very poor does mot require /
large amounts of resources.




Committee on Foreign Alfairs
July 12, 1988

Mmorandas
T0: The Honorable Lee Hamilcon
The Honorable Ben Gilman
FROM: George Ingram

SUBJECT: Summary of Aid for Jjust Development (1988), by Steve Hellinger,
Doug Hellinger, and Fred O'Regan .

The book argues for separating development assistance legislacively
and bureaucratically from political and military assistance; for channeling
development assistance through & publicly chartered foundation; for a
responsive, participatory mode of implementation (i.e., for glving the
intended recipients (the pcor) a major role in planning and implementing -
development assistance).

Foreign Aid, General:

— Those countries that followed the advice of Northern aid agencies
amd diverted agricultural resources to produce for export and to establish -
a modern industrial base have seen the prices of their commodities plumet, ’
Northern markets contract, the cost of capital-goods imports staadily
increase, the price of imported oil fluctuate dramatically, balance-of-
payments problems intensify, and the cost of credit nesded to cover thes:
deficits anly exacerbate them,

— Money is not a significant constraint an development. Third World
agencies are overloaded with funds that they camnot effectively absorb and -
utilize,

= Project success depends on local involvement. Particizant
control guarantees a number of factors crucial to success — local -
commitment to the long-term goals of the project, an appropriate S£it® or
adaptation of ecanamic and technical innovations, an ¢prupriate
(self—determined) distribution of economic and social benefits, a
broad-based sharing of formal and informal project-related learning
experiences, and reduced siministrative costs through decentralization and
local-level skill development.

— AID has been moving away from projects and in the direction of
using its influence at thr macro level, and thereby is moving further fram
contact with local-level realities,

-

— Development assistance should be separated from political and




military assistance and channeled through a restructured AID that is an
autanomous_public corporation with a board of directors. As Turrently
structured, AID is subject to U.S. foreign policy objectives, trade and
investment intetests, and a variety of special interests. Members of
Oongress could use the autonamy of AID as a basis for resisting the myriad
of extraneocus pressures brought to bear on them. Econamic assistance
provided for political/security reasons would be managed by the Department
of State.

— A govermment's efforts to narrow the wealth and incom: gaps
between the rich and the poor should be the principal factor in determining
the allocation of bilateral aid.

-—— Aid should be available to institutions in all countries,
regardless of a country's income level.

— Aid should be freed from Buy-America requirements. Tied aid
generates little in the way of permanent markets for the donor country.

=~ Project vs Program assistance — Assistance should be provided as
program aid on a nulti-year basis to govermments which have exhibited a
camitment to a form of development that directly involves and benefits the
poor. khzre such governmental commitment is absent, aid should move as
. project assistance to appropriate institutions.

-— AID, while more decentralized tha: other donor agencies, is still
tro-heavy with personnel in Washington. AID is burdened with a set of
iiternal checks and reviews that produce a lengthy and cumbersam2 project
cycle. AID imposes upon itself enormously camplicated procedures which
make it difficult for the field missions to be responsive to the poor.
Projects are judged on criteria unrea.’stic in terms of implementation and
are approved as long as they are well articulated and presented in the
proper form. The length of the project-development process also leaves
staff with little time at the end to abserve the actual product of their
efforts.

— Punctional accounts ghould be eliminated so AID missions can
suypport activities truly relevant to the needs of each country.

~— A restructured AID would have ane-to~three regional offices and
country mission staff decentralized to facilitate contact with local
comunities and institutions.

— Full-time AID staff, rather than U.S. consultants, should assume
the major responsibility for development assistance functions.

. — Congress has mot effectively exercised its oversight
responsibilities. The Congress should enact a new Development Assistance
Act, with a simple, short, unambiguous mandate. The Congress would
exercise its oversight function and receive notification and summaries of
all projects, but it would rot involve itself in the review and approval of
programs and projects.
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— An Asian and Pacific Development Foundation should be
established, to join the Inter-American Foundation aix] the African '
Development Foundation. Lo,

— Land-grant universities, consulting firms, many PWs, and other
special interests linked legislatively and/or programmatically with our aid
program have chosen to focus on their own more narrow concerns rather than
challenge a development and aid paradigm that has failed to involve and
support the poor in their self-defined development endeavors.

— Development criteria should be focus on the principles of equity, -
participation, sustainability, and self-reliance.

Pos:

— Are well placed, as a result of their work at the grassroots
level overseas, to infarm the U.S. public, program officials, and
policymakers of the realities of life at that level and the impact of
official assistance proyrams.

— In 1984, some 2,200 Northern NGCs utilized approximately $4
billion in assistance.

~— The work of PVOs is uneven. At their best, they are responsive
to local needs and requirements. But they also can be removed from the
poor, noncollaborative, and imposing of Northern priorities and agendas
rather than responsive to local comunities.,

— As increasing amounts of money for foreign assistance have been
moved through PWs, some PVOs have became less responsive and accountable
to the poor, and less independent of governments. AID's overfunding of a %
number of groups have taxed their management capabilities, changed their - ‘
institutional style, and made them more bureaucratic and unresponsive.

-~ he U.S. should establish a PVYO foundation to make grants amd
loans to U.S. PVOs and local counterparts in accordance with strict
criteria that stress the local initiation of projects, the building of
institutions, and the devolution of management &0 local control. A PVO
should receive no more than 50% of its funding from govermment. PVOs must
include public education among their responsibilities.,

Norld Bank:

— Is ill-equiped in orientation, structure, and operations to
support the types of projects, programs, policies, and organizations that
truly involve and benefit the poar. Local participation has been absent in
its mode of operation.

~— The fcocous of the Bank's (and IMF's) structural adjustment efforts
has not been the poor, but instead an agricultural pricing, industrial
policy, exchange rates, trade liberalization, export promotion, budgetary
policy, cuts in public—sector investment, public-service user chargers, and
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financiil and debt management.

— The head of the U.S. bilateral aid program should be the official
link to the MDBs.

— MDBs should: shift away from an export focus to emphasis on
greater regional, national, and local eccnomic diversification and
self-reliance; elicit the views of affected marginalized populations;
reduce the level of lending until the absorptive capacity of relevant and
effective institutions can be determined and expanded; redirect IDA funding
from the poorest countries to poor pecple.




Committee on Foreign Alfairs
(. July 9, 1988

Mesorandus

TO: The Honorable Lee H. Hamilton
The Honorable Benjamin A. Gilman

FROM: Vic Zangla

SUBJECT: Summary of response to foreign aid inquiry letter from Dr.
Michael Schechter, Michigan State University

Dr. Schechter, Assistant Dean for International Studies at Michigan
Stite University makes the following points in response to our inquiry on
‘ne future directian of U.S. fareign assistance programs:

-~ The United States needs to reinvestigate the ratio of
‘ multilateral assistance to bilateral assistance and
! , points out that Congress my have allowed the media and
certain "think tanks" to define the issue of our
support for multilateral assistance toonmarrowly;

— Any restructuring of assistance must balance support
for multilateral aid vs. bilateral aid;

— The United States shoald not play a passive role in tle
regional development banks; should assess the role of
these banks in our overall development assistance arxd
cooperation efforts;

~— The type of publicity surrounding congressional
consideration of foreign assistance needs to be
redirected to focus an the strategic purposes of
foreign assistance ard to those where econamic and
humanitarian interests predaminate; Congress needs to
explain to the American people the ultimate purposes of
assistance such as ESF and explain the rationale behind
the provision of assistance to the "richer third world
oountries. ™




January 13, 1989
DEVELOPMENT FUND FOR AFRICA

The Development Fund for Africa (DFA) is AID's title for a new account for
Africa, "Sub-Saharan Africa, Development Assistance", which was first
established in Public Law 100-202, making continuing appropriations for the
Fiscal Year ending September 30, 1988. The account was continued in the FY
1989 Foreign Assistance Appropriations Act. The statutory language for FY
89 is unchanged from FY 88, $500 million dollars was appropriated for the
account for each of fiscal years 88 and 89; $565 million is requested for
FY 90. The $565 figure includes $50 million for the Southern Africa
Development Coordination Committee (SADCC). In Fiscal Years 88 and 89 a
separate appropriation of $50 mil1ion for each year was provided for SADCC.
Funds for the DFA are to be made available on a grant basis.

To achieve the objectives of long-term development in Africa that is
equitable, participatory, environmentally sustainable, and self-reliant,
two principal changes were seen as urgent: First, there must be an assured
and stable source of funding. The separate funding account seeks to
achieve this. Second, authority must be provided to implement programs in
a more flexible fashion. To achieve this, funds may be used for any.
economic development assistance activities in the Foreign Assistance Act
and greater flexibility is provided fa the procurement of goods and
services. Also, AID is expected to place greater emphasis on the role of
voluntary agencies and international organizations in U.S. programs and to
coordinate its programs more closely with such agencies and organizations.

It 1s intended that assistance focus on:

--increasing agricultural production in environmentally sustainable ways;

--mafntaining and improving transportations and communication networks;

--maintaining and restoring the renewabie natural resource base;

--improving health conditions, particularly of children and mothers, and
inciuding establishment of preventive care;

--increasing access to family planning services;

--improving basic literacy especially primary education systems;

--developing inco..e-generating opportunities.

Funds within the account are not earmarked for particular uses. However it
is expected that AID target the equivalent of 10 percent of the funds
eppropriated for each of the following: (1) maintenance and restoration of
the natural rcsource base, (2) health activities, and (3) voluntary family
planning. Also, up to 20 percent of avaiiable funds may be used for
non-project assistance to support policy reform programs. an additional 10
perceny may be used upon presentation of sufficient justificztion for cuch
use. this authority is prcvided in recognition of the deleterious effect
on development caused by the adoption of inappropriate economic policies.

AID'S VIEW OF THE DFA:

BENEFITS:

-<FLEXTBILITY: The elimination of functicnal accounts makes it much more
feasible to shift resources to programs and activities which are working.
as a result the program is becoming more performance-based.




--ABILITY TO SUPPORT POLICY REFORMS: Policy reform is a major requirement
for development in Africa. Under DFA US programs are now more relevant
"to Africa's problems.

--PRIVATE SECTOR SUPPORT: Allows more support to this sector.

~--PROGRAM INTEGRATION: AID is now better able to integrate project and
non-project activities into a synergistic approach. Thus an agricultural
research project can be accompanied with policy reform expanding farmers
access to fertilizer.

--PROCUREMENT: New authority will reduce bottlenecks and facilitate project
implementation.

REMAINING PROBLEMS:

-~NON-PROJECT ACTIVITIES: Should remove the 30 percent cap on such
activities.

--NO-YEAR FUNDS: Making funds available until obligated would enhance
flexibility and eliminate hasty decisions by eliminating pressure to
obligate funds within a given fiscal year.

--TARGETS: Establishing of the three current 10 percent targets will
increase pressure from other constituencies to add more target areas.

IMPLEMENTATION OF DFA:

In order to implement the DFA, AID has classified country programs in
Africa. Political criteria has been downplayed and development criteria
weighted more heavily. Economic growth underpins the categorization. The .
following categories have been established: :

CATEGORY I-Countries with a demonstrated commitment to sound and/or
improved ecanomic policies, good potential for economic growth,
relatively large populations (over 7 million), and capability for
managing serious debt or foreign exchange problems. Increased levels
of DFA resources and, to the extent possible, food aid resources are
envisioned for category these countries.

CATEGORY II-Generally consists of small countries which have demonstrated a
comnitment to adopting or continuing to implement good economic
policies and/or have good records of economic growth. Includes larger
countries with excellent growth potential, but are currently
experiencing difficulties in implementing needed economic reform
programs.

Category III-Includes remaining countries receiving bilateral assistance.
AID activities will be limited to one or two areas of concentration.
DFA resources to those countries which have political importance but
currently face difficult growth prospects in poor policy environments
will be minimized.

SUMMARY:

In summary, The DFA allows AID some flexibility in moving funds around
within the broad authorities contained in the FAA. Greater flexibility is
provided by removing the Africa account from limitations imposed by the
functional accounts in the Foreign Assistance Act (FAA) and allowing
expanded use for non-project activities. However, funds must still be used
only for the purposes and within the guidelines set forth in the FAA.
Further, targets are set for using at least 30 percent of the funds
provided and there is a 1imit, 30 percent, on the amount that can be used
for non-project activities.




Omce or
Alexander M. Haig. Jr.

Juqe 27, 1988

The Honorable Benjamin A. Gilman
House of Representatives
Washington, D.C. 20515

Dear Mr. é/i an:

Thank you for your letter of May 23, 1988 regarding the foreign
assistance program. [ am glad to see that your review is bipartisan;
it is certainly timely. We are long past cutting the fat in these progroms
and dangerously far into excising the muscle.

Please find attached my answers to your queations on the direction
and organizational structure of our foreign assistance program. Let me
caution, however, that there are neither shortcuts nor substitutes for
adequate resources. The foreign assistance program should be con-
sidered like the defense budget -- essential to our national security. In -
fact, foreign assistance, along with effective diplomacy, often helps to
deter conflict and to ease the burden on our military in preventing war. -

Unless we reverse this pattern of cutting our foreign assistance
budget (25% since FY 1985), while restricting the rest by inflexible ear-
marks, we are simply going to undermine our own security.

Sincerely,

CZ@L/z/ |

ce: The Honorable Lee H. Hamilton




COMMENTS ON THE ISSUES

1. Question: What is the proper role of the Congress in directing
U.S. foreign assistance program? .

Answer: Congress must be the partner with the Executive if
our system of balanced powers is to work, Yet it is also clear that micro-
management of programs by the Congress works very poorly. The reason
has not to do with the skill of individual Congressmen but the committee
system and competing interests that make the Congress what it is -- a
legislative body, not an Administrative body. Debate, appropriation, over-
sight, yes -~ micromanagement, no.

2. ?uestiom The Foreign Assistance Act of 1961, as amended, sets
orth many objectives. Should there be a few, overriding ob-
jectives and what should they be? Can the program pursue
multiple objectives?

Answer: The overriding purposes that dictate foreign assistance
are to be found In our foreign policy, which in turn must be guided by the
national interest. Each program should therefore be judged by foreign policy
criteria ~~ not whether it benefits one district or another, or one constituency
or another. Of course, realism dictates that these elements have a role in
decisions on programs. My point is that they should not play the principal
role. '

3. %uesﬁon: U.S. assistance goes to many countries and regions
of the world. Are we providing the appropriate kinds of
assistance to the right number of countries? For some countries,
is conventional "assistance" the best way to pursue development
relationships?

Question: U.S. foreign assistance financial resources are be-
coming more limited.. Given the various objectives, programs,
‘and countries now in the foreign assistance budget, what is
the best way to deal with this financial constraint?

Suestion: How effective is U.S. foreign assistance coordination
t the U.S. Government, with private organizations, and
with other donors? How can it be improved?

Question: Are there organizational and decision-meking
process changes that need to be made? If s0, what are
they?

Answer to all of 4 ahove: The issues of what type of
assistance, our financial constraints, etc. are all related. These are the
facts: assistance has decreased by 28% since FY 1985; more than half of
what remains is restricted by earmarks. So what we have done is to
diminish both the total resources and our flexibility to use them simultaneously.

”~




-9-

This is just stupid. It forces us, for example, to short critical allies,
such as Turkey, for needs that we both recognize are essentfal to our
security. Another example is our declining influence in the World Bank,
which everyone recognizes plays a crucial role in development and will

be significant in helping to restrict growth in the Third World -- a
source of export sales for the U.S. that has been badly hurt by the debt
crisis and the deterioration of developing economics.

Not having been in the government for some years now, I cannot
comment from first-hand knowledge whether organizational changes need
to be made. We should not delude ourselve, however, into believing that
such changes will radically resolve the problem of lack of resources or
Congressionally directed restraints on existing resources.

4. Question: Depending on the objectives, what measures of
succesa and standards of accountability should apply to U.S.
foreign assistance programs?

Answer: The success of foreign assistance is defined by how
well it advances our general foreign policy objectives in a given area.
Sound principles of accountability, however, are very difficult to apply
given the tendency to micro-manage.

5. Question: It is frequently said that foreign assistance has no

constituency. Is this true? If so, what if anything should
be done about it?

Answer: A constituency for foreign aid is always an appendage
of the constituency for a successful foreign policy. The bipartisan consensus
we need for one can also serve the other. But to do this, the Executive
and the Congress must constantly link both with national security --
publicly and often. If Americans themselves do not see this link, we can
hardly expect their repregentatives to think otherwise. It cannot simply
be regarded as "walking around money" for our diplomats, so that when
austerity prevails, we think we are merely emptying their pockets. And it
is always too late to send up a Secretary of State or a Presidential speech
at the very end of the process, hoping to reverse disaster. That is why,
foreign assistance must be integrated into our geueral foreign policy and
defense approach.




Natural Resources
.Defense Council

1350 Nw York Ave., NW.
Washington, DC 20005
202 783-7800

June 30, 1988

Representative Lee H. Hamilton
House Committee on Foreign Affairs
2170 Rayburn House Office Building
Washington, D.C. 20515

Dear Representative Hamilton:

Thank you very much for inviting me and the Natural
Resources Defense Council (NRDC) to contribute to your review of
U.S. foreign assistance programs. NRDC, a national environmental
organization with more than 80,000 members, has been active since
1975 in influencing U.S. foreign assistance policies. We have
cooperated with your Committee for more than ten years in
numerous amendments to the Foreign Assistance Act to make U.S.
bilateral aid more environmentally sound and sustainable, and in
oversight efforts to the same end. For the last five years, we
have worked with the Congress in a remarkably successful campaign
to improve the environmental performaace of the multilateral
banks.

Summa ry

Most of this letter cunsists of answers to the specific
questions posed in your letter of May 23. However, we would like
to begin with a summary to give you the gist of our thinking.

o The Congress should establish a framework for U.S. foreign
assistance encompassing all our relevant relationships with
developing nations --- debt, trade, defense, and assistance
-- and procedures for setting specific assistance goals
within that framework.

The Congress should specify that the overall goal cof U.S. v’
assistance is sustainable development: economic progress

that is environmentally sustainable. U.S. bilateral
assistance should be required to focus tightly on three

goals: (1) promoting environmentally sound food production,
ennhancing the agricultural resource base, and conserving
biological diversity; (2) promoting environmentally sound
energy development, with an emphasis on energy assistance
designed to meet human needs while minimizing global

warming; and (3) meeting needs for voluntary family planning
services.

New York : Western Office: New England Office: Toxic Substances ' .
1zezw East ‘%ogm 90 New Montgomery 850 Boston Fost Road Information Line: o
New York, New York 10168 San Francisco, CA 94105 Sudbury, M.A 01776 LISA: 1-800 648-NRDG\
212 949-0049 415 777-0220 617443-6300 - NYS 212 687-2 |
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The Congress should enforce these bilateral priorities by
specifying, through earmarks and other methods, what
proportion of the available resources should gn to specific
functional areas and regions of the world. Dollar earmarks
often will be the least intrusive way of doing this.

U.S. bilateral aid should focus on on-the-ground development
that is participatory and relatively small-scale. There
should be a clear statutory requirement that affected people
must participate in U.S.-supported development activities at
all stages.

The priorities just recommended should apply to bilateral
assistance delivered through ESF.

USAID or its successor should not rely so much on
contractors and should employ a staff adequate to make the
agency a world leader in the three priority areas listed
above. The agency should rely on PVOs, NGOs, and on ex-
Peace Corps personnel to save money in actual project
administration.

The United States should continue aggressively to seek
reforms in the activities of the multilateral development
banks and other multilateral agencies, with the aim-of
ensuring that the development they support is cost-effective
and sustainable. The development they support should be
participatory (requiring among other things that they adopt
freedom-of-information procsdures), and they should avoid
huge "mega-projects."

In view of the fact that the industrialized nations are on
balance extracting capital from developing countries, the
Congress should require Yorgiveness of official debts owed
to us by the poorest nations and require that debt flows be
considered in tormulating foreign assistance policy.

The Congress should establish methods for identifying the -
benefits to our nation of development assistance --

eccnomic, environmental, and strategic ~-- and a budget

process that compares these benefits with those from other
expenditures (including defense).

The Congress should ensure that the U.S. public is told
about the overall benefits of U.S. foreign aid and its
specific successes. The public constituency for foreign aid
will grow substantially i1f these facts become known.
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Hunger 1800 888 8750

June 30, 1988

Representative Lee Hamilton
Congress of the United States
Committee on Foreign Affairs
House of Representatives
The Capitol Building :
Washington, D.C. 20515

Dear Representative Hamilton:

While I was in Washington, D.C. for the RESULTS national conference
I saw your letter to Sam Harris requesting his input into the re-write
of the U.S. Foreign Assist:nce Act. I want to comment that I very
much appreciate the acknowledgement of RESULTS that your request
was. -

Sam specifically asked that thcse of us volunteers for RESULTS who
might like to respond to your request not pester you with our ideas
individually, but rather write them in to the office in D.C. where they
could be organized and passed on as an entire body of ideas.
However, when I spoke to Michael Rigby last week it sounded as
though they might not be assembling a formal, written response to
you at all sirie they are in frequent informal contact with your staff
or with others who are working on the Foreign Assistance Act.

So I can't resist contacting you with a couple of suggestions:

* Something should be said to acknowledge that although food aid is
the appropriate response to a famine, it is potentially damaging to
incentives for local farmers to grow food surpluses and is therefore
counter-productive to establishing food self-sufficiency. Farmers
and agribusinessmen, especially the latter, need to be told that the
latest thinking among economists is that ultimately the South will be
a better customer of U.S. agricultural products if the people of the
South can become un-poor enough to qualify as consumers. To do
this, they must be able to have such basic human requirements as
food readily available within their own economies.




* The focus of our foreign assistance should, therefore, in our own
interest, as producers of both agricultural and manufactured
products, be the people of the South who are at this time so poor as
to be outside C.e "market" altogether. We can frame this in terms of
ending hunger, ending poverty, ending man's inhumanity to man,
serving justice, serving our own interests, serving to better global
stability, or whatever "sells" as far as I'm concerned.

I've enclosed a piece I wrote that appeared in Seattle's leading
newspaper today, which bears on this subject. It mentions the
possibility of including the Global Poverty Reduction Act wholesale in
the new Foreign Assistance Act. 1 hope you will consider this
possibility.

I've also enclesed a brochure from the Campaign To End Hunger, a
national education effort reaching millions of Americans daily
through radio and television, with which I am now working. It
outlines a few reasons beyond the ones I have mentioned that it is in
the intcrest of us all to end the grotesque poverty which still
disfigures our global society.

Thank you very much for your work on the Foreign Affairs
Committee. I hope you will consider using the Campaign To End
Hunger as a resource in the future. We will always be delighted to
hear from you and will help in any way we can.

Very best regards,

Ouuds Ovle

Carla Cole
Director of the Campaign
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GANGA KAVERI BHAGIRATHI TRUST

6326 Woodmere Court, Flint, Michigen 48504 Tel (313) 732-01158
June 27, 1988

Honorable Members of Congress
Mr. HKanilton and Mr. Gillman

The . Trust thankfully acknowledges the Letter from the committee on
Forelian Affairs. We are very grateful to you for giving us this
opportunity ¢o express our views on the policy towards U.S. Foreign
Assistance Programs.

After World War 11, immnigrants from different nations came and
soettled in the United States of America. They have become part of main
stream of America. They brought with them, rich humsn cultural
resources. They also have some affinity towards their motherlans.

If U.5. Assistance Program helips the grouth of such cultural
resources In the countries of thetir origin, they certainly appreciate
‘remendously. They can in turn act as alien ambassadors of America when
"hey visit their homeland. They also will have the United States
interest because of their Living experience of this country. Through
this enrichment, the U.S. Assistance could bring economic, cultural and
human devolopment. This will be the constituency of U.S. Foreign
Assistance Program (1),

There are many organizations in the United States who mould Like to
serve their country of origin as an act of service to their home country.
These organizations are more likely to ronder help to those who really
deserve 1n those countries of reciptents than the Local organizations iIn
those countries, or the government agoncies of those countries.

The United States Foroign'Ascistanco Program should perhasps be
directed to work wuith those United Stastes bassed organizstions for
effective and efficlent use of Limited funds available.

Our organization 1s constituted to study and anslyse Llong term
solutions to the extremely serfous human problems in India, namely the
drouaht and f§§ods. The two devastating human calanities have costed
thousands of human and animal Lives. One-third of Indis s afflicted
with drought. The statistical data 1s somewhat skoetchy and Idncomplete.
It is noted that at Least $500,000,000 worth of Loss 1s not a surprise
considering the flood damage of north eastern provinces and drought
stricken western and southern provinces. Many people have becone
Yestitute Inspite of possessing cultivable Lland.

It 1s our belief that tho United States Foreign Aid will serve well
i1f the funds are directed to such human noeds.

Irrfcation §s the backbone of India snd water is the power.

GANGA-KAVERI LINK FOR PROSPERITY AND INTEGRATION OF INDIA

NON PROFTT 4NN TAY FYEAUIDT N NI7ATINAN
e L Y B R S
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When aid comes in time of need, there s no question of looking for
a better relationship as it 1s an 1mperative act of friendship and hence,
furtherance of all other mutual understanding. United States can be an
influential power only when 1t works with agencies with dedicated people
to serve human needs rather than governmental sgoncies who have a vested
interest. In fact, many governmental agencies {n many reciplient
countries have been ineffective in promoting human growth and United
States sgencies have knoun this.

We believe the following messures would benefit recipients and also
serve the United States iInterests from Long term point of view.

1. Direct the funds to be utilized through organizations which are
formed by dedicated volunteers to serve human needs.

2. Organizations should objectively evatuate their activities and
promote United States interest while human needs are being taken care of.

3. There should be a center in one or many universities who could
“anftor the aid and 1t's utilization.

4. Members of people orientated organizations based in the United
States working at grassroot Level will help iIn decistion making better
than organization with selfish interest.

5. United States agencies can avalil the servicos of these United
States resident organizations who are more Likely to help the United
States interest at the same time helping recipients.

6. The United States based agency 1s capable of accounting better
than sgencies in recipient countries.

WNe are sending this interim response to the inquiry to meet the

deadl ine. We would Like ¢to communicate farther and bes happy to
participate In the discussion on this particular subject.

Yours Sincerely

Mra_ju, M.D.

President




Committee on Foreign Affairs
August 3, 1988

Mesorandus
TO: The Honorable Lee H., Hamilton
The Honorable Benjamin A. Gilman
FROM: Vic Zangla

SURJECT: Task Force Meeting with Interaction, the American Council for
Voluntary International Action, July 27, 1988

Task force staff met with 33 principal officials of U.S. private
voluntary arganizations (see attached list) to discuss PVO relationships
with and participation in U.S. foreign assistance policy and programs. The
meeting was co-chaired by James MacCrocken, Executive Director, Christian
Children's Fund, and George Ingram of the Committee.

The one and a half hour meeting began with short presentations of five
issues/concerns/suggestions apparently shared by all or most of the PVO
representatives in attendance. These, alaong with subsequent comments and
views, are numbered and summarized as follows:

l. A legislated mechanism or board should be established so that the
PVO cammunity would have a formal means of participating in the U.S.
foreign econamic policy process (not just with AID). Such a statutory role
would tend to unify the PVO cammunity and bring its expertise and
grassroots capabilities into the international policy framework of the U.S.
Government. It would allow dialogue, for exanple, on allocation of funds,
approval of PVO activities, and evaluation and oversight of PVO-related
programs. Samething like BIFAD (Board for International Food and
Agricultural Development) in Title XII of the Foreign Assistance Act, is
envisioned. Other cumments:

-— There is a need for a sustained form of consultation with the
U.S. Govermment. (The Advisory Cormission on Voluntary Aid does

— At present PVO interaction with U.S. Government is too ad hoc.

— There is a need to meet and talk out problems and ways to address
them, For example, Africa presents a different set of problems
than fourd elsewhere.

— Need a forum to receive and filter through reports and experience
fram the field amd to share what has been learned.

— PV0s do not contribute to the planning and designing of programs




as they should. AID/PVO talks about being part of the AID CDSS
(planning) process have not been fruitful; the PVOs are talking
about much broader participation in U.S. Government policy
formulation. (As an example, the development impact of refugee
assistance gets lost between agencies.)

Creating a foundation for PVOs is a laonger range proposal; a new
entity splitting PWs off with a piece of the pie is rot what is
wanted; PVOs want to be part of the overall policy dialogue,
contributing their ideas.

European states' relationship with their PVOs approximates what
U.S. PVOs would like: a formalized means of cansultation before
the U.5. Government decides cn policy and an how to spend
development funds.

PVOs want to came together as partners and Americans with the
U.S. Government an what they can do in foreign aid. A
partnership relationship with AID has rot yet developed.

2. We need an understanding of the term “humanitarian® in U.S.
foreign assistance, perhaps getting back to a more traditional use of the
word., It should not be used in a cynical way.

3. Sustainable development, with strong consideration of impact on
the environment, should be a U.S. foreign policy priority.

4. Greater flexibility in U.S. policy and funding for refugee relief
is needed. The current budget process, even with emergency contingency
funds, does not provide the flexibility needed to deal with fast-paced
current events. There should be a way to get money when needed.

5. Resource allocations to PVOs need to be increased if PVOs are to
be used as channels for greater assistance to pecple at the grassroots
level. Effective microdevelopment (versus marcodevelopment) calls for the
application of greater resources. The Hellinger book (Aid for Just
Development) and meeting participants acknowledge a growing world movement
of grass roots development fostered by local groups, and the growing
effectiveness of these groups as development channels., Other caomments on
this subject:

— PVO's have discovered the strengths of indigenous MXs and have
no problems with micro-level NGO efforts. However, American PVOs
sense peril in having relationships with indigenous NGOs because
govermment-to~government PVO relationship may be at odds with
indigenous NGO activities.

Cther Comments and Views:

— Short term poverty alleviation cannot be a substitute for loug
term development.

We should look at development as a sustainable integrated process
with people, PV0s, and govermments in partnership. Foreign aid




needs to be recast in this light.

"Sustainable development” includes the environment, population,
health, food, agriculture and energy.

Reporting and auditing requirements imposed legislatively and by
AID are time consuming and costly.

At the meeting staff observed a certain degree of unity on a variety
of subjects among P/0 officials, in contrast with the general perception of
disunity and intense conpetition among PVOs. However, many of the themes
discussed (need far dialogue, etc.) have been raised for at least a decade.
Finally, the PVO representatives were invited to submit in writing to the
Camittee any further thoughts on the subjects discussed or other issuves
they might wish to discuss.
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Mesorandum

The Honorable Lee H., Hamilton
The Honorable Benjamin A. Gilman

Vic Z2anlga

: Summary of response to foreign aid inquiry letter from Raymond
Hopkins, Swarthmore College

Mr. Hopkins' responses focused on problems of hunger and the role of
food aid as carried out under P.L. 480. He points out that desirable
improvements in food aid pertain to other categories of fcreign assistance
as well.

— Major roles for Congress are: (1) establishing priorities for the
use of (150) account funds; (2) setting authorizaticn and allocation levels;
and (3) providing oversight for program execution.

-~ Detailed legislative language shows a tendency to micromanage
executive branch activity; this results in lawyers and auditors driving up
program costs with few gains in efficiency or effectiveness.

~~= Moving personnel every two to four years means low accountability.
Few incentives exist for officials to take risks to get effective results;
but incentives are high to avoid criticisms; thus, otherwise industrious
people are frustrated by the system they confront. Bureaucratic
slugyishness, inertia, and irresponsibility predominate executive branch
activity.

— Multiple objectives, including reducing U.S. surpluses, are
irrational in today's world. The overriding objectives of food aid should
be developgment. All other domestic short-term interests such as benefiting
American fammers through U.S. cammodity exports, should be ancillary
benefits,

— The distribution of food aid to a wide range of recipients,
particularly in small amounts, might be seen as a marginal and inefficient
dispersal of resources. A justification exists, however, for widely
dispersing food aid. This is its role as a model program targeted on a
particular problem — hunger. Unlike other forms of assistance,
particularly large capital projects, food aid can provide a prototype and a
symbol for enhancing the recipient countries' overall effort to alleviate
hunger, targeting its resources toward whose most in need.




~— Warld Bank consultative groups and UNDP roundtables have been
marginal with respect to coordinating food aid. Greater changes in the
corditions of need and the lag in information on commitments and shipments
of food call for substantial improvement in donor coordination and shared
responsibility. Much remains to be done with respect to information systems
ard regularized channels of coordinatian amng the principal officials
responsible for food aid an a day-to—cday basis. )

—=  The surplus disposal and trade development elements, ledged
principally in Title I, should be funded solely from reflows on earlier
Title I concessionary sales, These reflows to the COC could be authorized
each year to provide an opportunity for the USDA and the State Department to
allocate new concessionary sales under the Title I program.

— Immediate political and militaru considerations, such as human
rights, base rights, and so on are rarely leveraged by foad aid. Often
these serve as mere Justzfzcat.zons for expending resources from the P,L. 480
line when there are shortfalls in other parts of the foreign assistance
acoounts.

~— The entire (150) account appropriation for P.L. 480 should go
directly to grant assistance. Currently, availability of agricultural
caommdities and State Department diplomatic considerations are taken into
account as camitments are made. This would continue but with a single,
more coherent and hunger responsive food aid resource. In addition to the
foad grant, the very poarest of countries should receive additional help
through the U.S. paying for shipping costs and providing associated
cavelogment funds to make food aid projects work.

—  Progress within this more focused program could be evaluated by
looking directly for gains in the focd system and nutrition of recipient
countries over a reasonable length of time, i.e., five to ten years.

- A dedicated, sincere, and coherent program of foreign assistance
can be justified on the basis of U.S. long-term interests in promoting a
stable and developed system of mations in the world. When short-term
military, political, and trade interests become enmeshed in the foreign
assistance uses, cynicism and confusion grows among the American population
generally while the interest base supporting food aid or foreign assistance
becames more narrow.




Committee on Foreign Affairs
July 28, 1988

Meoorandus
T0: The Honorable Lee H. Hamilton
The Honorable Benjamin A. Gilman
FRQq: Beth Ford
SIBJECT: Summary of response to foreign aid inquiry letter from William

E. lavery, Chairman, Board for International Food and
Agricultural Development (BIFAD)

— The four roles of Congress in foreign assistance are defining the
objectives of the programs, authorizing programs, appropriating funds, and
evaluating the extent to which the goals and objectives of the program are
met; agencies charged vith implementing these programs should be allowed to
d so with “minimal congressional oversight.”

— A few overriding cbjectives, aimed at the U.S.'s camparative
advantage as a donor, are preferable to many specific objectives; the
continually changing focus of specific objectives mkes the management of
the foreign assistance program less effective; in addition, new units
designed to handle specific issues may be created and never disbanded after
the objectives have changed.

— There should be greater donar cooardination, not anly on specific
programs, but on the overriding objectives as well,

— (Objectives should include: (1) Sector emphasis an: agricultural
sustainability, health, nutrition, education, population, enviromment and
natural resources, and developing an appropriate policy framework within
the recipient country; and (2) structural emphasis on: developing
institutions capable of sustaimable performance, and infrastructure
develogment such as urban planning.

' — Conventional assistance still appropriate for LDCs, but more
cooperative programs shoul:! “e developed for the ADCs.

— Some ADCs (such as Brazil, Ivory Coast and Colombia) should be
added to the list of countries receiving foreign assistance; same LDCs
where there is little or no chance for developnent assistance to be
effective should be dropped from the list. .

- The decisionmak.ng process within AID needs to be streamlined,
aontmumg the decentralization of decisions under missian control;
programming procedures within AID frequently impede implementation of
development programs and projects.




Committee on Foreign Hffairs
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Msmorardus

The Honorable Lee H. Hamilton
The Hororable Benjamin A. Gilman

Vic Zangla

Summary of response to foreign aid inquiry letter from Charles
L. Sykes, Assistant Executive Director, CARE

Mr. Sykes offered the following observations in an 8-page response
which, he reported, did not necessarily reflect the views of his
organization.

Role of Congress:

— The word “foreign™ should be expunged from describing U.S.
relationships with other nations; use "international assistance™ or
"cooperation account”;

~—  Support non—totalitarian developing nations committed to ieeting
basic human needs; and also support programs that develop countries
financial capacities to sustain themselves;

-~  Recognize that ecancomic and social assistance to developing
nations strengthens matual political and trade relations;

-~ Provide a policy base which not only guides our relations with
other nations but also reflects the values of cur society. Oongress should
appropriate money and oversee expenditures consistent with such policy. If
the allocations of economic development assistance resources to "friendly"
countries is not based an shared hunan values, but on strategic location,
military access, and U.N. voting records, a double standard or
relationships develops which undermines the political, ecanamic, and social
thrust of the U.S. international assistance program;

-~  Congress should structure a more results-oriented policy
framework and work with the executive branch to restructure agency
responsibilities for carrying out the U.S. international assistance

program,
Mul tiple Objectives:
~  Section 101 of the Foreign Assistance Act and section 712 of the

International Security and Develogment Cooperation Act of 1981 eloguently
state U.S. overriding objectives for development. Given these objectives,




the increasing militarization and politicization of the (150) account is
questionable. The entire subaccount structure should be reexamined.,

Mix of Assistance:

-~  Everything from the Peace Corps to advanced weaponry is found in
the U.S. assistance programs. The issue of appropriateness is a function
of the executive branch, the Congress, lobbying groups, and the recipient
countries — and the poarest countries are the weakest participants in this

process.

— Congress should examine the potential links between the
multilateral develcpment banks, the bilatesral aid program, and the micro—~
development efforts of NGOs, These aid channels, along with other non-U.S.
bilateral programs, point up the need for greater cocoperation and
consultation with respect to the appropriateness.

-- phen countries (like the NICs) move into a trade rather than aid
relationship, U.S. resources should be shifted to other :egzons where
greater need exists.,

-  "Conventioml assistance" if it includes appropriate technical
and resource aid, and poverty alleviation grounded in health, education,
microenterprise, and self-help measures, is the best way to pursue
develogment relatiaonships. However, a country-by-country and region-by-
region analysis of need is required to arrive at the right blend and mix of
"conventional assistance."

-~ Should peace prevail in Afghanistan, Kampuchea, Laocs, and
Nicaragua, the U.S. and the Soviet lhian should help clear the mines fram
the countryside.

Resource Constraints:

- The U.S. aid program works in watertight compartments with
health, population, nutrition, agriculture, and science and technology
divisicns engrossed in their areas of responsibility rather than
integrating their efforts. An integrated approach to develogment will get
more mileage out of limited resources. This lack of integration is also
reflected in the Congress where jurisdiction for multilateral develogment
bank funding and bilateral program funding is in different committees,

Coacrdination:

= Cocrdination within U.S. Government needs to be expanded and
final authority limited. Make AID Administratar the final authority on
P.L. 480, Title II food programs, for example. Right now, the
Administratar can be vetoed by OGMB, State, USDA, and sometimes Treasury.
Population, health, nutrition, food aid, and science and techrioclogy are
separate divisions all vying for the same limited resources, with little
cross-fertilization of program efforts.

= Private organizations have grown in number, camplexity, and
campetence. They need a congressiomally created institutional relationship




with the U.S. Government. A quasi-governmental institute or foundation is
needed with a Board of Directors from Congress, AID, and the PVOs, charged
with streamlining the U.S./PVO relationship and partnership.

~ Need more institutional exchange between donors. A more
important question to a.sk about U.S. assistance is mot "is it in the
national interest?™ but "is it in the intermtiona! interest?”
Consul tation and coordination with host country recipients needs
improvement.

Organisational Structure:

— Clearly deleqate authority, reduce multiple agency veto authority
and hold people responsible for measurable results. Reduce over-reliance
on hiring outside consultants and encourage sufficient full-time
professional AID staffing.

Aoccountability:

— The Congress must insist acn mt anly accountability, but also on
results measured against clear objectives. Those programs which dispense
large doses of resources to a few countries with minimal ar no accounting
or stewardship and marginal econamic development benefits clearly need to
be addressed.

Consti tuencys

— International assistance has a variety of constituencies, e.g.
the environmentalists, the population groups, the A, the U.S. Committee
for UNICEF, the cooperative movement, the Bretton Woxds Comittee, the
Atlantic Council, the labor movement, the Ford and Rockefeller Foundations,
the Churches, the Israeli and the Greek PACs and the PVOs.

-—  Roper polls suggest that “to develop a public opinion that is
positive towards ‘foreign' aid wuld negv.ire demonstrating t.hat ‘foreign'
aid, in addition to what it does for ‘them', does more for ‘us’ than if the
same money wei'e spent at home, It would also require demonstration that
the money does get to the right people in the right countries and, further,
demnstration that is has gained us valuable allies.”

—~ Mst of the money spent under the ‘foreign' econamic and military
aid programs involve contracts that benefit American firms and their
enployees, Thus, most of the money spent on so~called ‘fareign' aid never
leaves the U.S. and has the effect of promoting the American econamny and
U.S. citizens more than it does the pecple of the ‘underdeveloped'
countries that it is ostensibly designed to benefit,

— Oxgress should ask CRS and (30 to & a joint in-depth analysis
of the benefits accruing to the U.S., in terms of economic activity and
jobs. It would also be enlightening to know how much of the intermatianal
assistance budget is spent in the U.S. and how much literally moves
overseas.

— However, there will never be any great enthusiasm by the public for




the U.S. to play a central role in assisting other countries if there is a

perception that we are not adequately dealing with damestic issues relating
to hunger, homelessness, and other manifestations of poverty.




Committee on Foreign Affairs
July 27, 1988

Mesorandus
The Honorable Lee H. Hamilton
The Honorable Benjamin A. Gilman

Beth Ford

¢ Summary of response to foreign aid inquiry letter from Robert
W. Mashek

Mr. Mashek, who is in the process of leaving government service, has
served with the Office of Management and Budget, the Department of State,
and, most recentiy, spent 17 years with the Inter-American Poundation.

Mr. Mashek makes the following observations:

-~ The current foreign assistance program needs to be conpletely
revamped to eliminate the deadlock between competing interests that have

made the program ineffective; currently, the program does little to advance
develogment ar cement long-term relationships for the U.S.

- The foreign assistance program shciild be based an a more
cooperative approach to development; institutiors of developing countries
should play a more active role in development in order to assure greater
sustainability,

=  Programs should be designed to share information, methods, and
techniques, rather than focusing on capital transfers and the
implementation of massive projects; large scale lending for infrastructure
development should be left to institutions like the World Bank.

—  Foreign assistance should becore a technical cooperation program
that is diversified and flexible, is an exchange of information, pecple,
and missicns, is autonomous fram short-term diplamacy, and is housed in a
small U.S. agency which would act as a broker of expertise and experience.




Committee on Foreign Affaivs
July 26, 1988
Memorancum
The Honorable Lee H, Hamilton
The Honorable Benjamin A. Gilman
Beth Ford
Summary of response to foreign aid inquiry letter from Mr.

Arthur B. Keys, Jr., Executive Director, Interfaith Actiaon for
Economic Justice

— Foreign aid does have a constituency, if the term foreign aid is
meant to define programs which assist poor people in the Third Morld;
however, the support for foreign aid that does exist is declining due to
the perception that foreign assistance has become too militarized, .
develogment assistance programs have not achieved what they were designed
to achieve, and assistance in general has bepnefitted the rich rather than
the poor, both abroad and in the United States;

-~ The primary objective of U.S. foreign assistance should be the
pramotion of Third world self-determination and self-reliance through a
process of participatory, equitable sustainable development; this objective
should be achieved through greater use of local resources, skills, and
technologies and greater local consultation;

= The role of poverty in creating instability in the Third Norld
has been underestimated; links between security and development should be
explored to broaden the concept of sscurity to include ecancmic concerns;

— There should be a substantial reduction in military assistance
and a careful examination of any potential military aid recipients; also,
consideration should be given to shifting military assistance from the
(150) budget functian to the Defense Budget;

- The fact that ESP is mostly a political form of assistance
concentrated in few countries and not tied to development objectives
detracts from its potential of meeting human needs; consideration should be
given to eliminating ESP, creating a security assistance fund for the
Middle East and the base rights countries, and mergying all other ESF with
development assistance in a new “interpational development cocperation
fund;

— Greater emphasis should be placed an U.S. participation in
multilateral organizations;

— With respect to orqanizational issues, consideration should be




given to funding PVOs through an autonomous institution and eliminating
some structures which have outlived their usefulness, such as IDCA, OPIC,

and BIFAD;

— There is little chance that U.,S. foreign assistance will be
effective unless same solution to the Third World debt crisis is found;
U.S. should consider following the Canadian/French/British example of
either cancelling debts, reducing them, or turning them into develogment
grants.,




Committee on Foreign Affairs
July 22, 1988

Mesorandom
The Honcrable Lee H. Hamiltcr:

The Honorable Benjamin A. Gilman

Vic Zangla

: Summary of response from Lawrence A. Pezzullo, Executive
Director, Catholic Relief Services

In camenting on the future direction and organizational structure of
fareign assistance programs, Mr. Pezzullo suggests:

- The U.S. should comit its fair share of resources for a more
prosperous and peaceful world community, National interests
would be enhanced by shunning narrow interpretations that sypport
special interests in and out of government;

Resources for relief and development should be used primarily to
raise the level of poor people in poor countries and to enhance
their dignity, self-reliance, and equity;

The concept of development, in addition to material sufficiency,
should include respect for human rights, individual freedoms to
achieve full potential, and a regard for the enviromment;

In addressing poverty, developed countries must integrate into a
cohersnt policy their actions an foreign aid, including debt,
trade, private investment, and technology transfer.

Role of Congress: Establish broad policy for U.S. relations with
develgping countries; determine levels of resources; exercise oversight; set
priorities.

Multiple Gbjectives: PForeign aid legislation needs coaplete overhaul; it
is a complex, confusing, and often conflicting jumble of priorities;
distinguish purposes clearly and allocate resources accordingly.

Multiple Recipients: Number of countries and right mix of aid measures
should be based cn a country-by—country analysis including economic data, ,
incidence of poverty, government cumnitment, role of other donors, and debt
and trade problems; mixing political and development priorities results in aid
package not always appropriate to countries' real needs.

Financial Constraints: U.S. political leaders have lowered priority




given to foreign aid and have diluted it by mixing it with military and
related programs; leadership, clear purpose, credible delivery systems, and
recognition that a prosperous world serves U.S. interests will elicit popular

support for expanded aid programs.

Goordination: Donor coordination through consultation groups is
increasing. Red tape in AID/PVO relationships has became alarming. Mandated
audit and accounting procedures require as much or more time and effort as
supporting projects; no clear leadership in policy amd coordination among
mnumerous U.S, agencies with responsibility for various aspects of U.S.
relationships with LDCs; need clear policy giving priority to development aid
and a mandate to enforce that policy among U.S. agencies involved.

Organizational Structure: Separate U,S. palitical and security interest
accounts from those for humanitarian and long-term development.

Accountability: Maintain reasonable standards to assure integrity and
credibility of the aid programs with the American people.

Oonstituency: The constituency exists, but has not been well~-mobilized
because the message has been jaded; need a high priority and a clearly stated
rationale that prosperous world neighbors increase U.S. well-being and
security,

Other: U.S. foreign aid strategy should include proper balance between
bilateral and multilateral channels; shift more development resources toward
multilateral institutions; pursue cost-effectiveness in international
development institutions through U.S. participation; food aid is important and
can supplement other resources; necessary logistic costs and non-food project
inputs can be financed through dollar resources and U.S. generated local
currencies.
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Washington, D.C. 20548
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August 1, 1988

" The Honorable Lee H. Hamilton
House of Representatives

Dear Mr. Hamilton:

This letter and its enclosures are our preliminary response
to your request that we identify key issues relating to the
foreign economic assistance program. We did not focus on
the benefits derived from foreign economic assistance;
rather, in response to your request, this letter diucusses
various problems we have found /in our work over the yearsK
Enclosure I provides background on the assistance program
and enclosure II specific details on issues/problems.

Below are some of the more prominent bilateral assistancé
issues vwe identified.

-- Asgistance projects are often undermined by the failure
of recipient governments to provide agreed counterpart
funding and recurrent cost financings

The United States has had significant difficulties in¢
effectively using food aid and Bconomic Support Pund
assistance to achieve economic development and policy
reform goals.

Accountability and control over cash transfews and
local .qusgency programs, are not fully sufficient to
ensure that assistance is used for intended purposes.
Also, adcquate attention is not given to the financial
management deficiencies of recipients,

The impact of U.S. assistance is eroded by the
deteriorating international debt situationy

Development assistance programs in narcotics producing
and trafficking countries have not effectively
contributed to narcotics reduction goals.

Acguired Immune Deficiency Syndrome may have profound
economic and social impacts on developing countries and
may increase the demands for U.8. assistance:
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Our analysis also indicates that the Agency for
International Development (AIDY has encountered significant
management problems in financial management, contracting,
program budgeting, project planning; and monitoring.
Management of critical programs is further complicated by
AID's decentralized operations in numerous developing
countries, the increased number of projects, and direct-
hire staff limitations.

We believe several matters deserve congfessional
consideration. These center on whgghet policy makers
should:

-=- Structure U.S. assistance more in line with the’
capability of recipients to support projectse. Options
include emphasizing projects which lessen the
administrative and financial burden on recipients,
stressing alternatives to project assistance, and
making new and continued project funding contingent on
recipient compliance with counterpart and recurrent
cost funding agreements.

Develop budget strategies that minimize the pipeline:

probley, explore alternatives @ programming by
functional accountg, and giremmline reprogrammings
requirements.

Focus AID programs on more manageable units by
addressing the cost effectiveness of programs. Options
include decreasging the total msmber of countrief in
which AID missions and field offices are located,
concentrating AID resources and personnel or key?
countriesfand maintaisfing a Yiitedsin-country presence -
through U.8..embassy staff i other nations{ and
concentapging resources ob & fewe¥ number of larger?

3 g and setting a minimum funding level per
project.

-- SElap) an overall debt relief policysthat determines
(1) how much aid is needed, the U.S. share, and the
most appropriate mechanisms, and (2) the role of
private banks and how (if at all) such aid should be
linked to official assistance,

Matters encompassing procedural, management, and
operational changes in the bilateral program may be more
easily addressed. Examples include accountability
requirements for cash transfers and .special accounts and

2
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providing adequate verification of transactions and audit
coverage; developing a fully integrated AID financial
management system; and reexamining AID contracting
policies/procedures/practices to ensure equity, cost
control, and program effectiveness.

In the multilateral assistance are¥, our analysis indicates
the need (1) for better management of U.S. participation in
international organizations, (2) to further strengthen
internal evaluation system# and the Joint Inspection Unit
of the United Nations, (3) to further sireagthen the
independent evaluation systems of the multilateral banks,
and (4) for a reliable U.8. polic? for assessed payaents to
the United Nations.

We hope that this analysis will help the committee in its
consideration of the foreign aid program. We recognize
that the committee is workiny with AID and others to see
whether modifications to the legislative framework for
foreign economic assistance are needed. If we can be of
any assistance in this area, please let us know.

Sincerely yours,

'3,4.:..L (CQenRan

Frank C. Conahan
Assistant Comptroller General

Enclosures - 2




Committee on Foreign Affairs
September R. 1988

MEMORANDOM
70: The Honarable Lee H., Hamilton

The Honcrable Benjamin A. Gilman

FROM: Margaret Goodman
Vic Zargla

SUBJECT: Meinbers and Task Force Meeting with Stephen and Douglas Heilinger,
coauthors of "Aid for Just Develomment” (1988), and their associate
Mdy Martin,

On August 9, 1988 Reps., Fascell, Hamilton and Gilman joined in an 1
informal discussion of foreign aid based largely on the Hellingers' book™ and
their conclusions and recommendations for redirecting and restructuring the
U.S. foreign assistance program. (See attached outline) The Hellingers'
findings anxd suggestions are based generally upon the premise of a .
development "gap” between the realities in the Third World and how these
r- ~lities are seen among development agencies. The gap also relates to how
development problems are viewed in Washington as compared to how they exist
in the field. It is argued that the poar know what their needs are; that
they have the capability to define and carry out their own develoyment, but
that they are seldam consulted and often ignoced.

Citing ten years of exiznsive worldwide experience with the World Bank,
AID, PVOs ard other aid institutions, the Hellingers and their group say that
U.S. foreign aid has been generally ineffective; has been used for short-term
political, security and ecaxrmic objectives at the expense of long-term
development objectives; has been channelled through public and private
entities that do not rerresent the poor; and has been subjected ¢t an
entrenched aid lobby that promotes special interests and obscures local
realities in the less developed countries. They feel that fully engaging
local populations in the development process can achieve: not anly equitable
development but also social and political stability.

The group makes a number of proposals: It calls for a reconstituted,
autonamous AID with a board of directors and a strictly development mandate;
separation of political and security assistance from development aid;
decentralizing most AID Washington functions to regional offices; reducing
the AID budget to match the capacity of implementing organizations with funds
limited to “do-able" projects and made available on a multi-year basis;
elininating functional accounts; reducing tied aid and U.S. contractors in

lA sunmary of the book, dated July 12, 1988, has been provided to Cammittee

members,




favor of using more Third World expertise; establishing new Asian and Pacific
develogment foundations; and establishing an autonomous public foundation for
PWs. The group has several suggestions involving the World Bank and other
multilateral davelopment banks such as working more with bilateral
institutions and local poor people, and making Bank records and reports
accessible to the public and Congress for oversight and accountability.

Mr. Hamilton ccmmented on whether the United States is helping to cause
instability in the Third World in light of what has been Inppanmg same
places, such as land being taken away from people and services and wages
being cut. Common people are becaming ever more anxious to get a stake in
solving their problems. And perhaps the State Department and others would
best serve U.S. interests if multiple purposes/objectives were separated fram
develcpment assistance objectives. For example, balance of payments support
and base rights payments in the Philippines might possibly be set out
separately from development aid. An important task is to demonstrate why
helping poor people is in the United States' interest and pramotes growth,
stability and plural ism,

Mr. Gilman cautioned against a develogment institution with so much
independence that it might weaken the U.S. Government's position in pramoting
U.S. strategic and other interests abroad. At issue is demonstrating the
kind of U.S. respect and concern for the rights and ambitions of other people
that would produce results in terms of serving U.S. political interests.

Mr. Fascell, in addressing proposals for separate funding for PVOs, AID

and other indeperdent foundations, emphasized the need for careful structure
ard clear policies, for example, an how to relate to indigenous groups
operating with limited administrative abilities; how to effectively engage
the 708 of people in LDCs who are outside the econamic mainstream; and how to
deal with the elite and governments of LDCs. He noted that a restructured
AID might be able to divest itself from much of the political content of ESF
assistance; however the reality of how State and Congress would exercise
guidance and oversight over an independent AID must be faced., BEjually
important would be the setting of criteria for the allocatiocn of funds among
relatively independent bodies—perhaps through boards of directors with U.S.
Goverrment representatives and with long~term Corgressional policy guidance.




THE DEVELOPMENT GROUP FOR ALTERNATIVE POLICIES, INC.
The Development GAP
16400 | Street, N.W. ® Suite 520 ¢ Washington, DC 20005
Telaphone: (202) 898-1566

OUTLINE OF PRESENTATION TO THE FOREIGN AFFAIRS COMMITTEE
ON RECOMMENDATIONS FOR REDIRECTING AND RESTRUCTURING
THE U.S. FOREIGN ASSISTANCE PROGRAM

Backaround on The Develooment GAP

not-for-profit organization founded in 1977

purpose is to demonstrate practical alternatives in development
assistance

have worked in 30 countries in Latin America, the Caribbean,
Africa and the Middle East

have worked extensively with the World Bank, AID, PVOs, IAP,
ADF and other aid institutions .

have vorked with govarnment institutions, NGOs and grassroots
organizations in the Third World

have worked extensively with Congress, particularly the Foreign
Affairs Comnittee, on aid policy, the Caribbean, Africa,
Central America, IAF, ADF, OPIC, etc.

U.S. Dbilateral &and =muitilateral aid has been genarally
inetfective in fostering development, whether its focus has
been basic human nesds or the private sector.

Aid has been used to promote short-term political, security and
economic interests that ars not necessarily consistent with
long~-tern development objectives.

Attempting to achieve both sets of objectives through the sane
aid program has done justice to neither.

Most of our aid has been charineled trrough public and private
organizations in the South that do nut represent the poor or
their interests and has thus fostered economic dualism,
alienation and instability.

Far more can be done with less aid if that aid is channeled
appropriately.

The local realities of aid and development in the South have
been obscured by the well entrenched aid lobby that promotaes
special interests in the North.

The aconomic crisis among the Third World poor is reaching
tragic proportions and is being exacerbated by structural
adjustment policies and programs promoted by aid agencies.
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* Adherence to inappropriate development models has Third World
countries forever looking outward for resources, markets and
solutions to their development problems rather than building
upon local resources and creativity.

*+ The Third World poor have the knowledge and capabilitities to
dafine their own development, but they have ssldom been
consulted by policymakers and the aid community.

# The full integration of local populations in the development
process can yield equitable dsvelopment and achieve the long-
tern objective of social and political stability.

Eramework for a New Aid Approach

The following principles should guide & restructuring of the
U.S. foreign aid program =<

* Participation of the poor through their own organizations and
those that work closely with them: &aid organizations should
undervrite development activities undertaken and/or supported
by Third World people rather than programs that ignore or
undernine these efforts.

Responsiveness to ongoing development activity and to the
evolution of effective development institutions: to be
effective, the U.S. development assistanca program must be
restructured to respond to the evolving capacity and neads of
local populations and of those local institutions that promote
equitable developnent.

Autonomny c¢f davelopment assiatance instituticns from the
pursuit of short-term U.S. political, security and economic
objectives: to be able to respond to Third World needs and
efforts, these institutions must be structurally and
operationally independent. .

Decentralisation of decisionmaking responsibility: structural
autonony enables internal restructuring and decentralization
that places responsibility predominately at the field level,
where decisionmaking can be informed by local reality.

Consultation with 1local populations to ensure that 1local
knovledge and realities are reflected prominently in aid and
development plans and policies: structured consultation with
representative Third World organizations would help make badly
needed micro-macro linkages by ensuring that local perspectives
are incorporated in development programming and policy
planning, as well as in project financing.




*+ AID should be reconstituted as a gstreamlined, internally
decentzalized, autonomous institution with a board of directors
nominatod by the President and with a strictly developmental

mandate.

Political and security assistance should be separated
legislatively and administratively from development aid and
placed under the management of the State Department.

Most AID functions should be decentralized to overseas staff
experienced in local-level development and lccated
predominantly at country "cluster” offices and at provincial
levels within countries.

Program aid should be provided to governments that have
exhibited a commitment to equitable development, with project
aid available in all countries to effective public and non-
governnmental organizations.

Development aid should be denied to all governments not
promoting equitable development or not allowing the free
functioning of popular organizations, and the State Department
should deny political aid to those governments that do not
perait the new AID to operate in their countries.

The AID budget should bs reduced to match overseas funding with
the absorptive capacity of effective implementing institutions
and should receive appropriations on a multi-year basis, with
the expenditure of unutilized funds permitted in subsequent
years.

Functional accounts should be eliminated once an independent
bilateral aid institution is established, tied aid should be
reduced (s0 as not to skev 1local development), and U.S.
consultants, contractors and researchers should in large part
be replaced by more rslevant Third World expertise.

The reconstituted AID should build on the smaller-scale
funding, institution building and 1learning of the Inter-
Anerican Foundation, the African Development Foundation, a
nevly established Asian and Pacific Develepment Foundation, and
the U.S. PVO community.

Congress should establish an autonomous public Foundation for
Private and Voluntary Cooperation to enable PVOs to operate
independently of AID, to regain their responsiveness to local-
level initiatives overseas, and to gradually relinquish control
over overseas operations to the many competent Third World NGOs
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that have develcped ovaer the past tvo decadass.

The World Bank (and the other multilateral development banks)
should build upon the vork of bilateral aid institutions in
helping Third World countries to make a structural adjustzent
to greater economic diversification, integration and eelf-

reliance.

The Bank should be made more responsive to local populations
through internal changes related to the project cycle, reward
systems and staffing and through a reduction of itas resource
base that would reduce the pressura on staff for large-scale

funding.

IDA funds should be redirected from the poorest countrias to
poor people and programs that address their needs in all
countries in vhich the Bank lends.

The records and reports of the Bank should be made accassible
to the public and Congress so as to facilitate oversight,
accountability and public discourse on Bank policies.

The structuring of a more autonomous development aid progranm
tarough the enactment of a short and unambiguous development
assistance mandate would enable Congress to limit its direct
involvement to its appropriations function, to a review of
annual reporting on adherence to that mandate and to
internittent field reviews of selected programs and projects.
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January 18, 1989

The Honorable Benjaazin Gilman
Committee on Foreign Affairs
U.S. House of Representatives
Vashington, D.C. 20515

The Honorable Lee H. Hamilton
Committee on Foreign Affairs
U.S. House of Representatives
Vashington, D.C. 20515

Dear Representatives Gilman and Hamilton:

As you prepare your report to the Committee on Foreign Affairs on the findings
of the Task Force concerning the future direction and organizational structure
of the U.S. foreign assistance program, ve wvould like to share the results of
our owvn inquiry. .
On November 18, FCNL convened a forum on U.S. foreign aid, in vhich members of
the environmental, population, religious, and development communities as well
as staff of the Task Porce and the Foreign Affairs committes gddressed the
question, "Is there a common vision for s revamped foreign aid bill?" Prom
the discussion that afternoon and later, several points became clear to us.
In particular, ve hope you vill take seriously the promise of:

1) Humanitarian and development aid separated legislatively, in different
bills and not just under separate titles, from military and security aid. It
remains open to question vhether this separation entails a risk of cutting
back humanitarian and Jevelopment aid, but on the principle that development
requires a clear and s:parate man(ate, ve believe that it must be tried.

2) Redirected aid. The bulk of U.S. bilateral aid is currently concentrated
on a fev strategic allies, primarily in the Middle Bast. U.S. foreign aid
should be directed to the reality of the vorld situation, particularly the
needs of the poorest. Our national security interests are best served vhen
U.S. foreign aid promotes Third WVorld self-determination and self-reliance
through a process of participatory, equitable and sustainable developament.

3) HMore grassroots participation in U.S. developaent assistance efforts, in
particular the participation of southern or Third World grassroots, municipal
and non-governmental organizationz 3in the design, implementation and
evaluation of projects, programs and policy. People at the grassroots level
are an invaluable resource of local knovledge necessary for successful
development. PFurthermore, the right of all people to participate in the
decisions that affect their lives and their economic, social and political
reality is central to the process of developaent, of democracy and of global
peace and justice.

Olive Wilson Clerk, General Committee Mark Hulbert Clerk, Executive Committee Edward F. Snyder Executive Secretary
Ruth Flower Legislative Secretary Nancy C. Alexander Legislative Secretzry Cindy Darcy Legislative Secretary
Alison D. Oldham Legislative Action Coorclinator Dennis R. O'Brien Development Secretary
David M. Boynton Associate Secretary for Administration




4) A balance between inverd and outward orientation of economies. Current
U.S. development assistance relies tc an inappropriate degree on an export-led
model of development. Theoretically, the export strategy earns foreign
exchange for capital development. In practice, such a strategy makes a
country vulnerable to fluctuating commodity prices. In the current
environment of staggering Third Vorld debt, countries are exporting their
capital to pay debt service and interest rather than investing it to meet
domestic needs. Debt- and development-driven export production for those
countries dependent on agricultural and extractive resource production too
often degrades the natural resource base and supplants production of food for
local production and basic nutritional needs. Agricultural self-reliance
should be a top priority in the development goals of U.S. foreign assistance.

5) The need to address the urgency of environment and population issues,
vithin the context of development. Three-quarters of the vorld’s people live
in the Third Vorld, pushed to the edge of existence. U.S. foreign aid should
support a self-sustaining development process defined by local populations,
rooted in the availability of preductive land for subsistence farmers and in
the protection and restoration of the natural resource base.

6) A reversal in policy-based lending trends. Ve feel that it is
inappropriate for AID to engage in macroeconomic support. In our viev, it has
neither the staff nor the resource capacity to do so, nor is that an
appropriate function for a bilateral agency. At the very least, Congress must
adopt clear guidelines for policy-based lending, that emphasize long-fernm
regeneration of economies. The guidelines for policy-based lending should be
the same as those for project lending and should emphasize human velfare,
environmental protection, food production, and economic diversification. To
date, policy-based funding in the form of structursl and sectoral adjustment
progrars has at times inappropriately promoted export-oriented production,
often adversely affected the poorest of the poor, and neglected to involve
local populations in the adjustment prograas.

7) U.S. development assistance that is less directly tied to foreign policy.
It must be managed through a more autonomous structure, an AID that is
reorganized and institutionally autonomous from the Department of State.

8) Maintaining essential accountability regulations. The difficulties with
congressional micro-management of development assistance through earmarking
and accountability reporting procedures have been discussed. Vhile red tape
and resources spent on useless accountability procedures must be cut back, we
aust maintan some accountability in a range of areas such as local
participation in all aspects of developmuent aid, and vomen in development.

It is our sense that these are the principles held in common by much of the
NGO community. Ve are anxious to hesr your thinking on the points presented
above, and are interested in your vievs on hov they could be integrated into
your report to the Administration and the full Comnittee on Foreign Affairs.
Thank you for your attention.

Mo tn

Nancy AleXander

Sincerely,
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ABSTRACT

Since 1946, Congress has obligated the equivalent in FY 1989 dollars of
$966 billion of foreign aid. This report provides a broad overview of where
that aid has gone, both by region and by program. It also explores briefly the
original rationale for foreign aid, how that rationale changed and became more
ambiguous, and how disillusionment with early aid efforts led to changes in the

character, scope, and mix of our aid programs. Y
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AN OVERVIEW OF U.S. FOREIGN AID PROGRAMS

INTRODUCTION

This report summarizes some major issues and trends in the history of
post~World War II U.S. foreign aid. Its purpose is to show--and explain~-some
of the major patterns and issues in the evolution of U.S. aid programs: their
beginnings in Europe, the shift in focus to Asia, the major problems that
arose, and the msajor changes in programs that were instituted in response to

those problems. As a way of illustrating these patterns, the report will show

how U.S. budgetary obligations have shifted across regions, by major program,

and as a percent of our national wealth. The report is designed to provide
perspective on, and sharpen the focus of, the dilemmas and challenges that

Congress faces in reviewing current aid proposals.

ORIGINS OF POST WORLD WAR II FOREIGN AID: THE MARSHALL PLAN

First, how did it get started? Modern peacetime foreign aid began with
massive assistance to the countries of Western Europe following World War II.
In the years between 1947 and 1953, the value of that aid, in real terms, was
greater than the total annual amount of our subsequent aid to developing coun-
tries in all but a couple of peak years. There are three things that are
important to remember about this aid:

First: part of the motive for giving the aid was humanitarian and part
was to contain communism. We were very much concerned at the time about the

rising strength of communist parties in Western Europe. We believed that




poverty and hopelessness bred communism; that growth and prosperity were the
best antidotes to communism.

Second, this was an enormously successful foreign aid story. It showed
that large-scale infusions of money and commodities could, under the right
circumstances, produce growth and, it seemed, retard the spread of communism.

Third, this success was achieved in societies that had already developed
the traditions, institutions, and skills necessary to produce sustained

economic growth. They needed, primarily, resources for rebuilding.

THE ASIAN FOCUS: ATTEMPT TO REPLICATE SUCCESS OF MARSHALL PLAN

Where did foreign aid go after the Marshall Plan? To Asia primarily. As
the scale of the threat posed by the Sino—-Soviet communist bloc became clear,
as the Korean War brought home to Americans the communist threat in Asia, and
as the economic and security problems of emerging nations became more obvious,
policymakers saw the replication of a Marshall Plan-type of strategy in Asia as
an important instrument for protecting first Korea, Taiwan, and Indochina, and
subsequently other Asian countries, against the expansion and infiltration of
communism.

Thres features of this phase of our foreign aid merit special ~/ttention:

First: Although the United States did not fully recognize the signifi-
cance of the fact at the time, most of these countries had not already
developed the organizational, educational and cultural infrastructure of

development. Rather, they needed to undergo significant-—and often slow and

painful--change before economic growth and competitive politics would be

possible.
Second: The threats tc these countries seemed to be not only economic,

but military as well. Communism was seen as expanding not only through
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domestic political movements, but also through guerrilla-type insurgencies and
large scale military actions. Thus, we saw the need for both economic and a
growing amount of military assistance.

Third: By the late 1950s, we decided that, if our economic aid was to be
persuasive in the struggle to reduce tl.2 appeal of communism, it would have to
appear to be motivated by a disinterested concern for promoting growth in Asian
countries, not by an American national security concern for containing

communism.

TWO KEY PROBLEMS WITH SUBSEQUENT AID

These three features of foreign aid in the 1950s and early 1960s are
important because they help to explain two major aspects of our subsequent aid
program—-confusion over the goals of the program, and disillusionment with its

results.

Confusion Over Goals

As part of the strategy to counter communism on the Sino-Soviet periphery,
the United States set up separate institutions to promote economic development.
Those institutions, however, acquired legitimacy and constituencies of their
own. They were originally designed to support economic development as a means
to the end of countering the spread of communism., Once established, however,
they attracted supporters who argued that we really should be supporting
economic development for economic development's sake not only out of
humanitarian concerns but also Eecause, in the long run, everyone would benefit
from a more developed world. We became confused, in short, by our own
thetoric. Opinion became increasingly divided as to whether support for

development should be a means of containing communism or an end in itself.
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Disillusionment

Americans--and Congress especially--quickly became disillusioned with
foreign aid. This disillusionment spread and deepened over two decades,
reaching its peak with the fall of Vietﬁam, where massive infusions of
military sid, development assistance, and budget support were unable to promote
stable and effective government or sustained economic growth, let alone provide
a successful antidote to communist subversion and expansion. Why this sense of
false expectation and subsequent disillusionment?

Primarily, it was because we expected foreign aid to work in Asia and
subsequently in Latin America and the Middle East much as it had worked in
Western Europe. Many believed that just as Western Europe hsd been thrown off
course by World War II, Asia had been thrown off course by colonialism. They
expected that our infusions of money, military support, and technical
assistance, would get the new nations of ‘Asia on their feet and able to
vithstand communism in only a few more years than it had taken the nations of
Western £urope.

We are still coming to terms with just how wrong we were in those
expectations. We are still learning just how much is involved in building the
institutions, the leadership, the knowledge, and the personal beliefs that are
necessary to sustain economic growth in societies with even moderate levels of
pvlitical freedom.

The disillusicnment had three major aspects to it:

First: whereas in Europe our aid seemed to help the people, in the under-
developed world it seemed tc help government 1 ders, often at the apparent
expense of the people. We seemed to be keeping the corrupt and repressive in

power by facilitating their corruption and repression.

-




CRS-5

Second, whereas in Europe our aid produced dramatic results within S or 6
years, in the underdeveloped world it long seemed to have little, if any, posi-
tive effects. We didn't see dramatic growth or the eradication of poverty in
the short-term.

Third, whereas in Europe our aid was received with appreciation, in the
underdeveloped world the resction seemed to be suspicion about our motives,
vocal criticism of our economic system, and anti-Americanism in international

organizations,

RESULTING EVOLUTION IN FOREIGN AID

A number of major changes in our foreign aid programs since the mid-1950s
can be understood as reactions to these aspects of our national disillusionment
vith foreign aid.

First, our major military, development, and commodity aid programs have
been subjected to increasingly rigorous and detailed restrictions as Congress
and the executive branch hsve tried to stem the use of aid to promote
repression, 