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With this issue, the Washinqton Economic Watch is pleased 
I,,,,,~'~ .,U.I,,celebrate its first anniversary. Once again our digest provide 

.
 you with a timely and diverse selection of policy information i
 
1.,in,,,,, 91 200.3, the present state of U.S..-Third World economic relations. 
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....staff of seminars and conferences given in the Washington area 

topics of relevance to international economic policy. These 
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in an attempt to make the digest a more efficient and useful 
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As we close our series for 1990, we would like to offer y(

the opportunity to critique the digest in a more constructive
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.... evaluate the content and format of our packets. We ask that yo
 
.... Enclosed you will find a survey which can be used to
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GTT Ministerial
 
Brussels, December 3 - 7, 1990 ( ## 

,,--loU.S. Briefing Transcript *&SSE 

Following is the transcript of a press conference held on December 7, 1990, in Brussels,
 
following the adjournment of the GA TT negotiations bya U.S. delegation which included: USTR
 
Carla Hills; Secretary of Agriculture Clayton K. Yeutter; Secretary of Commerce Robert A.
 
Mosbacher; and Acting Secretary of Labor Roderick DeArment:
 

Ambassador Hills: The United States came to Brussels prepared to conclude ambitious,
 
market-opening agreements in each of the 15 areas of the Uruguay Round negotiations. This
 
week, we made visible progress in many of these areas. Indeed, in some areas, differences
 
were substantially narrcwed.
 

' However, it is now sadly apparent that the deadlock on agriculture cannot be resolved
 
here in Brussels. The Chairman of the Agriculture Group put forward a creative proposal that
 
provided abasis for successfully concluding the negotiations. Unfortunately, this proposal was
 
rejected by a few countries with substantial economic strength who were not prepared to
 
negotiate fundamental agricultural reform. This was all the more disappointing in light of the
 
very constructive attitude taken in the Round by many developing countries.
 

We are compelled to agree that no useful purpose can be served by prolonging the
 
Brussels meeting. Inadjourning, Chairman Gros-Espiell is merely acknowledging this reality.
 
We encourage participants to take this opportunity now to reflect upon their positions at the
 
highest political level. And, we endorse the proposal for Director General Dunkel, when
 
conditions are appropriate. to use his good offices to work with participants to narrow
 
differences.
 

I speak, for the President in saying that the United States remains committed to 
maintaining and strengthening the multilateral trading system and to bringing the Uruguay 
Round to a positive and timely conclusion. We will do all that we can to achieve this result while 
continuing to insist that the agreements genuinely liberalize trade. When it is clear that a basis 
exists for successfully concluding this Round. the United States will return to the negotiating 
table. I am pleased, as are my colleagues, to answer your questions. 

Q: (INAUDIBLE) 

Ambassador Hills: The legislation which we call the fast-track agreement is in place, and 
it requires that a notice be given to Congress on March 1,if we are to go forward with fast-track 
authority which, for those of you not familiar with our legislation, merely means that Congress 
votes a package of trade agreements up or down, and we give that notice on March 1and the 
signed agreement on June 1. And so we don't have a lot of time, if we are to use this fast-track 
authority. 
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Q: You will know that among all the European Community governments the British 
government has historically been among the most criticalofaspects ofthe Common Agricultural
Policy. But British Ministers today and this week have described your negotiating tactics as 
ourrageous, resented the manner in which the world's greatest trading bloc has been
addressed by the world's secondgreatest trading bloc, and have said,generally speaking, that your objectives have been totally unrealistic. Did you really come here knowing that there
couldn't be an agreement on agriculture? 

And secondly, il I might ask you, can you assess the political, the wider, non-trade,
politicaldamage created by this impasse? 

Ambassador Hills: We came, as I said the first day that we arrived, anxious to conclude 
the Uruguay Round here at Brussels. And we have encountered enormous obstacles in
negotiating fundamental agricultural reform. I would point out that the majority of the nationshere at the meeting were favoring fundamental agricultural reform which will require specific
commitments in each of three areas, that is, reduction in export subsidies, reductions in border
protections, and reduction in internal supports that are connected to trade distorting effects.
And we will continue to negotiate for fundamental agricultural reform. We hope that in
negotiating in good faith for higii principle, and for trade liberalization, that we can maintain 
greater tranquility rather than lesser tranquility among the great trading partners. And we're
hopeful that by regotiating in good faith, that we can achieve our objectives. 

0. Mrs. Hills, in the last several years you have been very successful in warding off
Congressionalpressure, as wellas private sectorpressure, foryou to take action under 301 and
other mechanisms. How long can you continue to hold that pressure off,given the state ofplay
in these multilateral discussions. 

Ambassador Hills: Congress looks to using unilateral measures under 301 as a means
of resolving trade barriers that prevent us from trading in the international trading system. And 
so long as we do not have agreed-to multilateral rules, it is very difficult to tell the elected
representatives of our people that they cannot protect the national interest. We will work with
Congress, we consult very regularly with Congress, and we will try to take actions that are
consistent with maintaining and building the multilateral system, while protecting our national 
interests at the same time. 

0. (INAUDIBLE) some of the Cairns countries of the agricultural exporters developing
countries won't come back to Geneva until the EC gets its act together on agriculture? Iknow
you've expressed concern in the past about some of these countries just bowing out of the 
whole show. 

Ambassador Hills: I do not think it's going to be possible to narrow the differences that
exist in the other 14 negotiating groups, without having negotiations proceed in the agricultural
negotiating group, and the Latin American countries, in addition to those that are active
members ir the Cairns group, made quite clear that they need to have fundamental reform in
agriculture if they are going to proceed with the negotiations. So I hope that that messagereaches the highest political levels and we are able to proceed with the negotiations in 
agriculture. 

Q: Two questions, first one for Mrs. Hills. Do/ gather from your opening statement that
the United States is not unconditionally committed to returning to the talks in Geneva ?Second, 
a question for Secretary Yeutter. It was widely predicted fouryears ago that the United States was risking precisely this outcome by taking a maximalist approach on export subsidies. To
what degree does the United States accept responsibility for this outcome by ignoring those 
predictions ? 
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Ambassador Hills: 'n answer to your first question, the United States, indeed, no nation 
will be returning to Geneva to continue with talks until the Director General has probed to find 
that the conditions are appropriate and would make such talks beneficial and effective in 
accomplishing our objectives. We sincerely hope that those conditions will become "PprAnt 
soon, but I have no guarantee that they will. 

Secretary Yeutter: I'd like to respond to that and perhaps add a comment lo the earlier 
question which implied also that the United States took an unr9alistic negotiating st ince. Idon't 
happen to agree with that at all, and that viewpoint is certainly not shared by vast n imbers of 
countries in this world. Ifany of you had sat in the discussions last night, orthroughout the week, 
that would have been evident. Itbecomes a question of whether the Community is out of step 
in agricultural trade policy, or whether the rest of the world is out of step. And there were a lot 
of representatives sitting around these tables this week wno would uniformly and universally 
conclude that it is the Community that has been out of step in agricultural trade policy. 

Now, with respect to export subsidies in particular, no one will ever be able to persuade 
me that we, the United States, or we, the exporting countries, which would include the entire 
Cairns group, took an unrealistic stance by suggesting the ultimate phase-out of export 
subsiaies. Because export subsidies have no redeeming qualities. Everybody understands 
that. Ido not believe you will find one trade policy practitioner in the world, who would disagree 
with that statement. So the question is how far and how fast. And the fact is that the United 
States has been willing to negotiaie a reasonable outcome on that issue from the very 
beginning. We were prepared to do so this week, and in fact we indicated a willingness to do 
so in the context of the Hellstrom proposal last evening. At no time this week, has the European 
Community surfaced a proposal that evidenced any specific commitments to reduce or phase 
down agricultural export subsidies. There was a commitment that they were prepared to 
discuss this subject but there has never been a specific proposal in the entire four-day period. 

0: Is it the position of the U.S. that the EC will have to accept something along the lines 
ofthe Hellstrom proposal, either in number or in concept, andyou can elaborate on that, in order 
for there to be this clear basis to return to the talks? 

Ambassador Hills: Let's be quite clear that Chairman DeZeeuw, when he prepared his 
report as chairman of the negotiating group in Geneva, said that for fundamental reform there 
must be a reduction of export subsidies, as well as border protections and internal supports. 
Chairman Hellstrom, who did a very effective job here in Brussels, said the very same thing.
 
And it would be impossible, Secretary Yeutter has just very clearly said, to have fundamental
 
reform in agriculture without addressing export subsidies which really do constitute a form of
 
economic warfare against your neighbors. You are exporting your problems to the outside 
world and requiring them to pay for them, and it is unacceptable to a majority of the world's 
nations. 

0: Mrs. Hills, you said at the beginning that Mr. Hellstrom's creative proposals were 
rejected by a few countries with substantial economic strength. Indeed, is that not the "real 
politik" of this meeting, the fact that these countries have less to lose from a failed Uruguay 
Round than the United States or the Cairns. The EC and Japan will be less disadvantaged, 
if this whole thing flops than you will, or anyone else here, in the bottom line, dollars and cents. 
Is that not what this week's meeting tells us? 

Ambassador Hills: No. We all lose big by a failure of a successful result in the Uruguay 
Round. And it doesn't matter whether you're Europe, or the United States, or the lesser 
developed world, you miss the opportunity to grow the global economy in the decade of the 90's 
by over 4 trillion dollars. You forego the opportunity of creating greater harmony and economy 
tranquility aniong the trading nations of the world. And perhaps most selfish and worst of all, 
you deny the developing world their aspirations for economic gain. So, we all lose because that 
latter point means that we have a greater chance for political instability rather than global 
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stability. And I think that therefore, at the highest political levels, all around the world, we must 
muster the political will to deal with those issues that separate us. And one, of course, has been 
designated as fundamental. 

0: Wouldyou say, Madame Hills, that this position of the Community gives a signalabout
what will be the Europe from now on. Are we confronting as a whole the creation of two new 
blocsbased on the commercial subjects. Do we have now these two blocs, two economic blocs 
confronting each other? 

Ambassador Hills: We do not need to conclude, as a result of the Brussels meeting, that 
the world immediately fissions into two blocs. Not at all. We still have the opportunity ahead 
of us to achieve a successful conclusion of tho Uruguay Round. And the United States will 
leave no stone unturned to achieve that objective. And I hope other nations of the world, and 
many here did so demonstrate, will join us to achieve that objective. 

Q: Mrs. Hills, now since the United States has found the European Community to be so 
recalcitrant and unable to respond to the impulses of liberalization, would the U.S. consider 
using some measures to discipline it, such as Super 301 or countervailing duties? 

Ambassador Hills: I think it is unlikely that this is the moment to ask Congress to give up 
its means of protecting the national interest, when we have not achieved a blue print for having 
multilateral rules protect the national interest. So my greatest energies, of course, will be 
directed to accomplishing the successful conclusion of the Uruguay Round. 

0: To follow up on my colleague's question, listening to the acrimony this week, it was 
very hard to imagine that tae U.S. and the EC are allies. Can you tell us how the U.S. andthe 
EC will be able to face a potential crisis in the Gulf in the next month with this hanging over the 
Alliance's head? 

Ambassador Hills: First of all, you didn't hear any acrimonious words from me, and I do 
work effectively with my counterparts in the EC, notwithstanding our differences of view. Iwould 
hope that the effects of the Brussels meeting, and the very visible outcome of a majority of the 
world's nations yearning to have fundamental reform in agriculture, as well as rules in that one
third area of trate where now we do not have rules, that the EC will be able to musterthe political 
will to deal with agricultural reform. So we needn't have acrimony. And, indeed, there is not one 
of my colleagues here who wants to have acrimony, not only not toward the EC, but not toward 
any nation. We simply want to have fundamental reform of our trading system and the 
opportunity to spark that economic renaissance that could occur, were we to get market access 
as envisioned by my colleague here, who launched the Uruguay Round four years ago. 

0: Ijust wanted to asA .ecretary Yeutter, who as you mentioned did launch the Round
 
four years ago, if you feel it you, in any way, made a mistake in pushing so hard for
 
fundamental reform in agricult i-e and bringing in so many other areas which were not part of
 
the GA TT?
 

Secretary Yeutter: Ambassador Hills may want to embellish this. I assuredly do not 
believe it was a mistake to include agriculture as one of the. priorities of the Uruguay Round. 
That action is just long overdue. As you well know, agriculture received some discussion and 
some attention in earlier rounds of trade negotiations, but with no work product emanating from 
those activities at all. In other words, for all practical purposes, agriculture has been excluded 
from the rules of the GATT for more than forty years, even though it is one of the major 
international trading activities. So, iKis incumbent upon us if we expect to exert any political 
leadership in this world, and if we expect to develop an institution such as the GATT that will do 
its job effectively, it is incumbent to deal with the major international trading issues of the day.
Agriculture falls in that category. Agriculture has essentially been ignored for forty years of 
GATT history. Itcan not be ignored because it is too important in international commerce. So 
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we must develop effective rules in agdculture trade. That's why it's on the agenda of the 
Uruguay Round. Itdeserves to be there. It is regrettable that we have not yet been able to reach 
agreement for significant trade reform in agriculture. It is today the most distortive sector of 
international trade. There are more trade distortions in agriculture than any other major 
segment of international commerce, without a doubt. Therefore, it is a problem that is on our 
desks. It is now on Ambassador Hills' desk, as wail as mine, and on the desk of every other trade 
minister and ag minister in the world and will not go away, irrespective of what transpires here 
in Brussels or elsewhere in the Uruguay Round. But we should not yet assume that we will not 
achieve the essential reforms in the Uruguay Round. The time to make that judgment ir,when 
the Uruguay Round conclude3, not today. We did not achieve those reforms here in Brussels. 
That is regrettable because they are so essential, but I haven't given up on the process and I 
don't believe Ambassador Hills has either. Let's hope that our European Community friends 
have not given up on the prccess, and that they will be able to find the political will to move 
forward. 

Q: With the clos., of this meeting, a certain sense of urgency is lost for most of the 
participants, but not the U.S. obviously becauseyou have this March 1deadline. Given that this 
immediacy is lost for most others, aren't you likely to have to go back to Congress and ask for 
the extension of the fast-track that is under the law, and if so, do you think, given the 
circumstances, that Congress would go ahead and grant you that extension? 

Ambassador Hills: Let me deal first with your premise. I think that the sense of immediacy
is very much on the 107 nations that were preceding, and Ican not speculate how fast, or even 
if, we will be able to narrow our differences in the areas that are creating the problem today. I 
hope that we are. If it comes that we have March arrive and we have to ask for fast-track 
authority, I will have to consult closely with Congress. I think you're right, that it will bn very
difficult without having a showing of progress. And at this present time, we do not have a 
showing of progress, so that it behooves all of us to move quickly, so that we don't have an 
impossible impediment. 

Q: What will you tell the supporters of the Round in the services field, the intellectual 
property field, those who had interests other than agriculture, why they should keep their hopes 
up, why they should continue to be optimistic about a successful conclusion of the Round, 
based on what's happened here? 

Ambassador Hills: They should certainly keep their hopes up. And they'll have to decide 
themselves about their degree of optimism. The fundamental issue separating us is whether 
we are able to deal with agriculture, which as Secretary Yeutter has said, has been on the table 
for over thirty years and has not been dealt with. And that is a key to persuading the developing
countries to deal with the issues of services, investment, and intellectual property protections, 
areas that you mentioned. And so whether you're in the manufacturing sector, the high
technology sector, or simply a farmer from Nebraska, you've got to want to have fundamental 
reform in agriculture. Because without fundamental reform in agriculture, you're not going to 
bring aboard those nations who only care about agriculture and in return will provide access to 
services, protection for intellectual property, remove restrictions on investors. And that's what 
the negotiations are all about. We do want to achievn access for our entrepreneurs across the
board. And that requires a participation of 107, not an elite group of just a few, but all. And to 
get all to stay at the table, as we saw last night, is going to take fundamental reform in agriculture. 

Q: Ambassador Hills. I'd like to ask you whether you think this week was a failure, and 
secondly, everyone had his or her hopes up yesterday, and then those hopes were dashed 
sometime last night. What exactly happened? 

Ambassador Hills: Idon't think this week was a failure. We did cause 107 trade ministers 
to focus very intensely upon issues where many of them had not done so with such intensity
before. I think that we did narrow differences in several of the groups. The chair was effective 

U.S. Briefing Transcript 5 5 December 7,1990 



and appointed chairs of seven different groups to address issues, and highlighted the 
diffqrences that exist among nations, and narrowed many of those areas in services, protection 
of intellectual property, in TRIMS. And even the efforts in agriculture by Chairman Hellstrom, 
I think, were constructive. Aow, your second question, what are my hopes... 

Q: What happened 'o dash those hopes? 

Ambassador Hills: Well. a proposal was put on the table by Chairman Hellstrom that 
would have dealt with each of the three areas that we had mentioned were required for 
fundamental agricultural reform, and the Community was not prepared to deal with the specific 
commitments necessary in the areas of export subsidies and market access. And Secretary 
Yeutter was at the meeting with the discussion, and you may want to amplify what you thought 
happened last night that disappointed our very strong hopes of earlier that day. 

Secretary Yeutter: Just a quick comment on that. Certainly hopes did arise yesterday, 
in the aftermath of indications from the Community that they were prepared to consider specific 
commitments in each of these three areas, as Ambassador Hills indicated. That was a 
significant step forward and we hope it will carry forth beyond Brussels. It's a commitment we've 
been awaiting from the Community for many, many months. But then, when Chairman 
Hellstrom, in following through on that good news, developed a specific proposal, a non-paper 
for the consideration of all the membei nations who were there, a non-paper that, by the way, 
received a lot of approbation as a negotiating document from many of us, including the United 
States. It became apparent that the Community was ready to make specific commitments in 
these three areas, but only with several conditions being attached. And these were conditions 
that have long been declared unacceptable, not only by the United States, but by the rest of the 
world. And when it became apparent that those preconditions for negotiation had not yet 
changed, it likewise became apparent that we were all wasting our time, at least insofar as the 
Brussels meeting was concerned. We hope that situation will change in the future. And if I may 
just add one further comment. I don't mean to take up all the time here on agriculture, but as 
you know we had thirty thousand farmers demonstrating earlier this week, evidencing concern 
about agricultural trade reform. I'd just like to say through the European press in particular to 
those farmers that all of us would like to increase the income of our farmers, and all of us would 
like to develop conditions that will lead to a higher quality of life for those farmers. That's not 
at issue here at all. We're not. in the Uruguay Round, in the process cr attempting to reduce 
farm incomes in Western Europe. There was nothi:.,g in the U.S. proposal, nothing in the Caims 
Group proposal, that would require that outcome, nothing whatsoever. All those proposals seek 
is to reduce the trade distortions of present agricultural policies. In my judgment, it is possible 
for the European Community, or anyone else, to develop an agricultural policy structure that will 
serves its farmer s well while also minimizing the adverse effects of thor.e policies on their trading 
partners. That is the objective. In my judgment, that is an achievable objective here in the 
European Community. 

Q: Mrs. Hills, over the past two, three, four years, a number of trade complaints by U.S. 
interest groups have been put offon the basis ofa successful conclusion of the Uruguay Round. 
As USTR, Mr. Yeutter took away a trade complaint by rice millers against Japan on the express 
agreement by the Japanese that they would act constructively in this Round. There are now 
problems with Europe and Korea on various issues. What are going to happen to these 
problems in the next few months? 

Ambassador Hills: Those petitions that are on my desk' will be assessed under the law, 
as we pledged when we took this office to uphold the law. 

0: Prior to the EC summit in October, the President and the Secretary of State made 
representations to EC leaders to try and get their impetus to try to break the deadlock. Can you 
foresee further action this week, prior to the EC summit next week-end, and secondly, do you 
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think that the absence of political leadership by Germany, and particularly Japan this week, 
undermined the negotiations? 

Ambassador Hills: President Bush has mad( the successful conclusion of the Uruguay 
Round and the building of a strong multilateral trading system his top trade priority. And he has 
been more effective and more energetic in carrying out his objective than any President I can 
remember. He made this objective top of his agenda at Houston for the Houston Summit, and 
he has carded through and talked to leaders intensely about the need to modernize and to build 
out a good trading system. I believe he will stay commmitted to these objectives. The problems 
that have occurred here are well known and will be even better known, with your coverage, to 
the heads of state all around the globe. And we hope that each and every one of them will exhibit 
the leadership, and try to take actions, that will enable us to have a successful conclusion to'this 
Round. And I am not here to point fingers at any government, or any head of state, and to 
criticize their lack of leadership in the past. What we need from all 107, is strong leadership from 
now to the future. 

Q: (INAUDIBLE) 

Ambasador Hills: We have never made a suggestion for a two-year moratorium and I 
would not recommend that at this time. 

0. (INAUDIBLE) 

Ambassador Hillq: Well, at least, Chairman Hellstrom. on paper, will become the 
equivalent of a working paper. They are part of the minutes of this meeting. And I do think that 
it was a very creative and constructive effort to try to provide a framework for future negotiations. 
The problem that we have in agriculture, which is a problem we do not have in the other fourteen 
areas, is that we do not have a framework, an agreed framework for the negotiations. And that 
is absclutely indispensable that we negotiate on the area of export subsidies, internal support 
and border protections. And I do think that other chairmen made successful contributions. 
Chairman Gradin of Sweden was chairing the TRIMS Group, and I do believe that she was 
effectively finding there was more support for Trims and fewer differences, as she had her 
bilateral and plurilateral consultations. The same would go for TRIPS. 

0: (INAUDIBLE) 

Secetary Yeutter: Well, I am certainly not in favor of market sharing in any way. That is 
contrary to my own economic philosophy, contrary to President Bush' philosophy and contrary 
to the basic precepts of the GATT and the Uruguay Round. But nothing of that has been 
contemplated in any of the negotiating proposals that I have seen and I doubt that it will be 
contemplated in the future. It is imperative that we have volume discipline on export subsidies. 
That is the heart of the matter. It is not the amount of money that any of us spend on export 
subsidies, because that varies from time to time, depending on market conditions, supplies 
available, demand and a whole lot of other factors. The onerous element of export subsidies 
is the quantity of product that is dumped on the world market, therefore ':-"-rting and disrupting 
market conditions. So we must begin to reduce the volume of subsidized product that nations 
push into the world market through their various mechanims. So volume disciplines are crucial, 
but there is no need whatsoever for volume disciplines to in any way become a market-sharing 
arrangement. In fact, precisely the contrary will occur if those disciplines are effective. More 
and more of the quantity of product moving into the world market will move on a free and open 
trading basis, and that is just the opposite of market-sharing. 

0: Given the fact that the agriculture deadlock does continue, what are the prospects for 
the U.S. Export Enhancement Program, and do you see agricultural trade wars in the coming 
months and years. 
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Secretary Yeutter: Well, Ido not think that any of us should be threatening trade wars in 
the aft3rmath of Br ssels, or at any other time. It seems to me that internatic'al commerce is 
too important for all of us to h-ve that occur. At the same time, we must recognize that we are 
today in a very confrontational environment in agricutural tradt. because or some of tile 
distortive features of trade policies, various nations' trade policies that we have been discussing 
this morning. In other words, the system is broke, in agriulture, and it does need to be fixed. 
And until it is fixed, it will be confrontational and contentious. That is really what this aspect of 
the Uruguay Round is all about. That is why agriculture is such a high priority in the Uruguay 
Round. That is why it is so important to ultimatey reach an agreement. But, as Isaid, we should 
not give up on the negotiations, and if we can move forward and reach a satisfactory agreement 
in the relatively near future, the issue or question you have posted will becc -he irrelevant. Ifnot, 
of course, we will continue to see great stress in that situation. Ihave often made the point that 
my perception from tra. jling through Europe is that there i- a great fear that success ;n the 
agricultural negotiations would extract a tremendouc poiti,.al and oconornic price in European 
agriculture. Ireally believe that failure of the agricultural negotiations will extract an even Iiqher 
price, and that should have been evident here in Brussel, this week. So we hope that will result 
in some changes in attitudes over time. 

0. Mr. Mac Sharry and Mr. Andriessen said that United States and other countries 
expectations were much too high ano that negotiating is about give-and-take,and there was no 
give-and-take on your side this week. 

Ambassador Hills: I think that our positions have been flexible and constructive for 
several weeks. And indeed, you in the press and our .ulleagues at this Brussels meeting have 
noted changes of positions across a range of topics. The problem t'-'" "hink Mr. Ms: Sharly 
and Mr. Andriessen are confusing, is that we have put forward a proposal for fundamental 
reform that deals with export subsidies. They have not responoed to that proposal. Indeed they 
have told us they have no mandate to negotiate, vith respect to export subsidies. And almost 
every nation in the world believes that there must be a reductin of expcrt subsidies, or there 
will not be fundamental reform in agriculture. And without fundamental reform in agriculture, 
these nations which constitute a majority will not talk about otner topics in a mnstructive way. 
So the key to our success, our mutual success, Mr. Andriessen's success and our success, is 
to have fundamental reform in agriculture, which requires negotiating about export subsidies. 

Q: (INAUDIBI E) 

Ambassador Hills: We have submitted a proposal that we think is fundamentally sound. 
The Chairman of the Agricultural Group ini Geneva has submitted a proposal that tracks our 
proposal to some extent. At least it deals'.itr export subsidies. Chairman Hellstrom put forward 
a proposal last night, a non-paper, which '-, not at all like our proposal in many respects, but 
requires fundamental reform with respect to export subsidies. We think that it is realistic to say 
that the European Community must deal with export subsidies. The affluent nations are 
wasting, in terms of their protections around agriculture, 250 billion dollars a year, and are taking 
away market opportunity for the LDC's in a way that will generate their lack of economic gain 
and perhaps seed their instability. It is the,eiore an iss,,e that we must get on and address. I 
think our expectations are realistic. and the question is: "Is the pclitical resolve of our 
negotiating partners in Europe going to be sufficient to dnal with This very visible naeo?" 

Secretary Yeutter: If I may just add one sentence to that. Let me clarify by pointing out that 
the European Community has not yet offered definitive export subsidy disciplines on one ton 
of any kind of product, not even one pound of any kind of product. And in our jucgment, that 
is hardly a constructive evidence of reform. 

Ambassador Hills: Thank you very much. 
0 
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Department of th Treasury . Washington, D.C. 9 Telephone 566-2041
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December 11, 1990 (202) 566-5252
 

Treasury Releases 1990 National Treatment Study
 
Report on Foreign Treatment of U.S. Financial Institutions
 

Secretary of the Treasury Nicholas F. Brady today submitted to
 
Congress the 1990 Report on roreign Treatment of U.S. Financial
 
Institutions.
 

In transmitting the Report, Secretary Brady noted that progress in
 
reducing barriers abroad is occurring at a varied pace, but
 
generally not as rapidly as the Treasury would lke. Significant
 
improvements have been made in Canada and in many European
 
countries. Only modest progress has been made in many Asian
 
economies. Numerous Latin American countries still maintain
 
restrictive financial systems. Thus, while notable strides have
 
been made in opening and liberalizing many markets, the pace and
 
degree with which this has occurred in other regions have been
 
slow. The U.S. Treasury will continue to pursue vigorously its
 
efforts to remove remaining obstacles to national treatment for
 
U.S. financial firms operating abroad.
 

The Report updates and expands upon the National Treatment Studies
 
completed by the U.S. Treasury in 1979, 1984, and 1986. It
 
examines the degree of national treatment afforded U.S. financial
 
institutions in twenty-one banking and eighteen securities
 
markets. As required by law, the 1990 Report also addresses, for
 
the first time, U.S. Government efforts to remove barriers in
 
those markets and reviews the presence and treatment of foreign
 
firms in the United States.
 

This Report is required by the Financial Reports Act of 1988 (Pub.
 
L. 100-418, sec. 3601, et s,g.; 22 U.S.C. 5351 et seq.).
 

The Report's Preface and Conclusion are attached.
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TRADE BRUCE STOKES
 

STATE RULES AND WORLD BUSINESS
 
arlier this year, Maine banned any intention to force states to har

the sale of some types of plastic monize their regulations with federal 
beverage containers. The state's policy. Testifying on Sept. 24 before 

landfills were choking on throw- the House Energy and Commerce 
aways, and Maine decided th _t the Subcommittee on Oversight and In
only solution was to force a return to vestigations, Hills said that the Ad
recyclable packaging.. ministration does not seek unifor-

As was expccted, various Ameri- z mity in state laws and that a new 
can packaging and beverage compa.. trade agreement would require only 
hies complained vociferously about that states have a scientific basis for 
Maine's action. What was unex- their regulations. 
pected was the sharp protest heard ,i . "With respect to states' rights, our 
from the Commission of the Euro- concerns have been pretty much ad
pean Community (EC) in Brtssels. . dressed," said Eric Christensen, an 

That was a sign of things to come. : attorney with the Natural Resources 
For some time, state governments " Defense Council Inc. in Washington. 
have been promoting foreign trade 4 But the question of how the scientific 
and inwkstment, looking to the world test will be interpreted could still 
market as a cornucopia. But now, states are awakening to the pose problems, he added. Morover, Christensen argued, "USTR 
fact that being a part of a global economy cuts both ways and could still bargain away the states' position" on some issues
that the price of admission to the world economy may well be Oregon's new ban on the export of unprocessed logs from state
 
contraints oil state action. As states become more involved with forests, for example.
 
international commerce, their actions affect the well-being of Congress this year legalized state controls on timber exports.
 
others--who will protest, perhaps even retaliate, if their interests Such constraints are permissible under the GATT if imposed for
 
are jeopardized. environmental reasons. But Japan is seeking an international
 

Europeans first commercialized the now-widespread sealing agreement that such constraints violate the GATT. And the 
process that enables juice and other liquids to be stored in plastic Administration acknowledges that if the bans are imposed to 
containers for , ng periods without refrigeration or preserva- preserve timber-processing jobs, which is the motivation of many 
tives. Sales of .hese products boomed. But there's a drawback: supporters of the bans, they would be impermissible. 
The packaging isn't biodegradable. The containers are a booni to "It is not in our interest that the environment be used for 
parents packing school lwiches but a bane to municipaliLies protectionist purposes," said Stewart Hudson, legislative repre
charged with disposing of solid waste. (See NJ, 4/21/90,p. 993.) sentative of the National Wildlife Federation. "But we also do 

Maine's ban drew protests from European firms that sell vac- not want to weaken a state's right to use trade measures for 
uum-sealed beverages and license the packaging technology. "It environmental purposes." 
is obviously a nontariff barTer to trade," EC official Derek Environmentalists are not the only ones who have begun to 
Taylor complained in June, "whether it's designed as such or scrutinize the Uruguay Round. The insurance business and the 
not. We want action in GATT [the General Agreement on Tar- legal profession, traditionally regulated by the states, now realize 
iffs and Trade] to see that the hand of federal agencies is that decisions made in trade talks in Geneva will affect regula
strengthened with regard to such state actions." tors in Albany, Columbus and Sacramento. 

The EC's protest fell on deaf ears, but the issue refuses to go "It's evident that we are heading for an even more interna
away. On Nov. 6, California voters will be asked to approve the tional insurance market, and it's a two-way street," said David J. 
"Big Green" environmental initiative, which, among other Pratt, vice president for federal affairs of the Washington-based 
things, would set maximum levels of exposure to toxic sub- American Insurance Association. "They want to sell into the 
stances for groups such as children and farm workers. Because U.S. market, just as we want to sell abroad." Pratt said, "We are 
the proposed state standards would be tougher than current not at the hue-and-cry stage yet, but at the let's-look-at-this
international standards, Big Green could block the sale in Cali- closely stage, to make sure we have not given away something." 
fornia of some imported food products. (See this issue, p. 0000.) USTR, which is quick to say that the GATT talks pose no 

The United States and the EC have been embroiled in a fight threat to federalism, has long had an intergovernmental policy 
over Europe's limits on permissible levels of hormones in im- advisory committee to smooth relations with the states. But this 
ported beef. Washington charges that Brussels's tough standards group is made up mostly of politicians, not regulators. It's the 
discriminate against American beef. Passage of Big Green could regulators who are likely to scream the loudest if concessions in 
put the Bush Administration in the embarrassing position of Geneva cut into state prerogatives. 
having to respond to the Europeans' charges that California Cut they will, if Europe has anything to say about it. The 
discriminates against them. devolution of regulatory responsibility in the United States and 

A number of U.S. environmental and consumer groups worry the trade barriers that result are "an area of rapidly growing 
that the Administration, to wriggle out of this dilemma, will use concern for us," the EC's Taylor said. 
the current Uruguay Round of multilateral trade negotiations to States that have benefited from foreign trade and investment 
bargain away the states' power to protect consumer health, natu- in recent years are about to learn a new twist to an old lesson: No 
ral resources and the environment. matter what kind of container the drink comes in, there's still no 

U.S. Trade Representative (U3TR) Carla A. Hills has denied such thing as a free lunch. U 
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A Lively Year for Trade Policy

WASHINGTON - 1991 promises 

to be a lively, perhaps even land-
mark, year on Capitol Hill. The 
congressional calendar on interna-
tional trade issues already looks 
full. 

Item Number One Is the Uru-
guay Round trade agreements, or 
what to do if there are none. Other 
hig isues Include the proposed 

TRADE SCENE 

Richard 
I awrence 

US-Mexico free trade negotiation,
the US-Soviet trade pact, the coo-
tinuing China trade conundrum and 
President Bush's 'Enterprise for 
the Americas initiative. 

Add to that export controls leg-
dation and wat could be he mostcomprehensive relorm inyear for States That must be add wantin more Lime to conclude the Uruguaythe U.S Customs Service Once the Dw Congress. A host of other Round and retain last track -- exagain, "competitiveness bills will bilLs discriminating against, or at isting fast-track Authorty expires 

bei h illeast singling out, foreign investotrussrqes epieopradCnrs June I - itmust request the exten-investment de-take up the formgn 
bate. 

Much of the 1991 international 
trade agenda rcflects what Con-
gress did, or didn't do, in 1990. 

Congress left the China trade 
question hanging, although the 
House triedto resolve It by passing
at the last minute a bill that tight-

ens conditions on preferential tariff 
status for China The House also 
tried to implement, at least in part,
the president's plan to assist Lain 
America through debt relief and a 
network of free trade pacts But 
the Senate did Dot respond to either 
of the House measures in these 
areas 

Congress did approve new ex-
port controls legislation, but Mr. 
Bu ilikely to veto it,thus de-
priving the government indefinitely 
of its basic export controls authori-
ty. 

Proposals to help make the U.S. 
high-tech industry more competi. 
live, through such measures as apermanent research and develop-
ment tax credit and easier anti-
trust rules for joint manufacturing 
ventures, went by the boards, 
These i3sues will be revived in the 
next Congress, however 

Congress also failed to renew 
the Defense Prcducuon Act, which 
happens to include a provision em-
powering the president to block or 
order divestment of unwanted for-
egn investments In the United 


are expected to resurface. 
Hardly all of the prospective 

legislation is de a vu In 1991 Con-
gress will consider for the first 
time legislation that could lead to 
sweeping changes in both customs 
management and banking rules. 

The US Customs Service wants 
to 'go electronic" and Improve its 

efficiency. Some U.S. banks seek to 
shed federal regulations that they
and others feel hamper their riter-
national competitiveness Congres-
sional panels laid the basis this 
year for posible action in -otb 
these areas w 1991. 

"Fast track" - the procedure
providing a quick, up-or-down vote 
on trade agreements - promises 
to be a prominent congressional
buzzword in early 1991. no matter 
what happens at the Uruguay 
Round trade negotiations.

So far, 38 senators are sponsor-
uiga resolution that would exclude 
whatever Uruguay Round agree-
ments the adminiatration negoti-ates from consideration under the 
fast-track procedure A concerted 
drive by the textile industry and 
other interests probably would 
bring out additional supporters 

Withdrawing fast track could be 
tantamount to trashing the Uru-
guy Round, because it would al-
low Congress to pick apart an intri-
cate agreement sentence by 
sentence. 

I the administration 

sion by March 1. The Uruguay 
Round would be put squarely 
Congress' lap, just as the trade lib-
eralizing negotiations are at their 
most crucial stage. 

Even it the Uruguay Round col-
Lapses of its own weight, fast track 
will still be an issue Mr Bush is 
certain to ask Congress by March I 

to give him extended fast-track 4u-. 
thority for ,he proposed US-Mexi
co trade agreement negotiations.

This request will bolster Con
gress' leverage on how the admin. 
istraton negotiates the prospective 
Mexi in trade accord How much 
Congress exerts its influence, espe
cially on labor, environmental and 
farm matters, could be important 

A Uruguay Round failure likely 
would give impetus to Mr. Bush's 
Enterprise for the Americas iLitia
live. 

Trade negotiations next year
with any Latin American country 
besides Mexico seem unlikely. But 
the debt relief proposal - mainly.for Caribbean basin countries 

probably will be approved.
Even though the House over

whelmingly passed a bill limiting 
Chins's most-favored-nato statu, 
the odds are that China will retain 
favorable US tariffs Whether Con
gress will approve similar benefits 
for tbe Soviet Union, however, r
mains uncertain. The U.S. govern
ment is still waiting for the Su. preme Soviet to enact a new
emigration law, but the Sovietsmay not do so until Congress sqr

na it would approve the US -Sovi
et trade pact. Democracy for the]Blltic states is partly at issueDespite the seeming talemate, 

In ome US analyst sy they are 
comfdent that by spring the Soviet 
Union will have become a most 
favored nation. 

Richard Lawrence is a senior car
responden in the Wasliqjgton bu
reau of The Journal of Comem. 
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Renaissance or the Dark Ages?
 
By JOHN P. CREGAN 

Take your pick. economic retnals-
Lance or Dark Age of protectiontusm. 
According to many observers, the 
decision is up to world trade negoti-
atomwho are trying to salvage the 
current round of multilateral trade 
talks under the General Agreement 
on Tariffs and Trade The U.S. am-
bassador, Carla Hills, has predicted 
that a new multilateral trade alree. 
meni will 'trigger an economic re-
naris.ance. She and others likewise 
have forecast that the world may 
drift into a Dark Age of protection-
ism and trading blocks if the current 
Uruguay Round of trade talks falls 
apart. 

Once again, reality lies some-
where in the middle Neither the 
success or failure of the GATT talks 
will result in either of these stark 
scenarios. 

While GATT has been a driving 
force beind the tremendous up-
surge in global trade since its incep-
ton in 1948, its success has been 
closely linked to the willingness of 
the United Stiles to lead by exam-
pie Trade Liberalization by the Unit-
ed States is the foundation upon 
which the fantastic growth in world 
commerce was launched during the 
last 50 years But precisely because 
the United States is one of the 

world's most open markets, we have 
fewer concessions to give to achieve 
a final GATT agreement. 

Moreover, as America's relative 
economic power has declined, a 
greater share of the GATT burden 
has fallen on our major trading 
partners in Western Europe and Ja-
pan. These countries, however, have 
Dot shown a desire to exercise lead-
ership within GA7T that is propor-
tionate to their economic status And 
this is a big reason the GATT talks 
encountered so many problems. 

Thus. worried discussions abound 
centering on a world without GATT. 
Not only do these doomsday fore-
casts put pressure on American ne-
gotiators to make damaging conces-
sions as they work toward a final 
agreement, but the predictions 
Lhemselves may be just plain wrong. 

A look back at the record of the 
most recent GATT accord, the 
so-called Tokyo Round signed in 
1979, reveals that this latest GATT 
round may not be all that it's touted 
to be. It is apparent now that much 
o: the 1979 accord's promise has 
gone unrealized 

It would be too easy to charge 
that (from the United States' stand-
point) the 1979 Tokyo Round's fail-
ures are as blatant as the string of 
$100 billion-plus trade deficits that 

have plagued the United States for 
Dearly a decade But the fact ia,the 
Carter administration looked upon 
the accord as a solution to Ameri-
ca's trade problems and predicted 
the Tokyo Round would lead to re-
duced trade tensions internationally. 

Specifically, the Carter adminia-
tration predicted that 50,000 to 
I00.000 American jobs would be cre-
ated as a result of the agreement's 
Liberalization in procurement by for-
eign governments According to a 
General Accounting Office study, 
however, it is more likely that less 
than 1,000 new jobs were created by
these reforms. 

Currently, the Bush ,dministra. 
lion is claiming that a Uruguay 
Round agreement will increase U.S. 
domestic output by 8125 billion In 
the first year alone after its sign g 
But the Economic Strategy Institute, 
a private think tank in Washington. 
has produced a study estimating 
that figure overstates the economic 
benefits by more than 700%. 

More significantly, Mrs. Hills and 
others have made liberalized trade 
reforms in services and agriculture 
the top U.S priority in this GA?? 
Round While it is indeed desirable 
to bring services into the purview of 
GATT, neither this sector nor agri-
culture have the potental to make 

much of a dent in Our peristent 
trade imbalances. At best, a full lib. 
eralization of agricultural trade 
would result in only 53 billion in 
Increased U.S. agricultural exports. 
Likewise, ESI estimates the United 
States could hope for no more than a 
services trade surplus of $2.7 billio 
annually. 

Unfortunately, America's manu
facturing sector, which accounts for 
fully two-thirds of our exports, was 
a poor relation when the United 
States went to Uruguay to launch 
the latest GATT Round. There Is 
very little in this round for manu
facturers. There is. however, the 
danger that the United States might 
be pressured to trade away U.S. 
laws designed to respond to other 
lawsesig trepnd to 

netan agreement on agrcutureand 
servies. 

Considering that our goals for 
both services and agriculture have 
been down-sized substantially, it 
might be best to heed President 
Bush's oft-stated advice that no 
agreement is better than a bad one. 

John P. Cregan is president of Lbe 
Business and Industrial Councj an 
organization representng ),$00 
small and mid-sized companies. 
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Game Plan for Saving GATT 
By HARRY LAMAR 

The confrontational tone of many avalysts as 

to what happened - or didn't happen - in the 

recent round of world trade talks in Brussels is 

disturbing, particularly coming from those who 
normally would counsel paLience and understand-
ing. 


It Is true that the Brussels meeting of the 
General Agreement on andTariffs Trade foun-
dercd on the unwillingness of the European Com-
munity to compromise its high-cost agricultural
policies. It is -lso true that the Japanese failed to 
'just say no" to agricultural subsidies and said 
.no' qnstead to a last-minute compromise no 
agnculture, presumably for the benefit of its rice 
farmers and for political expediency.

But this is not the entire story of the failure to 
meet the self-im-posed deadlines of the Uruguay 
cuund.oreb l d toc olr the ftre of U-
ulueealoetooorteutrofU.itrade
relauons with Europe and Japan.cultundnorashowd to coner-sthe futur of U-

Close observers of world trade talks differen-~
tiate between the current Uruguay Round negoti-
ations And past rounds. The Uruguay Round ad-
dresses complex issues affecting domestic laws, 
practices and cultural factors mostly new to 
GATT negotiations. With some important exccp-twons, dealt with the fairly sire-' ,past negotiations 
pie analyses of whether tariff concessions and 
percentage cuts being conuered were balanced 
between countries. 

It is not clear that this vast difference in the 
subject matter of negotiations was recognized, 
ever, in setting the negotiating deadlines. Cer-
tainly, in calculating what the wrap. up meeting
in Brussels could reasonably be expected to ac-
complish, the impact of the tremendous develop-
ments in the Soviet Union and Eastern Europe
and the growing maturity of a number of devel 
oping countries was not given sufficleait weight. 

While those in government and some in the 
private sector would diagree, it is fairly clear 
that the 13negotiating areas other than ugricul-
ture had in no way reached asign-off stage at the 
Brussels meeting For the most part, top minis-
ters simply were not prepard to make political
decisions on the strategic technical questions that 
remained in the negotiating documents where 
such documents actually had been prepared

In some negotiating areas, no real framework 
document existed at the "eginning of the Brussels 
meeting In some cases, the ministers Who were 
in Brussels to make the tough political decisions 
were not familiar with the technical details and 
the political implications of the decisions they 
were being asked to make. 

The lesson that should be drawn from all this 
Is that trade officials should not rush to resume 
negotiating agreements that must be presented 
to Congress by March 1,1991. That's the deadline 
for an agreement to be considered under the 
existing 'fast track, no amendment" authority,
Even if negotiations could be resumed, many
complex technical details, which involve serious 
political commitments and have domestic poiti-
cal implications, would have to be decided. 

Moreover, those agreements must be framed 
in accepable language and i;iitialed And within 
the same short period, the administration and the 
Congress would have to agree to a legislative 
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package with stated administrative intentions 
concerning proposed amendments to U.S law. In 
some cases, some state laws and ordinances 
might have to be pre-empted Finally, the pack-
age would have to be enacted with no amend-
ments under the fast track" procedure If they
said it couldn't be done. they would be right 

Some in;i,. private sectorCngre.s ai.. 1 . 
would oppose extending the fast-track authority 
and the trade negotiating authority beyond cur. 
rent law But in view of the disasiivr that can 
occur if the administration tries to implement a 
less-than-complete trade agreement under cur-

rent legislative deadlines, a different scenario 
should be followed. 

The president, inhis State of the Union mes. 
sage, could request that his trade negotiating
authority and the "fast-track" procedures be ex
tended until 1994, considerably beyond the next 
presidential election. Mr. Bush probably will 
need such an extension to accommodate the pro.
posed free trade agreement with Mexico. 

The pre:;ident can tell the Congress that
* He has kept faith with the commitment 

made in 1988 when Congress enacted, and the 
president approved, the Trade Act of 1988, aid he 
expects Congress to keep its commitment as to 
how completion and implementation of trade ne
gotiations will be handled. 
•While the state of the world trading system 

Is precarious, the United States will not sign-off 
a bad agreement. While the limits of flexibili

reai'::.more needed topositionr obviously outIn negotiatingtime is sort werein 

private talks what needs to be done. World lead
ers also must recommit themielves to finishing 
the negotiations. 
•Much has been accomplished in the Uruguay 

Round thus far, those accomplishments should 
not be jeopardized by hasty reactions to a tem.porary negotiating setback. 

• The business community is largely support. 
lye of the negotiations. No business sector will be 
any better or worse off than if the negotiations
had been corrpleted in a more timely fashion and 
implemented under the existing fast track pro
visions. 

* The world economy is too fragile to risk not 
continwng the negotiations The remaining time 
under the existing "fast track" negotiating dead. 
line is far too short to iucces,,ully conclude the 
talks and implement an agreement. 

* There must be a commitment to continued 
negotiations to encourage economic growth and 
to make it possible fo- many countries to gain

market access need. d for political stability 
and economic development. 

Such an initiative by the president will be 
welcomed by those who believe that the new 
world order must not only recognize thetremen. 
dos changes that have taken place in political
and economic relations in the past four years, but 
that interntMional trade cooperation is more im
portant than ever to a positive acvormodaton of 
those changes 
thosechnges

Harry Lamar is president of Monticello Associ
aes, an international trade consulting firm in 
Wash igfon. 
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U.S.Agriculture and the GATT:
 
The Benefits of Trade Reform
 

Executive Summary* 
T he United States needs trade more than ever be- The United States, fully committed to a global trade 

fore. With the U.S. economy weakening, increased system based on market principles, has made a success
exports could mean the difference between a mild and ful Uruguay Round a top priority.
 
a severe recession. In the longer term, growing exports Agricultural trade, of critical importance to the Uni
will create jobs and prosperity in the United States. ted States as well as many other GATT members, has
 

Growing U.S. exports depend on continued elim- become the linchpin of the Uruguay Round. Over 60
 
ination of protectionism in world markets. Over 100 countries have threatened to derail the Round if agri
nations are now engaged in negotiations to achieve cultural reform is not achieved, making a GATT farm
 
freer trade. They are attempting to reverse p:otecionist trade agreement a prerequisite for successful agree
trends that threaten to unravel the gains made from ments in other areas of interest to U.S. industry. For
 
trade over the last forty years. example, failure to reach an accord on agriculture
 

These global trade talks, called the "Uruguay could endanger: 
Round," are sponsored by the General Agreement on 
Tariffs and Trade (GATT), the principal international , Continued growth in trade of manufactured 
organization governing world trade. The Uruguay goods, which have been the traditional focus ol' 
Round is scheduled to end December 1990, but par- the GATT (See Figure 1). 
ticipating nations have yet to agree on several major 
issues, including trade in 
agriculture and services. Effects of GATT Reforms on Trade 

The Wall Street Journal
 
states that the GATT talks 1400 -j-.".--.
 
"may hold the key to the fu- Since 1948, efforts by the GATT to

ture of the global economy." areduce protectionism have contributed 
Thre orth goalEecono 1200 to the twelvefold increase in the
 
The Journal goes on to say volume of global merchandise trade.
 
that: 
 World farm trade, in contrast, has 

.C 1000 grown less than twofold, in large
 
The stakes are huge. Even part due to trade-distorting govern
a moderately successful Cb ment intervention.
 

m800conclusion to the talks... 

would spark a $100 bil
lion-a-year expansion in a 600
 
world trade ...And trade CY.
 
representative Carla Hills C ' ...
 
says the U.S. could enjoy a 400 
a $200 billion increase in 0)
 
exports to developing I. '
 

countries over the next 200
 
decade [if the GATT talks
 
are successful]. 0
 

Farm TradeA strengthened and ex- Merchandise Trade 
panded GATT can play a sou: GATrr 

vital role in furthering U.S. 
global economic interests. Figure 1. 

*Copiesof the full report, "U.S. Agricultureand the GAiT: The Benefits of Trade Refwm," are available for $10 from the Citizens 
Network for Foreign Affairs, 1616 H Street, N.W., Washington, D.C. 20006, Tel: (202)639-8889, FAX (202) 639-8648 gi 7 



U.S. Agriculture and the GATT: 
Benefits of Trade Reform 

" 	 A GATT agreement on intellectual property U.S. farm exports generated a surplus of$18 billion last 
protection that could save U.S. industry $60 bil- year (See Figure 3).
lion yearly, currently lost as a result of overseas Together the 12 nations of the European Corn
infringements on U.S. patents, copyrights, and munity (EC) are the world's second largest exporter of 
trademarks. agricultural products. The EC maintains very high 

levels of government support and protection for
* 	 A GATT agreement to liberalize services trade agriculture (See Figure 4). The EC also uses a "variable 

that could benefit U.S. business in areas such as import levy" to ensure that imported goods cost more 
banking, insurance, and engineering. Services than domestic goods. U.S. exports to the EC could 
currently conistitute 25% of U.S. exports. Ser- increase greatly if these measures were removed (See
vices exports could increase markedly with a Figure 5). 
successful Uruguay Round. The EC, the main stumbling block to U.S. goals in 

farm trade, is seeking cosmetic changes which would 
Government intervention in agriculture - includ- continue high-level support and protection for selected 

ing tariffs, quotas, and subsidies that totalled $245 bil- commodities, thereby ensuring continued market in
lion in 1989 - is a major contributor to the slow growth stability and failing to allow efficient producers to com
of world farm trade (See Figure 1). pete fairly.

As the world's largest agricultural exporter, the The surest way to reform EC farm trade policy is 
United States has much to gain from GATT reforms through the multilateral GATT process, not through
(See Figure 2). Two-fifths of U.S. cropland was devoted bilateral confrontation. 
to producing commodities for export in '989. In 1990, The U.S. GATE proposal, by far the most com
the United States will export 64% of its wheat, 53% of prehensive, calls for fundamental reforms that would 
its rice, 63% of its cotton, and 41 %of its soybeans. While enable U.S. farmers to compete in global markets based 
U.S. merchandise trade registered a $139 billion deficit, on efficiency and market principles. 

Economic Benefits of Multilateral GAFF Reforms 

Item 

U.S. 
concessions 
to other 
countries 

U.S. 
gains from 
other 
countries 

Livestock 
Dairy
Grains 
Sugar
Oilseeds 

5.1 
4.9 

18.8 
1.4 
1.3 

$ billions 
31.2 
20.4 
41.3 
3.5 
3.8 

Total 31.5 100.2 

Figure 2. 

In practice, the GATT rule of reciprocity means that concessions made by
our trading partners in total will be greater than what we concede in return.(Note: Potential concessions are equivalent to aggregate values of agricultural
supports in 1986.) 
Source: U.S.D.A. 
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U.S, Agriculture and the GATT:
 
Benefits of Trade Reform
 

The United States has proposed: 	 U.S. Balance of Trade 
converting all nontariff barriers 50$18 Billion
 
(i.e., quotas, levies) to tariffs, Surplus
 
which would then be substan
tially reduced over 10 years,
 

* 	 reducing the most trade-dis
t rting internal support
 
measures by 75% over ten
 
years, with reductions of other
 
trade-distorting measures by o9 -50
 
30%, .0
 

" 	 reducing export subsidies on
 
primary agricultural products -1
 
by 90% over ten years, -100
 

* 	 eliminating export subsidies on
 
processed agricultural pro
ducts within six years, and -150
 

$139 Billion" 	 devel .ping new rules to settle 

trade disputes involving health
 

and sanitary measures. 
-200 

en-The American farmer, well 
dowed with high quality human Agricultural Trade Non-agricultural Trade 
resources, excellent climate and soil, 1989 
and advanced technology, is well posi- Source: u.s. Department of Commerce 
tioned to compete in the international Figure 3. 

Comparison of U.S. and EC Support
for Agriculture 

40
 

0 

- 0 20 

00 	 10 - U.S. 

1986 1987 1988 1989 1990
 
(estimated) 

In 1989, U.S. agricultural expenditures were a third less than those 
of the EC. 

Source. U.S.D.A. 

Figure 4. 
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U.S. Agriculture and 'he GATT: 
Benefits of Trade Reform 

marketplace - if everyone
 
plays by fair rules. The
 
American Farm Bureau Potential Increase inU.S. Sales to the EC
 
Federation, the nation's
 
largest general farm or- 1400
 
ganization, strongly endors
es U.S. objectives: 1200
 

The GATr can improve U.S. 1000
 
farming if the end result M
 

creates a level playing field. 2o 0
 aBy 	failing to strongly advo-
cate market-oriented re
forms in world agricultural 0-. 600- lillllf
 
policies, U.S. farmers send
 
the message that we will let 400
the EC off the hook. Without
 
the Uruguay Round, the EC 200
 
will feel no compulsion to
 
change its policies. 0
 

Though some groups 	 Beef Poultry Wheat Corn Oilseeds 
have voiced their opposition, U.S. agricultural exports to the EC could grow tremendously if trade-distorting
 
many U.S. farmers stand be- EC barriers and support, such as export subsidies, import levies, price supports
 
hind the U.S. GATT initia- and other barriers were removed.
 

(Note: These estimates assume removal of EC barriers only, and therefore are
tive. As the Uruguay Round not directly comparable to results of worldwide reforms. Base year is 1988.)
 
draws to a close, however,
 
American farmers say that a Source: U.S.D.A.
 

final GATT agreement must
 
achieve genuine mutual Figure 5.
 
gains if it is to be acceptable
 
to U.S. agriculture.
 

Government intervention 	 Costs of Agriculture Support and Protection to 
in agriculture has imposed Consumers and Taxpayers in Industrial Countries
 
heavy burdens on taxpayers,
 
consumers, and farmers.
 
Current policies carry a high 30o 
price tag for society (See Fig- 245 
ure 6) and harm U.S. farmers 250, 
by distorting trade, lowering 
world prices, and reducing 

U. S. exports. Current . 
policies also harm develop
ing countries. Artificially L 150 
low import prices have _ 

squeezed out Third World 100 
farmers, contributing to un- 34
stable food supplies, urban- 50 32 
ization, and unemployment.Freer farm trade, in con-

32 	 7 
trast, would: United States Japan European Community 	 All OECD 

Countries
1989

" 	 expand the volume of (Note: Consumers in industrialized countries, by paying artificially high prices
 
world trade, for food, are implicitly taxed as a result of protectionist policies.)
 

Sours: OE., 

* 	 lower foreign barriers
 
to trade, thereby in- Figure 6.
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U.S. Agriculture and the GATT:
 
Benefits of Trade Reform
 

Price Effects of Free 
Wheat 

8o
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Source: U.S.D.A., OECD, World Bank, IIASA 

Figure 7. 

creasing export opportunities for the United 
States, 

* 	 raise export incomes of efficient producers by 
significantly increasing world prices for many 
agricultural products (See Figure 7), 

" 	 save taxpayers and consumers in the industrial-
ized countries $245 billion each year, and 

* 	 restore optimal resource use and increase over-
all employment, income, and competitiveness, 

Very importantly, a successful GATT round would 
increase U.S. access to rapidly growing markets in the 
emerging economics of Asia and Latin America. More 

Page 5 

Trade: Various Models 

Numerous studies have examined the effects of freer trade 
on commodity pnces. Of the major studies, each predicts 
a general incre3se in world prices for most agricultural 
products if industrial countries abolish all trade 
bariers and support. 

one must exercise caution in comparing studies
which employ different methodologies and assumptions, 
all the major studies forecast an increase in word 
prices of meat, dairy, sugar, and rice. All but one predict 
a rise in wheat and coarse grain prices as a result of 
liberalization. 

Models cover various penodcs in the receit past.
*This Tyers/Anderson model is a projection to 1995. 

Sugar 

60" 	 52.7 

50Y 

40Y 

20 Y 1 1 .0 

10" 

0 
OECD Tyers/ ERS Tyers/ IIASA
 

Anderson Anderson"
 

open farm trade would help alleviate Third World debt 
by increasing debtor nations' export earnings, as well 
as freeing up global resources for investment in 
development. With more foreign exchange and more 
rapid economic growth, developing countries would 
be able to buy more U.S. agricultural commodities. 

Continued prosperity in the United States depends 
on inc, eased exports, including agricultural Exports. 
Growing exports in turn depend on a successful com
pletion to the Uruguay Round. As Ambassador Julius 
Katz, Deputy U.S. Trade Representative, succinctly 
stated: 

What we are striving for in the GATT Uruguay 
Rou-id is no less than the reconstruction of the 
engine of growth for the 21st century. U 
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Trade Nuttiness
 
By JAMEB BOVARD 

With the GATT talks broken off, agrl-
cultural trade disputes remain at the fore-
fiont. Yet, while U.S. officials busy them-
selves denouncing foreign farm-trade bar-. 
riers, a U.S. trade barrier is devastating 
many American food companies. 

It is easier to import semi-automatic 
rifles or toxic chemicals Into the U.S. than 
to import peanuts. Since 1953, Americans 
have been permitted to buy only 1.7 million 
pounds of foreign peanuts each year. This 
amounts to roughly two foreign peanuts 
per year for each American citizen, 

Import quotas help keep U.S. peanut 
prices far higher than world prices: The 
U.S. International Trade Commission con-
cluded that the quota was equivalent to a 
tariff of up to 9017cpeanut Imports inon 
1988. The import quota, along with federal 
price supports and strict federal controls 
on who is allowed to grow peaiuts, guaran-
tees domestic peanut farmers generous 
profits. A 19,0 Agriculture Department re-
port noted that the federal price support 
was 44% higher than the total economic 
costs vf peanut production, 

This year, a severe drought hit Georgia,
where almost half of all U.S. peanuL are 
grown. As a result, prices are soaring far 
above their usual heights. The Agriculture 
Department reported on No'. 21 that 
prices for Jumbo shelled peanuts have in-
creased 119% in the past year, to $1.25 a 

pound. Peanut prices are now roughly dou-
ble the federal price-support level. 

High prices and shortages are skewer-
ing companies that use peanuts. Ed Good-
rich, president of Plantation Peanuts in 
Wakefield, Va., observes, "We are now 
faced with the possibility of having to shut 
down." The chairman of one of the nation's 
largest nut processors fears that his com-
pany "could be forced out of business" 
with a resulting loss of 150 jobs. Tasty
Fresh Nuts Co. of Ferndale, Mich., re-
ports. "We have less than half our need 
contracted for with no guarantee that we 
will receive all of these." King Nut Co. of 
Solon, Ohio, complains, "We have been 
[unable to purchase any] Jumbo runner 
peanuts for three weeks." Even large com-
panies are suffering: M&M/Mars is seri-
ously concerned over the peanut short-
age. 

The Peanut Butter and Nut Processors 
Association, alarmed at the skyrocketing 
prices, petitioned the Agriculture Depart-
ment and the ITC to allow 400 million 
pounds of peanuts to be Imported In the 
coming months. The petition outraged 
farm organizations, 

Rep. Walter Jones (D., N.C.) wrote to 
the ITC: "The Peanut Growers AssociaUon 
has assured me there Is no shortage of 
peanuts for the domestic market at the 
present me." The American Farm Bu-
reau agreed: "The real argument Is not 

wiih s,ppiies but with price." Perhaps the 
congressman and the Farm Bureau believe 
that as long as there is one homegrown 
peanut left in the U.S. (regardless of Its 
price) there is no real shortage. The fact 
that peanut prices have doubled does not 
indicate any type of shortage, but simply
that God decided to inflict his wrath on 
American consumers. 

Hancock Peanut Co., a peanut-shelling 
ut a no
 

additional peanut amports should be al
co an a., that 


lowed because "the free market is work-
Ing." The Southwestern Peanut Shellers 
Association told the ITC that additional 

peanut supplies are unnecessary because 
consumer demand for peanuts is plummet-
Ing (down 14% in September alone, accord
ing to the Agriculture Department). Thus, 
as long as government-caused high prices 
drive consumers out of the market, the 
market Is doing just fine. 

Peanut growers have beseeched Con
gress for drought relief. Georgia farmers 
fee! they are entitled to be compensated by 
taxpayers for the peanuts that did not 
grow, and that Uncle Sam is obliged to 
keep consumer prices high on the peanuts 
that did grow. This Is the rural American 
version of the doLtrine of divine right. 

Clayton Yeutter, the secretary of agri
culture, could recommend that the presi
dent Issue an emergency proclamation per
mitting more foreign goobe- to invade 
American stomachs. But Mr. xeutter Is 
preoccupied these days vIth European Im
port barriers. He is gravely concerned 
about the current low price of wheat-but 
has said nothing about the high price of 
peanuts. 

The peanut Import quota is perceived 
abroad as the epitome of U.S. hypocrisy. 
Japan has made the point that the U.S. 
ought to end its peanut Import quota before 
demanding that Japan remove its rice im
port ban. The peanut Import quota makes 
It more difficult for peanut exporters like 
Argentina and Brazil to earn dollars to pay 
their debts to U.S. banks. And it makes it 
difficult for low-income Americans to en
joy that most American of treats-a pea
nut butter sandwich. 

Mr. Bovard is an associate policy ana
lyst for the Cato Institute. 
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EDITORIALIOPINION 

Before We Kill Off Textiles. 
By CLYDE V. PRESTOWITZ Jr. 

In all probability, this week will 
see the textile and pparl Indus-
tries consigned to the ah heap of 
American history I 

The administration Is already 
committed to scrap existing re-
straints on textile and apparel Ir-
ports as part of the Uruguay Round 
of international trade negotiations, 
and it appears that Congress lacks 
the votes to override the preal-
dent's expected veto of Itsextmmarket the pro-textile bill. Thus, most of 
teolon from unfair foreign compe-

tion that textiles manufacturers
have received over the part 10 
years Is likely to be lifted, and the
Industry is likely to go the way of 

Free-trade zealots have antici-
pated this result with a sigh of 
relief, while barraging the media 
with statistics purporting to show 
that continued protection would 
cost consumers hundreds of billions 
of dollars And the textile and ap-

place by the government. They are, 
in effect, industrial policies. 

They also cost consumers vast 
sums of monr.y. Yet when products 
from counr es that do nothing to 
protect thjlr own workers arrive 
on our shores and threaten Amern-
can Jobs. champions of these do-
metic reforms Invoke the sanctity 
of fre trade and insist that any 
goverument Intervention in the 
market Is unthinkable. They even 
do their best to keep the American 
mre wide open toocutissccountriesieoe 
as coamunlit China (our largest 

single textile and apparel supplier,
with exports to America of $10 bil-
lioa), which turn tanks on their own
cildren. 

Particularly dI~stasteful Is the
dtsbohest use of numbers by people 

who know better. The normally cit-
ed costs to cosumers are never 
net numbers. They ignore the costs 
of worker dislocation and retrain-
ing, of unemployment-induced In-
c-eases in crime, drug uile, etc., 
and other consequences that would 

parel Industries have become nym-surely follow if the US. textile and 
bola of the selfish protectionism we apparel industries died. 
have all been taught to hate. The importance of industry link-

Clearly, these industries are 
seeking straight-out protection, 
Such protection may indeed enail 
some cost to consumers - al-
though certainly much les than 
that adduced by free trade purists. r 
But is the industry positloo so to- , -. 
tally without merit that it can be . ",..-
dismissed as a product of unreamon- S , 
ing greed? 

l,:esamwll Cogres'" ' tht f IrightT(e same Congress that will 
probably uphold the president's ve
to has passed a new minimum 
wage w. In effect, this new legis-
lations5 y that ever-y American is 
worth $3.35 an hour just because he 
or she Is an American. In addition, 
the United States has old and yen-&Mveto 
erable laws preventing child labor, 
excessive labor hours and other un-
desirable conditions. 

All of these rules represent mu-
sive intervention in the mnarket 

age Is also forgotten The U. tex-
tile industry - the producers of 
fabric - is as efficient as any in 
the world. According to the lais-
sex-falre free traders, this industry
should not support protection of the 
less efficient U.S. apparel industry
because It will be able to sll itA 
textiles to foreign apparel mAersL 

But although that may be true' 
in theory, it is not true in fact. 
Other countries are attempting to 
Integrate backwards Into textile 
manufacturing, and are using the 

low wage of their apparel makers 
U subsidize that move. Thus, If ap 
os.el, which Isadmittedly o o
pet'tive, goes down, ao does fabric, 

~Wlh Is bi fact very competitive.
iJtboug the textile Industry is 

coir monly thought of as the claalc 
Iov,-tech" Industry, textile mltsi 

are big users of robots, computers, 
av'J lasers. If the US. textile Indus-
try disappears, so will a major
market for US. high-tech produc-
eam. And these high-toch companies 
also will find it difficilt to subeti. 
tute foreign for domestic custom-
erm Purveyors of Cie standard cal-

' 

b 

'I 
', 

iI 5J~ (~1 
i I 

culationa never mention thm 
substantial future costs. 

Finally, there Is a curious coo
tradiction in the position of the ad: 
ministration and of many IlIs
m-faire free traders. 

Although they abhor potecting 
textiles, they &remaking It a mat,
ter of the highest priority to' 
strengthen world trade rules cover. 
ing Intellectual property, whicfi 
protect buslneses from counter. 
feiting and other cheap knock-offs 
of their patented pioducts. But 

wouldn't that sacrlfice consumer 
interests? If a consumer who today. 
can buy a Taiwanese-made Apple
computer clone, for $200 has to pay 
$,000 because of better patent protection for Apple, doesn't his welfare suffer? 

Why should Washington insist 66 
forcing Singapore or Taiwan to 
adopt US.-style patent and copy
right regimes, but ignore the coodi
tions under which they make teak 
tiles? Why should we protect 
American engineers and scientists 
and patent attorneys while turning 
a cold shoulder to the problems of. 
seamstreues and cutters? Is it 
fair? Is it even logical? 

Wouldn't it be better to develop 
a policy that considers the problem 
as a whole? For Instanct, we might 
bargain to make entry to US. ap
parel markets conditional on some 
reasonable level of use of US. tex: 
tiles. Or we might for some reason

ble periodto sell Inofthe U.SJ.market andtime auction the 

use the proceeds to cover the coats 
of retrainIng, relocating andda-'itarting life over once more. But 
what we need most at this stage is 
time to think. We won't have it 11 

,Congress upholds President Bush's 
of the textile bill. 

' a 
Clyde V. PrestowltzJr.is presidext 
of the Economic Strategy Inrtitute, 

' a Washington policy research or
"anizatioli. 
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A Bittersweet Sugar Policy
 
By STUART K. TUCKER 

At the beginning of this month, 
U.S. sugar import policy was trans-
formed. Hurray for progress, but 
do we really want to live with (and 
pay for) this new system? 

The Bush administration decid-
ed to put U.S. sugar import policy 
back into compliance with U.S. oh-
ligations to the members of the
General Agreement on Tariffs and 

Trade, the institution govr-ning 
world trade. This is a most wel-
come step in the right direction. 

The new program continues to 
allocate an Import quota to each 
sugar-exporting country, and those 
imports will continue to face the 
small tariffs that applied to Im-
ports under the previous system. 
Imports above those quota levels 
are now allowed - a big step to-
ward freer trade But there is a 
catch: those increased imports will 
be charged a high tariff rate, 
aimed at keeping the quantity 
small, 

The administration deserves 
credit for also taking the step of 
increasing the quotas for sugar en-
tering at the lower tariff rate. The 
new annual quotas are roughly 39% 
higher than those for 1990. But they 
are still protectionist. Sugar im. 
ports under the new quotas will be 
about 60% lower than they were in 
the late 1970s. 

Reducing sugar trade barriers 
and thereby increasing imports can 
do a lot of good for the U.S econo-
my as well as for the economies of 

America's trading partners. The 
old baniers supported higher do-
mestic sugar and sweetener prices 
and cost U.S. manufacturers and 
consumers about 13 billion 'annual-
ly. The employment loss has been 
7,000 U.S. sugar refinery jobs and 
an additional 9,000 U.S. jobs in re-
lated food manufacturing indus-
tries,

Developing-country trading 

partners have lost three-quarters 
of their sugar trade with the Unit-
ed States, reducing their exports by 
$800 million a year. The trade 
losses caused by U.S. sugar import 
policy outweigh the total trade 
benefits that the United States is 
trying to offer its sugar-exporting 
neighbors through the Caribbean 
Basin Initiative. 

Of course, the United States to 
by no means the only industrial 
country to restrict sugar imports. 
All told, barriers in the industrial 
world cost developing countries an 
estimated $4 billion in export reve-
nue each year. 

Those losses reverberate 
through the world economy, reduc-
ing developing countries' ability to 
buy goods and services from U.S. 
non-food industries. Moreover, the 
most efficient producers are pre-
vented by the quotas from expand-
Ing their market shares, while the 
high-cost producers are guaranteed 
a piece of the market 

The new sugar import system. 
at least, shows Americans how 
much sugar trade is impeded. And 

the truth Is striking. The new tariff 
for sugar Imports above the base 
quota will be 16 cents a pound 
more than 100% of the world free 
market price for sugar. 

This 100%-plus tariff is the high-
est tariff the United States imposes 
on any product It is one of the 
highest tariffs in U.S. history. Even 
the ruinous Smoot-Hawley tariff of 
1930, widely considered to have 
curtailed world trade and prevent-
ed recovery from the Great De-
pression, averaged only about 60%. 

Despite the Bush administra-
tion's laudable reforms, sugar poll-
cy remains unacceptable. The ad
ministration has been reluctant to 
undertake more sweeping changes 
because virtually the whole of U.S. 
agriculture policy is under review 
in the Uruguay Round of multilat
eral trade negotiations U.S. negoti
ators are angling for an agreement 
by the end of this year that would 
reduce production and export sub
sidies and import barriers, leading 
to large changes In the policies of 
the European Community as well 
as the United States. 

Although sugar is the worst bar
ier to U.S. imports. it is consistent 

with a general U.S. agriculture pol. 
icy that is extremely trade-distort-
Ing and restrictive. The current 
U.S. farm bill has been one of the 
most expensive government doles 
t, producers in the 1980s, leading 
tw irrational global agricultural 
production trends. 

Trns law is about to expire, but 

Congress Ison the brink of passing 
a new farm bill that is little more 
than a renewal of the old one. Al. 
though this may be a great stick 
for our negotiators at the trade 
bargaining table, should we have to 
live with this inefficient system for 
five more years? 

American consumers, taxpayes,
Amers nsues. farners 

producers and, yes, even farmers 
farm a liberaiain wT e e 
farm trade iberalteqon. The em 
U.S. sugar tariff-rate quota stem 
beckons us to correct outdated ag
ricultural policies. 

Stuart K. Tucker Lian economist at 
the Overseas Development CcuncmL 
a non-profit research organization 
in Washington. 
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US Firms Create a Monster
 
By JOHN T. BENNETT 

American chemical exporters 
are outraged A Korean chemical 
company, Korea Engineering Plas-
tics, has accused two U.S-based 
manufacturers - Du Pont and 
Hoechst Celanese Corp. - of 
dumping, or selling their products 
below fair value, in the Korean 
market. 

Although a finding in the Korean 
investigation of the charges is 
months away, the two U.S. export-
ers and one other firm, Asahi 
Chemicals Industry Co. of Japan. 
aie likely to be found culpable and 
subject to levies that will make 
their exports uncompetitive in that 
market 

The situation is rich with irony 
Koreans .,;-nerally have viewed 
dumping laws as protectionist. 
Over the past decade, U.S compa-
nies have hit Korean firTs with a 
series of dumping complaints, 
many of them spurious and, Kore-
ars believe, initiated with the sole 
purpose of protecting U.S. domestic 
market shares. 

Now the US chemicAl industry 
is incensed over the charge that 
U.S exporters have injured the Ko-
rean chemical industry by see'ung 
an unfair price advantage The &c-
cused firms say the prices they 
charge for polyacetal. the chemical 
in question, are fair. The Korean 

firm filing the complaint i the 
largest local supplier of the plastic
resin, which is used in making caa-
sette tape cases and automobile 
pWrts, 

Korta didn't even have an anti-
dumping law until a few years ago, 
when it adopted one modeled on 
the US. Law. Korea was being prms-
vvrd by the United States and oth-
er trading partners to remove its 
major imports barriers. 

The dumping law was enacted, 
in part, to appease Korean manu-
facturers, who feared that the gov-
ernment's new market-opening 
measures would bnng in a flood of 
cheap imports that would hurt 
their businesses At the time, how-
ever, Japan, not the United States, 
was corLsidered the threat, 

Until now, many assumed that 
American manufacturers would 
never 'dump' or that Korean man-
ufacturers would never have the 
bad manners to cite them. After 
all, the United States is tLe largest 
market for Korea. 

The Koreans apparently have 
allowed this understanding, too. 
That is, until recently, when Ko-
rea's trade balance turned negative 
and officials became concerned 
that it might get a great deal 
worse, especially since Iraq's inva-
sion of Kuwait drove oil prices up 

'Dumping" is defined in most 

countries as the practice of selling 
goods abroad for les than the 
price charged in the country of ori-
gin US laws define dumping as 
selling below cost or *fair market 
value" That value is calculated to 
Include direct outlays, overhead 
and an arbitrary rate of profit on 
Invested capital. Once dumping has 
been determined, importers must 
deposit levies reflecting the differ-
ence between the dumping price 
and the 'fair' market price. 

Economists generally view anti-
dumping measures as anti-compet-
itive. Economic theory assumes 
that sellers are rational and set 
prices that at least cover their di-
rect or variable costs. But the 
prices need not cover fixed costs 
that already have been incurred, or 
produce a profit. For many indus- 
tries, variable costs are a small 
part of the total cost of production 
and prices can be very low for a 
time. 

Manufacturers may quite inno-
cently charge a lower price abroad 
than at home as their output ex-
pands and variable costs fall. Man-
ufactur-rs who behave rationally 
suddenly may find themselves 
caught by the anti-dumping laws. 

Korean companies initially had 
difficulty avoiding U.S dumping 
penalties because their accounting 
didn't meet US. standards. Small 

companies didn't even keep double 
entry books and were unable to 
show Department of Commerce of
ficlala what their overhead costa 
were So Commerce accepted the 
figures supplied by U.S. industry. : 

Even large Korean companies 
btd this problem for a time. but 
they learned quickly after they 
hired American accountants and 
lawyers. These professionals have 
developed ways to allocate over-
Lead between exports and domestic 
sales to minimize a finding of 
dumping. 

American exporters now win 
have to learn to take similar steps 
in order to avoid being penalized in 
foreign markets. It will become 
more and more expensive to corn
ply with the different laws and 
practices evolving around the 
world And it will become extreme
ly difficult to set up accounts that 
will satisfy all jurLsdicuons. 

For years, US. companies have 
relied upon dumping laws to stifle 
the foreign competition. They have, 
by their example, created a moe, 
ster. Now, recognizing the costs of 
anti-dumping measures, some 
American exporters have begun to 
rethink their support for such laws. 
Unfortunately, they remain a mi
nority. 
John T. Bennett is a consulting 
economist i Anexandria Va. 
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US Must Rebuild Asian Ties
 
By ERIC HOTUNO 

While President Bush looks for 
fresh initiatives in the Middle East 
and wonders just how much the 
United Nations can be made to do, 
It might be worth his turning atten-
lion to the Pacific, There, his poll-
cy initiatives have been stale-
mated. 

America's policies toward Asia 
and the Pacific Rim, influenced by 
congressmen who kowtow to public 
opinion in the hinterlands, seriously 
undermine the country's economic 
clout. The most damaging mistake 
is Congres' refusal to acknowledge 
the changes that are taLng place
i, China and Vietnam. 

In August, when Mr. Bush 
needed a friend in the United Na-
Lions Security Coumcil to support 
the U.S-led blockade of Iraq fol-
lowing the invasion of Kuwait, it 
found one In China. China's on-
dorsement at the United Nations 
contrasted rather sharply with the 
stance of some well-known U.S. al-
lies - Germany and Japan, for 
example - which were reluctant 
to lend full support to the United 
States. 

The same can be uid of China's 
stance on resolving the problems in 
Cambodia China supports the U.S. 
position, calling for a swift settle-
ment so the devastated and divided 
country can get on with the ardu-
ou task of rebuilding itself. 

In Vietnam, which is going 
through its own traumas, the lAck 
of American recognition is burming
US business izterests rwe thin 
the Vietnamese. 

At fault, I believe, L the ctin.-
ul congressional shadow-bormg 
with Asian realities. 

Whoever caid that 'h ini of 
the father should be visited on the 
soa"did the world a major diaer-
vice. This is evident today in Viet-
nam, besieged by investors from 
every country but the United 
States. Those Investors are, In 
American words, 'making hay 
while the sun shines." 

The situation in China is Dot dl&-
similar,

China's ties to the United States 
in the past have been based on 
mutual aspirations. In looking to 
America as albig brother. C a 
reconstructed its osn economy. 
That the incidents last year in 
Tianarnmen Squaie cast a contnu-
ing pall over the process of liberal-
ization haa yet to be itiafactorily 
explained. 

However, changex are apparent 
and worth noting The recent suc-
cesslul conclusion of the Asian 
Games in Beijing. with all the col-
orful pageantry tit accompanied 
them, demonstrated China's will. 
ingims to leave its self-.rnposed 
cocoon of reactionary isolationism 
By reaching out to the countries in 

the region, China ha expressed Its 
desire to ahre in the responsibility 
for Asia's political, ,'oomc, so-
cial and cultural future. 

That China has found Itself on 
comfortable ground with Its Ai 
neighbors at las is all to the ood. 
Even Singapore's Lee Kuan ew, 
following his farewell visit, can tes-
ify to this More recently. Bntain 

and other European countries have 
moved tt; lift the sanctuou they 
imposed agai-st China. 

But In the United Stutes, the 
Hous.o of Repre-entstivcs recently 
voted to suspend China's most-fa-
vored-nation status. 

Within the past 12 months, there 
has been a considerable ameliora-
Lion in the conduct of the Chinese. 
Physicist Fang Lizhi has been re-
leased, and the recent public ap-
pearance of former Communist 
Party General Secretary Zhao Zj-
yap; indicates that his political fall 
was not followed by any social con-
dlnnat0o., 

Mr Bush has ben much criti-
ied for refusing, to cancel Chlna's 

mont-favored-nation trading status. 
Instead. he should be applauded for 
his political acumen and courage.
More than likely, that is what won 
him China's support in the Security
Council. ,, 

It is now more neceesary than 
ever for the United States to recon. 
sider its political, economic and so-

cis] ob)ectives in AsL and the Pa, 
cific. If this is to be what the 
pundits herald as the Pacific Cen
tury. then America must come face 
to face with certain realities. The 
Deaed to maintain stability in the 
Pacific is Number One. And tot 
this, Chiia's help is of the utmost 
W110CY. 
- America, If it takes its respo¢i. 
bilities seriously, must do what It 
can to raise the region's standard 
of living. U.S. dollars and cents 
should prevail. Markets for Ameri
can goods, American technology 
and American know-how are 
shrinking The specter of a tuited 
Europe and, in the near future, a 
single market in Asia Is there for
them to contemplate. 

It would be better for America 
to make amends with China now, 

ile the impetus Is there. It 
should rebuild the economic brid
ges that will prove so vital in the 
years ahead.Sanctimoniousness has Do place
in foreign affairs. It is wiser to 
adopt the kind of pragmatism ex. 
posed by the British statesman: 
Lord Henry Palmerston, long ago. 
-Britain,* be said, -has no perma. 
nen friends, she has only perma
nent interests The same should be 
said of the United States. 

EF-ic Hotung is a Hong Kong busi
nessman and chairman of the Ho. 
tug Lasjtute. 
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Trade among the CMEA countries will soon be conducted at world prices
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but will worsen Eastern Europe's terms of trade and drive it into current
 

account deficit with the USSR. Proposals have been made for a payments
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How to Prevent a Collapse

by DANIEL WOND 


and ANTHONY SOLOMON 

Soviet and Central European ecoeinents lve 


predicted that their countries intra-rgoal 


trade will dechri by 30% this yur. and another 

30% in 1991 Tbis contraction is forcing a I=e of 

output and employment far beyond that caused 

hy market-oriented restructuring Further de. 

cli'ies inevitAbly will becorm an impeduient to 

economic reform in the region. 

It i inthetheWesnte cl o W pevet sIt ia IsUse'rt o1the Wet oprevent 
a collapte Tbis could be done by belping k 
countries to establish adequate export credit Is. 

ForliasUth t (udeae.CnrlEop WFor pas Ionr d s. Cetral Europead 
the Soiet Union bsvebee locked into an ih-
e. baner.basad trading PytMM 71us stem is 
sow being dissolved 

As the old trading system br &kj up. Sovit 
and Central European exporters are cutti back 
sales to their traditions] curhomeri, who are 
unable to pay ts convertible currency Buyers to 
th region fid it easier to purchase goods end 
service from Wni.rn euppliernthan fro their 

coeneighbors White Western finsn oiler 

could provide trade creditl usurance aM hu-n 
cutl gurant, es in support of their country's as. 
ports They could renure eligible trarnactioge 
hrougb a facilty backed by Weilrrn goverfr 

mets This reinsurance facility should be man. 
aged by a moliinational intitionIM Such as the 
European Invesument Bank or the newly created 
European Bankfor fteostructim wo Develop 
et 

Reinsurance would not require Immediate 
ash,outlays, since commercial banks would fuindthe exor credi a they do ure lung

Western export credit programs Future outlays
wculd be called for only U the importers fall to 

Pay thei bank credltors and the Central Cu..ropean epor. credit agenciesW to pay the 
. n tlWnclaims 

We estimate that te annual demand for C* 
tanl Vuropena export credit reinsurace would 
be $4 billion To cover claims. the reinburance 
Loty wuld seed to be backed by reserve 

attrtvhbors hile sternnancingcovertibeagencies'traective eium. ermplfinancinsu covd i le 
currecies, eonal suplih demand immediate •olving 

Weltem export credit agiescakpymn an providunS 

N bitison a year is fi ancing for exports toCentral Europe and the Soviet Utite Without 

coemparable financing fot their own sales, Con. 
tral European toport n have a difhticulttime 
wining orders - even If their products are Z 
competitive o te basis of price, quality. delive 
t', alndservicel 

By helping the Central European countries set jThis 
up their own enport financing facilities, the West 
could 'lvel the playig field' for the ri's 'ateral 
exports 

Central European governments cannot now 

Of export credits ComeTwrcial lenders question 
thir creditworthes and are ot uLnuisu i 
ti paymenl guarantees wry 

(FU 

. 

l 

The West could assisI by providing a retrisuir. han,dNswe'n In favor of a seiv 
ance facility fro Central European export credit r4Wi currency, .,l' 85L*
5e0CM National age- a Cetural -ur 

equal to about oae- teni of olatWadung gia.
64e Given A five-yer Average repymentm t n 

erves of1V billionmay evenlually be reqired 
Reserves would be fud partially from pa* 

imum'ctarged by parcipaing export credit 
agencies The preuismioud uuuL&Uybe low. 
increasing gradually over Uni as Wh expol 
credit aecies' needfor suck support declinee. 

While the Wesi may be willing to provide, a 
level playing field for Central Ervea expolaJ 
theyshould notexpect their own exporters to be
placedat a disadvantange The termis of raeesired 
export credits should be no more genecra thAo 
the terts olfered by W trn natins for their 
own exporta

Western export credit agencies, working 
throub the Organization for Economic Coopera. 
LionandDevelopmenl, have reached agreements 
designed to keep their cover policies in ti 
me another To be eligible for reinura. 
teal European eoport credit agcs 

agree to adher to the tertm of Mt 
Wes 

Westrewrb relsac uldCea]aloe 

with 
Con.
 

Should
 

agree 

atcredliwoethy tranuactions Central European 
credit decsioni should be revierwed be

1"t re nsurance is approved Taradcsots t
creditworthy. private sector firms should 

be favoedThlereinuirazCt, program could be laloe to 

Cb Country'&pptrm n and n s Westernsupport in trade fimacing could be cmdiitoned 

an the pursilt of markeoented sconorruc re
forms A t resnLre progrm o befophA dut W Cenntra Eurolpan overmnts 

able to fnanCe trade onnth oerlsmo 

their own 

initial Western Afiance Will help COn. 
tral Europe move quickly into the bormal mulJ. 

prarte of world Usesd finance 

D B d s v president and ch oo. 

StIft Anthony Solomo a ie fII e 
f lenl cf Loe New York Federal Rwrw Bank 
A of InsIUte for afl-Wesand clairmn the 
Secunly Studies Program for Sovwdabd Eat. 
Central EuropeaA Eco"omic Transition. Th 
res eZpressed he arm LIr u.n 
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WHY TRADE RETALIATION CLOSES MARKETS AND 
IMPOVERISHES PEOPLE 

by Jim Powell
 

This analysis challenges the prevailing fashion in U.S.
 
trade policy, the so-called crowbar theory that predicts that
 
foreign markets will open if we close our markets, or at
 
least threaten to. The crowbar theory is enshrined in the
 
"super-301" section of the 1988 trade law.
 

The primary target now, of course, is Japan. James
 
Fal'ows, Atlantic Washington editor, attracted international
 
attention with a May 1989 article contending that the United
 
States must "contain Japan."' Fallows's cold war language,

of course, suggested that Japanese companies pose a threat
 
comparable to that-pf Soviet weapons. He made it clear that
 
Japanese containment called for "outside pressure" from a
 
nation "unchallengeably strong," such as the United States
 
was when it occupied postwar Japan.
 

In The Enicrma of Japanese Power, Dutch journalist Karel
 
Van Wolferen insisted that the Japanese play by fundamentally

different rules than we do. He concluded that only "Lhera
peutic economic sanctions" are likely to bring significant

changes in Japanese trade policy.2 In Trading Places, former
 
Commerce Department trade negotiator Clyde V. Prestowitz
 
promoted the idea of "managed" trade: the United States
 
should close its market if Japan does not give us a
 
satisfactory share of its market.3
 

Yet despite frequently repeated claims, it is hard to
 
find a single significant case in which trade retaliation or
 
retaliatory threats have forced open a foreign market.
 

Jim Powell is the author of The Gnomes of Tokyo: Why Foreign

Investment Is Good for Us (Amacom Books, 1989). He has writ
ten for the New York Times, the Wall Street Journal, Barron's,
 
Money, and other publications. He is currently working on a
 
new book that aims to show why people suffer stagnation,

decline, and backwardness to the degree that their borders are
 
closed.
 



Page 2
 

Examination of a large number of recent and historical cases of
 
trade retaliation reveals that when retaliation-related market
 
openings did occur, they were small. 
In many cases, countries
 
responded to retaliation by further closing their markets-
surely the opposite of what crowbar theorists intend. Conse
quently, the history of trade retaliation looks like a bad
 
investment portfolio: small gains dwarfed by huge losses.
 

The crowbar theory has backfired so many times that a
 
study of it, like the study of warfare, inevitably becomes a
 
study of failure. Trade retaliation has failed to produce

significant market openings for five principal reasons.
 

First, retaliation tends to inspire nationalism and xeno
phobia in the target country. "The theory of economic sanc
tions is that they will cause a split within the leadership and
 
the masses of people," says political scientist Robert Gilpin

of Princeton University. "But in almost all cases, it's been
 
the opposite. What you have is really a rally-around-the-flag
 
response in these countries.",4
 

Second, retaliation forces a country to reorient its econ
omy toward alternative suppliers and markets. Sometimes that
 
means expanding business with previously unimportant trading

partners. The target country may develop brand-new trading
 
partners. It may raise crops or produce goods that other coun
tries want so much that they will disregard retaliatory sanc
tions. The target country may pay premiums for its imports.

One way or another, it is almost sure to get along.
 

Third, retaliation commonly expands the role of government

in the target country, much as warfare does. The target gov
ernment may increase its use of price controls, import quotas,

exchange controls, "administrative guidance," and other re
strictions, which become very hard to get rid of because they
 
are defended by local lobbyists. That is why, in more than one
 
case, retaliation has had the presumably unintended consequence

of promoting fascism. Thus, retaliation may indeed hurt the
 
people in the target country without helping the country that
 
imposed the sanctions.
 

Fourth, the "tougher" the sanctions, the more they harm
 
people in the retaliating country. Import restrictions trigger

shortages and higher prices for consumers, and export re
strictions wipe out business for exporters. Sanctions probably

inflict as much harm at home as they do on the target country.

That is why tough sanctions are seldom adopted, despite con
tinuing objectionable practices in a target country. When such
 
measures are adopted, they lead to losses, black markets, and
 
corruption.
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Fifth, retaliation cannot do anything about the worst
 
cases, nations whose economies are already closed. Since there

is little trade with such countries, threats to cut off trade
 
are meaningless.
 

To be sure, retaliation may inflict considerable harm on a
target country with whom a lot of trade is taking place, but
such retaliation rarely causes the target country to change its

policies. 
 In many cases, people have patriotically endured

hardship rather than do the bidding of a hostile foreign gov
ernment. If Washington prevented American consumers from buy
ing any Japanese products, Japanese companies as well as Ameri
can consumers would lose, but past experience suggests that it

is unlikely that the Japanese government would respond with a
 
significant market opening.
 

Since the crowbar theory has failed in practice, we should
 
not be surprised to discover that its underlying premises are

false. Crowbar theorists assume that it is somehow easier for
Washington to get other governments, thusands of miles away,

to make significant policy changes than it is to achieve

changes, such as abolishing agricultural import restrictions,

here at home. 
Also false is the premise that markets open only

when subjected to external pressure such as trade retaliation.
 
That is as false as the ancient delusion that genuine reforms
 
can be imposed by conquest.
 

As is shown below, significant market openings tend to
 occur for domestic, not external, reasons, and the precondition

is almost always an economic crisis. When enough people in a
 
stagnant, closed society fear falling behind prosperous open
market economies, it becomes politically possible to overcome

entrenched interests and abolish border restrictions. Equally

important, there must be prosperous open-market economies in

the world--standard-bearers if you will--so people in closed

societies can see for themselves that they will really be better off after they go through the short-term pain of allowing

long-protected, backward enterprises to close and make their
 
resources available to new entrepreneurs.
 

The most dramatic way we can promote more open markets

abroad is to unilaterally repeal our own border restrictions.
 
Although that is a formidable task, it is far more likely to

succeed than is a policy c' h u-I-
 ng foreigners thousands of
miles away. 
By repealing our border restrictions, we will make

it possible for our people to get what they need more easily

and cheaply. 
Companies will become more competitive, and

living standards will go up. 
We will provide a much-needed
 
affirmation that peaceful contact with the outside world is

perhaps the most powerful, persistent stimulus for human prog
ress.
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Bush Erred on Weapons Trade
 
By BARRY KELLMAN 

When US legislators recently
considered the usually humdrum 
subject of ixport reform, they 
sparked offa heated conLroversy 
over the question of who zhould 
regulate weapons trade,

Earlier this year Congress en-
acted the Omnibus Exports Amend-
ments Act of 1990, including man-
datory trade sanctions against 
count-es and companies that use 
or supply chemical or nuclear 
weapons. President Bush vetoed 
that law because, he alleged, it re-
stricted the president's free hand in jompanies not within U.S.jurisdic-chemical and auclear weapons. The
foreign affairs. 

Mr Bush's veto drew the line of 
battle between the legislative and 
the executive branch over separa-
tot, of powers. The president is 
commander-in-chief and historical-s
ly ha been the pnncipal represent-
ative of the United States in for-
ein diplomacy. But the 
Constitution authorizes Congress to 
regulate commerce with foreign 
nations. 

The constitutionality of the 
mandatory sanctions all depends 
upon wheter U.S efforts
tocontrol 
international weap-ns trade falls 

into the province oiforeign policy 
or foreign trade, 

Congress decided, quite rational. 
ly, that use of its express power to 
regulate foreign commerce would 
best achieve the national interest 
in stopping proliferation 

The Reagan and Bush adminis-
trations have scuttled congresson-
al sanctions against Iraq for its 

possession and use of chemical 
weapons Instead, they have fh. 
vored inadequate diplomatic el-
forts to diourage proliferation,

Not only has weaponry escalat. 
ed, but failure to impose Zncticns 
has announced to the world com-
munlty that chemjcal weapons de-
velopment will not have serious 
consequence., at least short if war. 

'.S. export policy stcdly LoO-
troLs American firms' participation
in the weapons tiade by restriti'ing
the export of U.S -made product,. 
"lut the market Lsopen for foreign 

brought U.S policy up to date be-
cause it identifies the proliferation
of mass destruction weaponry As 
the primary strategic threat in the 
Cold War era While trade with the 
nations of Eastern Europe was sub-
stantially relaxed, the 1990 act 
strengthened Sanctions against for-
egn tiations and companies that 
use or supply chemical or ballistc 
weapons, 

Mr Bush was wrong to veto the 
Omnibus Export Act because mar,
datory sanctions are vital to a poi-
cy designed to control the spread of 

bon A European company, ior #,- president did not take issue with 
ample, that supplies iraq or Libya
with chemical weapons compo-
tents doesn't face much of a coans-
quence - the U.S. government 
trould deny any US. companies' re-
qum-, to export to thatEropean 
company. 

Indeed, in a number of cases,
Europeans have contributed to the 
proliferation of weapon in the 
M,.lJle East. The French aided the 
Iraqi con.truction and operation of 
its main chemical weapons facility 
at Samarra German and Japancie
f-rmS helped LJbya build its chemi-
cal plant near Rabts. And German 
companies helped Iraq develop the 
Sa'ad 16missile protect. According
to Central Intelligence Agency Di-
rector William Webster, the Middle 
Eastern countries would have been 
unable to obtain these dangerous 
weapons of mass destruction with-
out this assistance. 

The new export act would hAve 

the possible value of sanctions be 
vetoed Lhelegislation because the 
imposition of mandatory sanctions 
limits the bottom line discretion he 
claims is necessary to effectively 
manage foreign policy, 

The administration prefer, the 
freedom to use diplomatic Over-
tures - to offer carrots, instead of 
sticks - to encourage the coopera-
tion of foreign states and the inter-
national chemical and ballistic jo
dustnes that supply them. 

To declare mandatory sanctions,
by contrast, sends a clear message
that the pursuit of a weapons capa-
bility will invoke inescapable pen-
alties far worse than a mere diplo-
matic rebuke Mandatory sanctions 
can thus deter the development of 
chemical or ballistic weapons 

In the wake of the Cold War, a 
host of adversaries lacking the ca-
pability to wage all-out war 
against the United States are nev. 

eri.jelea rapidly gaining the ability 
to inflict serious damage. To cope
with these threat demands tight
oversight of trade in militarily
critical materials and punishment
of violators. The United States can 
help restrict access to weapons by
initiating legal sanctions against
these modern masters of war. 

While the Cold War's bipolar
conflict called for a unitary execu
tive. capable, through the adroit 
use of diplomacy, of protecting the 
United States and its interests from 
rapid and massive destruction, the 
coming era requires the regulation
of trade to prevent weapons proli!
eration. 

Thu task is closer to the domes. 
tic regulation of industrial and 
commercial conduct than to the 
task of influencing foreigi heads of 
state It is appropriate, therefore, 
that Congress should both deter. 
mine which conduct contravenes 
litanti-proliferation pol,:y aiiu 
prescribe the punishment for viola
tors 

starkly, the worldwide pro
lifera!Aon of weapons threatens 
con-equences too horrifying to 
mavy Sooner or later, mandatory 
export Snctions will be enacted 
because international security de
mands it. Hopeully, legislators will
be allowed to implement rigorous
enforcement laws before the lack 
thereof leads to disaster. 
_ 

Barry Kellman is a professor of 
law at DePaui University in Chica. 
go. 
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Stop Arming the Third World
 
By Eward N. Luttwak 

WASHINGTON 
that the cold war 

has ended, we shot, 
try to end one of Its 
mov evil side effct: 
the reckle-s arming of 

Nthird-world countries 
with modem weapona. 

Once a vital tool of the Soviet 
Union's global infuencu-seeking 
strategy, and somedmes proitable 
too, weapons sales no knger serve 
Mos.cow's drastically recast amb4-
tlonsNor are they parucularly prof.
liable- almost allhard-currency 
buyers prefer Western product.

For the U.S. the gift or sale of 
weapons was a strategic Imperative
only as long as triendly countlres 
faced regional enemies armed by 

Mso.The economL benefits arm
Illusory. To keep U.S. military pro-
ductlon lines going by third world 
sales only delays the release of capi-
tat and akilled labor to civilian Indus-
tries now stnggling to compete Lntr. 
nationally. 

Thus a U.S .Soviet agreement to 
end arms &ai to the third world, 
once a chimera. Isnow a practical
prospecL It italso an urgent neCesi-
ty. to avoid a fire sale of the huge
NATO and Warsaw Pact Lnvatoari s 
that hive become redundant. 

Because Britain, France. Germa-
ny. Italy and a dozn other countries 
also export weapons, It might seem 
that any agreement wou have to be 
multilateral But that would result in 
endless an fuLile debate, while an 

Edward N. Lultwak holds the chair in 
silraley at tie Center for Stroatsgc
&%dInuarnaonal Studis 

accord between ,'ashlglto and Ma. c le open t o&*r signsto-
tis) might be co.cuded rapidly.

That would In isef iimmediately 
p much of the flow of weapons to 

the third world. ad It would not 
merely set the stage for greater sales 
by all ocher supplier& An American-
Soviet tan woulo Inevitably establish 
a new uarntalonal itasdard, stisma' 
tLing annj sales in the third world 
just as the u-"nfe. of nucler weak-
arm was ligmaLtLsed kng ao 

As a is. arms sales are already 
very conLroversial inmo Western 
democracies except for France Everi 
the French Government would ftae 
overwhelming domestic oppo lto It 
Ii tried to keep selling weapons In 
sordid I-solation In practice. BritlA 
France, Germany and Italy woua be 
shamed out of the arms business tn 
shor order - and they are iln .imS viet p c 
Wnyaourcea of first-class combat al-

craft, tanks and warahips excpt for 
the Soviet Union and the U.&. 
True. lesser exporters such u Bra-

ilI. which may have strong cash 
needs, might have to be bribed, per.
haps by debt concessions. Chin 
might Kave to be appeased once 
again, and both Komreas might have to 
be pressured It civilian exports are 
made hostage to full complian, 
moat weaponS iles would soon top.

In any case, whether by shame, 
briber, appeaiement or pressure, all 
significant arms exporters are likely 
to fall Into ire Paying customers 
have become quite rare In any cam, 
and It is the U.S. Itself that has mo t
o(those, including the premium mar-
Iat of the oil-rch of Arabia. 

Some saleswould no doubt cixtln-
ueby subterfuge But there is a world 
of difference between odd lots of mor-
tars or outdated tanks and the grt 

flood of advancel weapons that bCs of weeporn Ma maisuicry an.made Iraq wih Itsala- aLtes r. Snd then at plain machinry 
economy.and Syria with Its sesame-
seed-and-chickpea economy, Into 
dangerous powers capable of mode r 
war on a large scale., 

Throughout history, the military 
power of ntilons could not -ceed 
their own ablU lesin governance and 
Ucmology The cald war azspend d 
ruch aroport onallry. for It Indtuced 
each tide to arm Its clients asheavily 
as Possible. But tow this historical 
aberratlarL whlch makes Iraq better 
armed than highly Indusirialized Bel-
gm. and Saui Arai more h ily 

A U S 
.-


could end 

armed than Italy. now the world's 
fifth largest Industrial powir, can be 
sided. 

Only a sweeping prohibition can 
succeed - a total ban cc all trm 
sales to all countries in the "v'iolnt 
none" from Morocco to Banglademh.
That would of course leave the more 
mele.s.fclenlt at an advanlage, but 6o 
remedy can be faulted because It falls 
to nullity the natural acientlflc-Indus-
trial ouperiority o( India aver Pakb-
ta, or of Israel oveiJordan, or Iraq 
ftrthat matter. 

No self-sufficiency Is complete,'of 
course, and a ban on weapurs exports
Would Immediately I las the quesio 

exports and soon. That if ty too 
is maflWbe. After all, that very 
prolemis already being coesrontad 
by a=the countries that are enforcing 
the long-establish d controls cc the 
spread of nuclear.wespas and bauls.
tb.mLssle Lchnology. 

The alternative toa new pura'dlam
Is now belore us In the Persian Gulf, 
where U.S -made Hawk antlaircraft 
missile- recenly sold to Kuwait are 
being fl:4 by Iraq, which ca only 
use them because the U.S. trained 
hundreds of Jordanians in their oier
aton. 

American pilot might also be 
kIlled by the 1I0 French-German Ro. 
La misiiles, once upgraded with 
almost I1blihon of American money
whia the U.S Army was planning
ther purchase Iraq, moreover, 
wcl etil s t .. md o
bortltnI kllAmerIs f then 
awar - and Iraq,Itasould be m
called, is untual precisely beca, ise 
has so few U.S.-made WeApons. 

When the Hawks were sold to Ku
walt their capture by Iraq was so 
antkipe4 When those &her Hawksu 
were earlier d to Jordan, Klng
Hussein's sympathy for an enemy o 
the U.S was not anticlpaLed Now that 
many nitre weapons are being sl in 
the Middle East. no umtortunata 
uIts are being anticipated either.
 

Plausible strategic jus ications 
am of course offered for each sale. 
But thes are woritlecs whe do 
recipients are fragile autocrace 
whose policies can change ovemighLl

As long as the Soviet Union armed 
Its clients, the Y.S.had to do likewise. 
Now there Isa hoc, d Itshould be 
exercised to end thi s dangerous
reildus of the cold war. 0 
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U.S.-CANADA FREE TRADE AGREEMENT: 
ASSESSMENT AND IMPLICATIONS FOR A 

L.S.-MEXICO FREE TRADE AGREEMENT 

SUMMARY 
By Arlene Wilson
 

The historic U.S.-Canada free trade agreement (FTA), which became effective 
January 1, 1989, is a long-term, evolving agreement which will probably increase 
trade and investment flows considerably, as well as stimulate economic growth 
in both countries, in the years to come. But no large surge in trade or investment 
flows is evident in the year and a half that the agriement has been in effect. 

The FTA is unique iii many ways. It covers a wide range of issues, such 
as energy trade, government procurement, automotive trade, border crossing 
procedures and some nontariff barriers in agriculture and wine. The FTA's 
provision of rules for future trade in investment and services provided a model 
for the Uruguay Round of GATT negotiations currently underway. The 
temporary dispute settlement procedure for countervailing duty (CVD) and 
antidumping (AD) cases represents a compromise between the U.S. goal of 
achieving more rules on subsidies and the Canadian goal of obtaining exemption 
from U.S. CVD and AD cases. 

By phasing out tariffs over a 10-year period and removing some nontariff 
barriers, the FTA immediately liberalized some trade. But, in terms of magnitude, 
the FTA's main thrust was to provide a better environment for trade in the 
future, not immediate trade liberalization. A better environment for trade is 
difficult to assess, however, because it is not easily quantifiable and the FTA 
has been in effect for less than two years. 

As in the case of the FTA with Canada, an agreement with Mexico would 
likely yield negligible economic benefits to the United States in the short-run. 
In the long-run, however, U.S. trade and investment might increase considerably 
as the Mexican economy grows. Furthermore, with both agreements, the improved 
environment for trade would be a major benefit. 

The United States did not extensively study the potential effects of an 
FTA with Canada on the U.S. economy before the negotiations began (although 
Canada evaluated the potential effect on the Canadian economy for several years 
before requesting negotiations). An agreement with Mexico would raise many 
concerns, such as the effect of the difference in U.S.-Mexico wage levels and 
labor standards on movement of U.S. industry to Mexico. An objective, 
comprehensive, analysis of the potential effects of a U.S.-Mexico agreement 
on the U.S. economy, industry sectors and U.S. workirs could be very valuable 
in determining any negotiating agenda. 
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Worker Training: Competing in the 
New International Economy 

Workers' skills are critical to U.S. industrial 
productivity and competitiveness, and to maintain-
ing living standards. Today's international economy 
requires flexible workers who can adapt to new 
technology and the work reorganization needed to 
make effective use of new technology. Employees 
need to take more responsibility, cooperate more 
closely with one another, and understand their roles 
in the production system. Training is the key. 

Good training pays-for workers whose skills 
are upgraded, for companies seeking a competitive 
edge, and for the Nation in overall productivity, 
For a slowly increasing number of businesses, 
training is becoming an integral part of competitive 
strategy. Too often, however, American firms seek 
to improve their production systems by focusing 
on investments in hardware-equipment and phys-
ical plant-rather than on the people who will 
make the hardware perform. When managers treat 
workers as adjuncts to technology, they fail to 
capitalize on employee skills and to reap the re-
wards that can come from blue-collar and gray-
collar innovation, 

When measured by international standards, mostAmerican workers are not well trained. Our majorAran oketors aroe oe ttice 
trade competitors provide more training, offergovernment support for training, and train work-

ers to higher standards. More than ever before, the 
international economy pits the U.S. workforce against 
those in other countries. 

Many American firms have found training em-
ployees for new technology more difficult than 
anticipated. Traditional approaches are proving too 
narrow. AL.-o, many workers-20 percent or more 
in some firms-need better basic skills (reading, 
writing, arithmetic, and oral communication) before 
they can handle broader training. Increasingly,
firms need to deliver training in basic skills, task-
specific skills, plus broader problem-solving and 
group skills, 

The quality of training also needs to improve, 
Training must be focused on workplace problems 
and delivered effectively. Following instructional 

design principles and using training technology can 
improve training and increase its chances of trans
ferring back to the job. 

Over the long term, improving education and 
helping young people make the transition from 
school to work will be crucial to the Nation's 
continued economic success. In the near term, 
training for those already at work will have the 
greatest influence on competitiveness. 

Greater Federal involvement may be required to 
develop the highly skilled, flexible workers needed 
today. American firms and workers do not place 
enough emphasis on training. Some look to State 
programs to fill the gap, but States can provide only 
modest direct support to corporate training in 
economic development programs, plus important, 
but limited, indirect support through community 
colleges. 

Options for increased Federal involvement range 
from providing better information about training, to 
support for new apprenticeship programs, to pay
roll levies. Incremental strategies that build on 

current Federal assistance for training research and 
demonstrations, program evaluation, and best pracdissemination would have low initial imple
mentation costs. However, they would do little tochneomaesfud etltringpcie. 

change companies' fundamental training practices. 
To encourage widespread corporate action, Con

gress would have to choose more far-reaching 
initiatives. A payroll-based levy would have the
largest potential impact on corporate training with 
no direct effect on Federal revenues. Requiring 
employers either to invest a percentage of payroll in 
training or contribute the same amount to a Federal 
training trust fund would increase training among 
all employers. 

New institutional structures also will be needed 
to make affordable training available to small 
businesses. Approaches such as industry training 
consortia, involvement of employer organizations 
in training, and joint labor-management training 
programs show promise in reaching those currently 
underserved by tht. training system. 

The Office of Technology Assessment (OTA) is an analytical arm of the U.S. Congress. OTA's basic function is 
to help lcgislators anticipate and plan for the posicive and regative impacts of technological changes. 



---

Summary of Selected Policy Options 

OTl's report analyzes 16 policy optioni for encouraging more and better training of employed workers, 
grouped in 4 broad issue areas. The advantages and disadvantages of 10 of these options are listed below. 

Issue area/op' ;ons Advantages/disadvantages 

A. Reducing barriersto firm-based training: 
" Help firms set up training 

consortia 

" Consider limited tax credit 
for private-sector training 

" Phase-in a payroll-based "Na-
tional Training Levy" oblig-
ing firms to spend a sped-
fled amount on training or 
forfeit that amount to a 
training fund 

---could help firms with limited training funds or expertise (e.g., most smallfrms) 
share resources, and thus expand training activities 

-firms outside a training consortium might poach trained workers from 
members 

-firms favor tax credits over more prescriptive approaches 
-- unless targeted, a credit might simply substitute for industry funds; if targeted, 

paperwork would increase and employer interest would decline 
-- could raise skill levels throughout the employed workforce at little or no public 

cost 
-at least initially, the approach could result in training-for-training's sake 

B. Retrainingfor individualcareeradvancement 
" Support, expand apprentice-

ship 

* Provide programmatic (not 
just demonstration) support 
for workplace basic skills 
projects 

" Make favorable tax treat-
ment for employer-provided 
education assistance per-
manent 

-would help give workers transferable skills and firms highly skilled workers 
---%ewworkers are now enrolled in apprenticeships; even if tripled, only about 

1 percent of the workforce would be served at any given time 
-only programmatic support is likely to reach a meaningful number of firms and 

workers 
-- turning a demonstration program into a program of regular assistance to firms 

and their employees could create competition for limited Federal adult basic 
education funds 

-would assure that workers would not discontinue employer-supported 
training due to tax concerns 
ifthe objective is to encourage low-wage workers to participate in training, 
other, more di--rt apprcoaches might be a better use for the foregone Federal tax 
revenues 

C. Linking trainingand technology assistanceto firms 
" Help States expand indus-

trialserviccs, combined with 
training 

" Support creation of an em-
ployer institute for work-
based learning 

-expansion of technology services, coupled with training assistance, would help 
firms make decisions about modernizing their equipment and upgrading 
worker skills 

-- unless well-balanced, Federal assistance might exacerbate competition among 
States for new business, to the detriment of other States 

-a private-sector institution would be more likely than government to win the 
ear of employers 

-the danger exists that the institution's agenda could be dominated by parochial 
concerns too narrow to merit public support 

D. Improving the quality and effectiveness of training 
" Fund the Federal Training 

Technology Transfer Pro-
gram 

" Fund learning research/ 
technologies by, for exam-
pie, earmarking a small per-
centageof Federal education 
and training program funds 
to research 

-initial funding would: 1) help determine how much federally sponsored 
training technology is relevant to the private sector, and 2) allow procedures 
to be developed to transfer promising training approaches and technologies to 
the private sector 

-transfer activities could divert staff and resources from primary agency 
training missions 

-the resulting program-related research might easily pay for itself many times 
over through more effective training 

-- earmarking funds would be resisted by program managers worried about 
micromanagement 

Copies of the reportfor congressional use are available by 
calling4-9241. 

Copies of the reportfor non-congressionaluse can be ordered 
from the Superintendent of Documents, U.S. Government 
PrintingOffice, Washington,DC 20402-9325 (202) 783-3238. 
The GPO stock number for the OTA report, "lbrker Training: 

Competinginthe New internationalEconomy," is 052-003-01214
6. The pric, is $12.00. Summaries of reports are availableat no 
charge from the Office of Technology Assessment. 

Forfurther information contact OTA's PublicationsOffice. 
Address: OTA, U.S. Congress, Wtshingtn, DC 20510-8025 
(202) 224-8996. 
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INTERNATIONAL MONETARY FUND
 

FOR IMMEDIATE 	RELEASE
PRESS RELEASE 	NO. 90/57 

November 15, 1990
 

In response to recommendations from the IMF Interim Committee at
 

its September 1990 meeting, the Executive Board of the Fund has
 

unanimously adopted a series of decisions to provide emergency financial
 

relief to member countries seriously affected by the Gulf crisis.
 

Recent developments in the Middle East have increased the vulnerability
 

of the world economy and exacerbated the difficulties facing many of the
 

Fund's members. In accordance with its mandate, the IMF has a central
 

to play in helping its members to overcome such unexpected
role 

shocks. Notwithstanding the difficulties and uncertainties, Executive
 

Directors consider that the overall situation is manageable through the
 

use and adaptation of the existing instruments available to the IMF.
 

Such an approach is considered appropriate since--contrary to earlier
 

times of major oil price increases--a large number of members presently
 

Also, the lessons of past experience
have IMF arrangements in place. 


suggest strongly that the provision of added financing by the IMF be
 

primarily in the context of comprehensive adjustment programs.
 

In view of this, the core of IMF's support will be provided within
 

the stand-by, extended, structural adjustment facility (SAF)/enhanced
 

structural adjustment facility (ESAF) arrangements, and the compensatory
 

Suitable modifications in
and contingency financing facility (CCFF). 


adjustment measures and IMF financing within the context of IMF
 

arrangements could be introduced relatively quickly, in keeping with the
 

need for a rapid response. Specifically, the IMF's Executive Board
 

decided to:
 

1. 	Modify or rephase the amount of financing available to members,
 

take into account the effects of developments in the
 as appropriate, to 


Middle East.
 

2. 	Suspend, until the end of 1991, the present lower annual,
 

The upper limits of
three-year, and cumulative borrowing limits l/. 


110, 330, and 440 percent of each member's quota and the clause which
 

allows the IMF to provide financing in excess of these limits in
 

exceptional circumstances, remain unchanged.
 

1/ 90 percent of quota, 270 percent of quota, and 400 percent of
 

quota respectively.
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3. Allow the IMF to 
increase the total ESAF financing 1/ for a
 
member at the time of mid-term reviews of such arrangements.
 

4. Allow the IMF to add a fourth year of ESAF support for
 
countries that would complete their current ESAF arrangements prior to

November 1992. 
 This will enable them to benefit from a further year of

concessional financing when undertaking strong programs of structural
 
adjustment.
 

5. Until now, Lhe IMF has not had the ability specifically to
 
compensate for economic shocks caused by sharp increases in the price of
 
oil imports. Consequently, the Executive Board agreed to introduce, for
 
a temporary period, to the end of 1991, an oil import element into the
 compensatory and contingency financing facility to 
cover excess costs of

imports of crude petroleum, petroleum products, and natural gas. 
 Prior
 
to such 
a drawing, a member will be required to undertake satisfactory
 
energy policy actions.
 

Access under the oil import element will be up to 82 percent of
 
quota. 
In certain cases, the financing will be disbursed in two
 
amounts: 65 percent of the 
total will be available on approval by the
 
Executive Board, and the remainder at a later date in conformity with
 
specified requirements.
 

6. The Executive Board also decided to expand the coverage of
 
IMF's compensatory financing. 
Whereas previously only workers'
 
remittances and travel receipts could be 
included in the calculation of
 export shortfalls under compensatory financing, under the new policy

losses resulting from shortfalls in other services, such as 
receipts

from pipelines, canals, shipping, transportation, construction, and
 
insurance, will also be included.
 

7. In view of the present uncertain global economic situation, the
Executive Board agreed that an 
external contingency mechanism could be
 
attached to IMF arrangements at the time of a review, provided it is
 
done at least six months before the expiration of the underlying

arrangement. Such mechanisms allow the member to be protected against

external developments that could harm the implementation of their

economic program. Previously, such contingency mechanisms could only be

attached to an arrangement at 
the time of approval of the arrangement or
 
at the beginning of any annual program.
 

1/ ESAF is the IMF's concessional window for assisting its poorest
members undertaking macroeconomic and structural programs to strengthen
substantially and in a sustainable manner their balance of payments
 
positions.
 



These significant adaptations of the IMF's instrunents leave
 
unchanged, nevertheless, the basic principle governing IMF assistance
 
and, in particular, the criteria of balance of payments need the
 
strength of the adjustment program and capacity to repay, as well as
 
catalytic role of the IMF calling for consideration of the contribution
 
that can reasonably be expected from other institutions and bilateral
 
lenders or donors.
 

Executive Directors have emphasized that the present situation, and
 
the Fund's responsibilities in managing it, underscore the need for the
 
earliest possible implementation of the quota increase and the
 
associated amenckment to the Articles of Agreement. They also stressed
 
the view that while temporary forms of relief are important, the impact
 
of the Middle East crisis, and the broader economic changes sweeping the
 
world, call for bold and comprehensive growth-oriented structural
 

adjustment programs that would reinforce the member countries' capacity
 
to react to such unexpected shocks. The IMF stands ready to assist its
 
members in the design, financing, and implementation of such programs.
 



THE WHITE HOUSE
 

Office of the Press Secretary
 

For Immediate Release December 12, 19
 

THE USSR AND THE INTERNATIONAL FINANCIAL INSTITUTIONS:
 
A SPECIAL ASSOCIATION
 

President Bush has proposed a Special Association of the Soviet
 
Union with the International Monetary Fund (IMF) and the World
 
Bank that will give Moscow access to the economic and financial
 
expertise in those institutions. He has asked Secretary of the
 
Treasury Brady, as U.S. Governor of the IMF and World Bank to
 
pursue this proposal with the institutions and other countries
 
and to develop with them the necessary new arrangements.
 

We believe it is best for the USSR to establish such a
 
relationship with these institutions before addressing the issue
 
of full membership.
 

A "Special Associate" status could include the following
 
elements:
 

3 The IMF providing technical. assistance to the Soviets :n 
macroeconomic, financial and exchange rate policies, as we. 
as advice on other issues such as fiscal policy, tax reform 
and central banking issues. 

o The World Bank providing technical advice on specific
structural issues, such as changes in the transportaticn, 
energy and financial sectors, as well as on critical 
microeconomic issues, such as development of markets. 

3 The Fund conducting an Annual Review of the Soviet eccnomy,
similar to the Article IV consultation process, ncw dcne =:. 
all IMF member countries. 

0 The institutions placing technical experts in Moscow to 
provide ongoing assistance and coordination of activities. 

The Soviets continuing to attend Annual Meetings, as 
did in 1990. 

tr-.ey 

o The Bank and the Fund inviting the Soviets to participaze 
courses offered by their respective training institutes. 

The IMF and World Bank, along with the Organization for Economic
 
Cooperation and Development (OECD) and the President-designate Zf
 
the European Bank for Reconstruction and Development (EBRD), 
are
 
now completing a study of the Soviet economy that was 
requested

at 
the Houston Economic Summit. A new Special Association could
 
allow the IMF and World Bank to build on that work and to advance
 
the process of economic reform and liberalization in the Soviet
 
Union.
 



ISELECTED TOPICS 

Speakers Debate Policy Challenges
Posed by Trade and Capital Flows 
Emerging problems and challenges in in-
ternational trade policy, changes in global 
capital flows and their implications for 
U.S. poitc;,, and risks and opportunities in 
Eastern and Central Europe were the main 
themes discussed by speakers at the Tenth 
International Monetary and Trade Con-
ference held in Philadelphia on September 
26-28. The conference, which was orga-
nized by the Global Interdependence 
Center, a forum for the discussion of inter-
national economic issues, brought to-
gether some one hundred economists, 
bankers, corporate executives, and gov-
eminent officials from many countries. It 
was cosponsored by the Overseas 
Development Council, a Washington-
based research organization, and the 
University of Pennsylvania's Fels Center of 
Government. 
Trade Policy. The conference opened with 
a plesentation by Sylvia Ostry, Chairman 
of the Center for International Studies at 
the University of Toronto, who focused on 
the challenges for trade policy during the 
1990's. 

The most pressing concern now, accord-
ing to Ostry, is the Uruguay Round of 
multilateral trade negotiations, which is 

due to be concluded by the end of 1990. 
She saw the outlook for the Uruguay 

Round as "pretty foggy." The most crucial 

issue is agriculture, where a major sticking 

point is the European Community's (EC's) 

refusal "to confrcnt head on the export 

subsidy question, essentially because it 

cannot politically confront a real reform of 
the CAP [Common Agricultural Policy)." 

She added that 'unless there is a signifi-

cant change in the EC position, which 

strikes me as highly unlikely, the rest of 

the Round hangs in the balance." Other 
issues also remain gridlocked, she said, in-

cluding trade in clothing and textiles and 
in services. 

In addition, institutional questions have 
come to the fore. One of these, according 

to Ostry, is that of dispule settlement pro-

cedures in the GATT (General Agreement 

on Tariffs and Trade). For many countries, 

the objective now is to establishi mecha, 
nisms "to curb the aggressive unilateralism 
of U.S. trade policy in section 301 of the 
1988 Trade and Competitiveness Act." But 
even stronger dispute settlement proce-
dures "would not be enough to sustain the 
GATT system over the longer run." A 
"more fundamental" institutional reform, 
along the lines of the Canadian proposal 
for a World Trade Organization (WTO), 
will be necessary for the effective imple
mentation of key parts of the Uruguay 
package and for the full integration of the 
former centrally planned economies into 
the world trading system. Looking to the 
future, Ostry noted that the nature of 
trade-particularly among the industrial 
countries-is changing. An increasing pro
portion of it involves high-technology 
goods produced by large firms in imper
fectly competitive markets. This trend has 
begun to create new frictions, notably 
asymmetries in investment and technology 
access. For example, she noted, the fact 
that Japanese investment in the United 
States in 1989 was $32.5 billion, while 
U.S. investment in Japan was only $1.64 
billion has already heightened perceptions 
of unequal investment access. And in 

technology, there are moves to retain do
mestic control of "strategic" technolo-

gies-as evidenced by EC and U.S. initia-

tives to block foreign subsidiaries from 
joining government-industry research con-

sortia. Ostry saw "an obvious and poten-

tially damaging conflict" between this 

"technonationalism" and the "technoglob-
alism" of multinational enterprises. She 

said that, at present, the only forum in 

which such issues can be handled multi-

laterally is the Organization for Economic 

Cooperation and Development (OECD). 
But, over time, it might be possible to de-

velop a set of codes that could be trans-
ferred to the WTO. 

Irving Kravis, Professor of Economics 
Emeritus at the University of Pennsylvania, 

focused on the "growing trend toward 

managed trade." He noted that govern-

ments are increasingly seeking to deter-

mine both prices and quantities of traded 
goods through negotiations rather than 
leaving them to the markets. And multina
tional enterprises are showing a growing 
tendency to enter into technology- and 
market-sharing agreements. The motiva-

Sylvia Ostry of the University of Toronto: the out
look for the Uruguay Round of multilateral trade 
negotiations Is "pretty foggy." 

tion behind such pacts may not be anti

competitive, but the result is assuredly 

so-at least in certain markets. Kravis 

stressed the need for a world trade organi

zation or some other international body to 

"systematically exercise surveillance of the 

sorts of arrangements being made." 
Regional free trade arrangements are 

other manifestations of managed trade, ac
cording to Kravis. He noted that the result 

of such agreements-which involve giving 

special entitlements to some couintries 

while denying them to others--could well 

be to reduce trade overall rather than in
crease it. In addition, such arrangements 

could lead to the establishment of blocs. 
"One can imagine a world divided into 

three or four trading blocs," he said, 

which "is bound le create more hostility 

in trade relations." 
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In comments from the floor, Arthur month in 1989. Partly as a result, the U.S. both because of divergences in macroeco-
Dunkel, Director-General of the GATT, current account deficit is declining. Higher nomic policies and microeconomic and
stressed that free trade arrangements or oil prices will set it back, but 'the trend institutional considerations, such as the 
customs unions are not intrinsically unde- was clearly in the right direction.' Lomax faster financial liberaliza:ion in these 
sirable. The issue is whether they create pointed out that an improvement in the countries relative to Japan and continental 
trade or divert it.By that yardstick, the evo- current account would, by definition, in- Europe.

lution of the EC, the US.-Canada Free crease domestic savings. Lomax disputed 
 a Because the global capital market liber-
Trade Agreement, and the arrangement the view that the United States is vulnera- alization occurred within a floating ex
proposed between the United states and ble because it relies on foreign, particu- change rate system, it generated consider-
Mexico are positive developments. larly Japanese, savings to finance its able exchange rate instability. Notably,
Customs unions also have other advan- deficit. 'How many dollars foreigners hold there was a sharp rise in the value of the 
tages: they are able to speak with a single depends primarily on the U.S. trade posi- U.S. dollar in the mid-1980s, which fueled
voice, and "cooperation is easier if you intion," he said. For example, "if any coun- protectionism and demands for a more 
have one spokesman for 12 states than if try . . . is willing to sell the United States a terventionist industrial policy.
 
you have 12 spokesmen." He added that, motor 
car and to receive dollars in ex- * Concern about trade friction prompted
in a sense, the United States is itself a cus- change, then the seller of the car will hold 
toms union, consisting of many states, dollars. Foreign attitudes toward trade may
which sometimes differ on issues even thus influence a country's current account 

. 

more than do EC members, and thus its total savings." Lomax pointed

Later, in a luncheon address, Dunkel 
 out that the debt of the U.S. Government 

pointed out that the Uruguay Round "is "is bound to be Lought, and the only t.,'.,
 
our only chance to nail down the world-
 issue, which is determined by the financial 
wide process of reform and prevent it from markets, is the interest rate at which thatunravelling or dissipating itself ".... He paper will be held." He cautioned that
 
stressed that the December deadline for 
 "the increasing paranoia and nervousness"
 
the conclusion of the Round "must be surrounding U.S. budget and trade deficit
 
kept," first, to avoid 
a loss of momentum issues "create the risk of significant policy
which could delay results not for months mistakes." The United States 'needs to
 

but for years"; and, second, because the adopt a more sanguine attitude toward do
economic implications of the Middle East 
 mestic savings and investment," he con
crisis underline the need for urgency. cluded.
 

According to 
Dunkel, some positive re- David Hale, Chief Economist and First
 
suits have already emerged: a wave of re- Vice-President of Kemper Financial
 
cent accessions to the GATI has been ac- Inc.,
Services considered the conse
comp nied by substantial market-opening quences and policy implications of the
 
measures; dispute settlement procedures rapid globalization of securities markets in
 
have been strengthe.-,d; and there is 
 the 1980s. He attributed this globalization The EC Commission's Corrado PIrzio-Blrol: re
greater acceptance of multilateral suiveil- torms InEastern Europe will eventually boostto three major forces: the elimination, by economtc growth InWestern Europe too.
 
lance of national trade policies. But most industrial countries, of capita. 
con
"major issues remain open." trols; the development of modern cow-
 attempts by the major industrial countries 
Global Capital Flows and U.S. Policy. This puter and communications systems, which to exercise more official control over ex
session focused on various aspects of has reduced the cost of international in- change rates through ad hoc targetry viaglobal capital flows, their effects, and their vesting; and the divergences in national central bank intervention, moral suasion,
policy implications, particularly for the economic policies in the 1980s, which and greater coordination of monetary poli-
United States. David Lomax, Group created large imbalances between savings cies. These attempts were not altogether
Economic Adviser, National Westminster and investment among the United States, successful. For example, Japan's efforts to
Bank PLC, London, examined the putative Japan, and Europe. control the yen/dollar rate through an easy
linkage between global saving and invest- Hale pointed out that global financial monetary policy in the late 1980s helped
ment policy and the U.S. budget and ex- liberalization has had many positive ef- inflate Japanese asset prices, which 
ternal deficit. This dpbate is "seriously fects. Notably, it has enabled the United prompted large capital outflows as 
misconceived," he said, suggesting that by States to import capital relatively easily Japanese investors stepped up their pur-
OECD standards, the U.S. budget deficit is and so sustain many years of moderate chases of foreign assets. These outflows,
"not large"; it amounts to 1.8 percent of economic growth despite large govern- together with a weakening yen, set the
GNP, compared with 9.9 percent of GNP merit deficits and declining rates of private stage for increases in Japanese interest 
for Italy, 5 percent of GNP for the saving. But it has also had some unin- rates, which, in turn, helped bring on the 
Netherlands, and 2.7 percent of GNP for tended side effects, "which could be less 1990 Tokyo stock market crash. 
Canada. He also noted that the U.S. trade positive for the world economy of the Hale noted that controlling the effects of
deficit is improving steadily: in the first six 1990s." In particular: increased capital mobility on exchange
months of 1990, it averaged $7.6 billion a * There is an "overconcentration" of capi- rates and trade policy will not be easy. But 
month, compared with $9.1 'illion a tal flows in English-speaking countries, the experience of the 1980s "makes it 
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clear that monetary policy coordination short term, while that in Germany and already done much to support Eastern 
alone will produce sub-optimal outcomes Japan, in particular, would be strong. Europe's efforts toward reform and closer 
.... If one country pursues an easy mon- The latest oil shock also suggests a san- integration with the rest of the continent. 
etary policy to prop up another country's guine outlook for U.S. interest rates, ac- Notably, it has entered into a number of 
currency, it will be difficult to avoid spec- cording to Moran. One of its likely conse- trade and economic cooperation agree
ulative excesses in asset markets or a gen- quences is a substantial transfer of ments, agreed to provide substantial grant 
eral rise in inflation." Hale suggested that external surpluses from Japan to members aid, and cosponsored the European Bank 
the major industrial countries focus more of the Organization of Petroleum for Reconstruction and Development. In 
attention on the role of fiscal policy as Exporting Countries (OPEC). He con- addition, the EC is negotiating 'association 
well as on microeconomic and institu- tended that much OPEC investment, agreements" with Eastern Europe. These 
tional forces that drive private capital which has traditionally been "conserva- agreements would include provisions for 
flows. He pointed out that Japan and the tive," might flow into the United States freer trading arrangements-under which 
United States have set a useful precedent and further relieve upward pressure on Western European countries would liberal
for such cooperation through the yen/dol- U.S. interest rates. ize their markets faster than Eastern 
lar talks of 1985 and the European countries-technical 
Structural Impediments Initiative and financial assistance, and 
agreement of 1990. " common institutions. 

In the same session, Michael ' Turning to the extent of finan-
Moran, Chief Economist at Daiwa * cial assistance needed by 
Securities, New York, discussed i. - . Eastern European countries, 
the interest rate implications of - . . ... a.Pirzio-Biroli suggested that a 
the slowdown of capital inflows. , real growth rate of 5 percent a 
into the United States. Fie noted . . . year in these countries would 
that both purchases of private se- imply a balance of payments fi
curilk: and direct investment by nancing gap of about $20-25 
foreign-particularly Japanese- billion over 1990-92. This 
investors have fallen dramatically . " ,amount is roughly equivalent to 
in the first half of 1990 relative to the extent of EC aid to its poor
the same period in 1989. Many , est members, he said, and is 
forces have contributed to this only a fraction of the aid pro
decline, he said, including falling vided to Western Europe under 
U.S. real estate values, forecasts the Marshall Plan of 1948-52, 
of recession, .problems in the which would be about 
thrift industry, and more attrac- . $150-200 billion at today's 
tive investment opportunities in prices. He added that, if an
other countries, other $30 billion in aid were toDavid Hale of Kemper Financil Services, Inc.: monetary policy coordo-

Moran argued that the slow- nation alone willproduce suboptimal outcomes; the Industrial countries be provided to the U.S.S.R. "be
down in foreign investment into should also consider fiscal, microeconomic end Institutlonal Issues. cause one cannot help Eastern 
the United States is unlikely to Europe without helping the 
precipitate a rise in domestic interest rates Opportunities and Risks in Europe. Soviet Union," the total aid requirements 
as some have suggested. What is often Speakers in this session focused on the would be less than 10 percent of the 
overlooked, he said, is that the demand progress in-and prospects for-economic OECD countries' annual expenditures on 
for funds in the United States has also reforms in Eastern European countries, defense and less than 112of 1 percent of 
slowed down. For example, private nonfi- Corrado Pirzio-Biroli, Deputy Head of their GNP. 
nancial debt increased by an annual rate Delegation of the Commission of the A more sobering perspective on the 
of 8 percent in the first half of 1990- European Communities in Washington, ar- prospects for Eastern European countries 
about the same pace as in the recession gued that the movement toward economic came from J. Paul Home, Managing 
years of 1975 and 1982. Federal govern- and political reform in Eastern Europe will Director of Smith Barney, Harris Upham & 
ment borrowing is also growing slowly, eventually boost economic growth not Co., Inc., an international brokerage firm, 
and much of this borrowing-for example, only in that region but also in Western who discussed the impact of the recent oil 
part of the borrowing arising from the sav- Europe. He added that the establishment price increase on these countries' balance 
ings and loan crisis-is substituting for pri- of market economies in Eastern Europe of payments. He suggested that this in
vate liabilities rather than adding to them. would "pave the way for a European eco- crease would create "a double oil shock" 
Moran was therefore "not surprised" that, nomic space" encompassing the countries for Eastern European countries, which al
despite a large outflow of funds from the of Eastern Europe, the EC, and the ready face higher energy bills from the 
United States this year, U.S. interest rates European Free Trade Association, which U.S.S.R., their main oil supplier. The 
have fallen relative to those in other major would have a combined population of 500 U.S.S.R. has anneunced that from January 
countries. Looking ahead, he suggested million and a combined GNP of about $6 1991, all members of the Council for 
that the demand for funds in the United trillion. Mutual Economic Assistance (CMEA or 
States would continue to be weak in the Pirzio-Biroli pointed out that the EC has COMECON) will be required to pay mar
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ket prices for Soviet oil and gas. Home es-
timated that assuming Bulgaria, 
Czechoslovakia, Hungary, Poland, and 
Romania maintain their oil consumption 
in 1991 at approximately the same level 
as in 1988, their total oil bill, given aver-
age oil prices of $35 a barrel, would be 
$23 billion, roughly four times what they 
had been paying the U.S.S.R. 

Home pointed out that Eastern European 
economies are particularly vulnerable to 
high oil costs because of their energy in-
tensity, which ranges from 1.5 to 2.7 
times the 	average for OECD economies, 
From the 	standpoint of trade, the 
double oil shock 'could not have 
come at 	a worse time," he said. 
Except 	 for Hungary and 
Czechoslovakia, Eastern Euro-
pean countries "simply have riot 
had enough time to restructure 
their economies sufficiently" to .. 
reorient their exports away from 

COMECON barter toward OECD 
countries and so boost hard cur-
rency earnings. In fact, the re-
verse has been happening. The
irternational economic environ-
rrient will be 'very important" in 
determining how easily and 
rapidly the necessary corective 
reforms can be implemented. He 
saw this environment as likely to 
be difficult, noting that the two 
major sources of excess savings .m.a.. 


in subsidies and price controls, privatiza-
tion, tax reforms, and measures to attract 
foreign investment. On the plus side, 
Soltysinski pointed out that hyperinflation 
has been eliminated, although at a much 
higher cost than planned; the zloty, has 
stabilized vis-,-vis the U.S. dollar; a trade 
surplus is expected by the end of the year, 
although this is partly due to import cut-
backs, which portend lower exports in the 
near future; and the number of joint yen-
tures with foreign participation has in-
creased. However, in many respects, the 
reforms have fallen far short of expecta-

,. 

, 

. ... , 

d 

, 

ing their capital outflows, sues "create the risk of significant policy mistakes." 
Moreover, monetary policies in 
Europe and Japan are likely to 	 remain tions. Most worrisome of all, according to 
tight. New credits and the servicing of ex-
isting floating-rate debt are likely to be 
more costly for Eastern Europe. 

In the medium and long term, however, 
the prospects for foreign direct investment 
in Eastern European countries appear to be 
good, according to Horne. "If and when 
Isuchl investment starts to accelerate-pre-
sumably 	after the present oil crisis ends 
and economic-financial confidence is re-
stored-the shift to democracy and free 
markets in these countries will be speeded 
up and in turn attract still more capital," 
he said. 

Stanislaw Soltysinski, Professor of Law 
at A. Mickiewicz University in Poznan, 
Poland, reviewed the results thus far of 
Poland's nine-month-old e'onomic reform 
program. The program emphasizes mone-
tary and fiscal discipline, drastic cutbacks 

October 29, 1990 

Soltysinski, is the "dramatic recession"; he 
pointed out that the decline in output 
since March has been about seven times 
as large as forecast a; the start of the pro-
gram. The private sector has been particu-
larly hard hit: tens of thousands of small 
firms have closed down, often because 
they could not afford to pay deregulated 
rents. The only fast-growing part of the 
private sector comprises shops, wholesale 
traders, and import-expor, 1j. ns. 

By contrast, state enterprises -wcupying 
dominant positions in some mail'acturing 
sectors are doing relatively well. This is 
because, first, they can afford to wait until 
the recession ends or policies change; sec-
ond, because they are often protected by 
tariffs; and third, because the Government 
is loath to allow bankruptcies among such 
enterprises. 

Noting that "the public trust and will
ingness to tolerate austerity measures lare! 
quickly disappearing," Soltysinski was 
"rather skeptical" about the strategy of 
rapid economic transformation involving 
short-term shock therapy. He added that 
even today's newly industrializing 
economies, such as Korea and Taiwan 
Province of China, "went thruugh long pe
riods of sacrifices and painful transforma
tions before they reached relative afflu
ence and stability." 

Soltysinski suggested that the lack of a 
capitalist 	class and the weakness of the 

managerial establishment are 
*.. two main factors that have"the 
been underestimated by the pro
ponents of rapid transformation 
strategies in Eastern Europe." 
Pointing out that the pace of pri
vatization in Poland has been 
slow, he added that today, the 
streets of big Polish cities resem

ble bazaars in developing coun
tries." He was not surprised, 
' because it must take time be
fore street vendors and 'hit-and
run' importers are transformed 
into investors and taxpayers." 

With regard to trade policy, 
WSoltysinski argued that bilateral 

oltrade agreements between 
Eastern European countries and 
major industrial countries "often 
require the former to introducefor intrnatiofor internationalal borr wers-- David Lomax of National We.ntmlnster Bank PLC, London: the "Increas-borrowers- a i ieaiain ...rapid liberali ation ih u. . .withoutGermany 	and Japan-are reduc- ing paranoia and nervousne.s" surrounding U.S. budget and trade Is. paying due attention to the eco
nomic and political costs of 
such openness." He was espe

cially critical of some of the provisions of 
the 1990 trade agreement between Poland 
and the United States, notably those relat
ing to local content requirements and the 
protection of intellectual property rights. 
"U.S. negotiators have succeeded in im
posing upon Poland tougher trade-related 
investment measures than those negotiated 
with Canada" under the U.S.-Canada Free 
Trade Agreement, he said. 

Soltysinski suggested that Eastern 
European countries should "gradually 
adopt new, onerous roles of international 
trade" only when they join the EC. "Only 
then will the required 'openness' be suffi
ciently protected by Community institu
tions . . . and these countries be able to 
exploit fully their comparative advan
tages," he said. 

Vikram Khanna, 
Editorial Officer, IMF Survey 
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Whither the Brady Plan?
 
By ShafiqulIslam 

The irrelevanceof the Brady Planis rootedin a simplefact: It came 
too late, is built on too little economics, with too little reliefto offer 

ltE WORLD BANK'S LA' coum" identifies 70 

troubled debtors in the Thurd World. Forty-six of 
them are classified as severely indebted coun-
tries; the remaining 24 are labeled moderately 
indebted. While the low-income countries have 
mostly official debt (their creditors are largely 
governments and multilateral institutions), the 
middle-income debtors are a mixed lot: Some 

are burdened by large commercial bank debt, some by large-
ly official debt and some by both. 

The Brady Plan seeks to achieve reduction of bank debt, 
and is thus potentially relevant for a small group of 
debtors---those middle-income countries indebted primarily 
to banks. Nevertheless, when Secretary Brady lauiched the 
plan in March 1989, the Treasury claimed 39 countries were 
eligible to benefit within a three-year period. More than half 
of the time is gone, and yet so far only three countries-
Mexico, the Philippines and Costa Rica-have received 
bank debt reduction, and one country-Venezuela-has 
reached agreement in principle. Morocco went some dis-
tance with the banks, but it is getting nowhere with the Fund. 

Two mega-debtors-Brazil and Argentina-have yet to 
enter into negotiations, let alone receive any Brady-benefits. 
Banks don't want to negotiate with Argentina until it clears 
its arrears; and Brazil doesn't want to negotiate with the 
banks unless they come one by one. 

The U.S. Treasury is now courting Uruguay to go to the 
banks and breathe new life in-, the Brady Plan squeezed 
between the banks' "pay first. talk later" approach to 
Argentina, and Brazil's "bank-by-bank" approach to debt 
settlement. 'That leaves 33 Brady debtors whose chances of 
getting deb' reduction is becoming increasingly remote. The 
shortcomings of the overall debt strategy-in terms of its 
scope, goal, implementation and ultimate effectiveness 
-- are, however, even more wide-ranging and serious. Here 
are three of the shortcomings. 

First, the plan : deal with the bilateral official debt prob-
lem--he 1988 Toronto Initiative---covers only the severely 
indebted low-income countries (SIlUCS, as the World Bank 
calls them) of Africa, and among them only those not in 

arrears to the Bank and the Fund are eligible for relief. Even 

though the creditor governments are taking new steps to can
cel debts of all poor countries under the 1978 UNCTAD reso
lution, three groups of debtors are being more or less 
ignored: 
* severely indebted middle-income countries (SIMCS) that 
owe the bulk of their debts to official creditors; 
* SILICS--mostly African-in arrears to the Bank and thf, 
Fund; and, 
• SII2CS with substantial multilateral debt. 

These debtors have simply fallen through the crack creat
ed by the two-track approach of the Brady-Toronto debt 
strategy. The Houston summit's promise to review the 
"loronto terms, and President Bush's "Enterprise for the 
Americas' Initiative" announced on June 27, however, offer 
opportunities for new initiatives toward helping these 
"orphan debtors." 

Second, for the debtors lucky enough to be on the short 
list, the debt strategy is being implemented at a snail's pace 
with the debt rs ultimately getting bread crumbs as relief. 
The progress in implementing the Toronto Initiative has been 
painfully slow and highly inadequate, boroering on irrele
vant. The story is similar for the Brady debtors. The Mexico 
deal took about 10 months to complete. Venezuela-where 
bloody riots put the final nail in the coffin of the Baker 
Plan-is still waiting to receive relief. With the exception of 
Costa Rica. the Brady Plan is also delivering inadequate debt 
reduction. For the Philippines, the debt relief menu included 
two appetizers, but no main course: a Brady-appetizer of a 
mini-debt-buyback was followed by a Baker appetizer of 
mini-new-money. 

The much-celebrated Mexican accord reduced Mexico's 
net annual interest bill by about $1 billion (equivalent to a 
one percentage point reduction in interest rates), relieved it 
from repaying $7 billion of principal due in 2019 and 
promised bank loans of $500 million a year on average for 
three years. All this, however, could not bring Mexico's 

Dr. Islam is a Senior Fellow at the Council on Foreign 
Relations in New York City. 
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interest/export ratio below 20%, and Mexico was poised to 
move from being "a severely indebted country" to a less 
"severely indebted country." 

But thanks to the mysterious ways of Almighty God, Pres-
ident Saddam Hussein is doing much more for Mexico 
through higher oil prices than what Secretary Nicholas Brady 
had done through lower bank debts; even taking into account 
a U.S. recession, Mexico may at least temporarily transform 
into a"moderately indebted" country. 

The benefit that President Salinas extracted from the 
accord was not adequate financial relief, but increased busi-
ness confidence. But the oft-repeated claim that the July 
1989 announcement of the agreement induced a sharp fall in 
short-term interest rates and return of flight capital is mis-
leading and disingenuous. Most of the flight capital returned 
before the July announce-
ment, attracted by high inter-
est rates; the inflow slowed 
down as interest rates fell 
after the agreement. Also,itis 
not so much the invisible 
hand of market confidence, 
but the visible hand of the 
Mexican monetary authorities 
that led to the fall in interest 
rates. Much of that decline 
was reversed by the imerough 
debt accord was finally 
signed in early February. In 
sum, contrary to claims by 
some, Mexico's improved 

Thanks to the mysterious ways the creditors have now creat
ofAlmighty God, ed a seemingly unbreakable

PresidentSaddam Hussein vicious cycle of hyperinfla
is much m M ico tion, hyperstagnation and 

doing more for Mexico hypergrowth of domestic
through higheroilprices public debt. This vicious

than SecretaryNicholasBrady did cycle isshredding into irrel
lower batk debts. evance conventional policy

tprescriptions 


economic performance reflects not so much the debt accord, 
but sounder policies, kinder markets (higher oil prices) and 
gentler nature (no earthquake or other natural disaster), 
Indeed, it is disappointing that the Brady Plan missed the 
opportunity to give the Mexicans a bit of room for absorbing 
the consequences of policy slippage or unanticipated shocks, 

Finally, debt reduction is being carried out without sys-
tematic management and coordination within and between 
the two tracks (Brady and Toronto) of the current two-track 
approach to debt management. A major goal of eliminating 
the debt overhang is the reduction of uncertainty-a force 
that destabilizes the economy, discourages capital fonTmation 
and damages business confidence. The effective way to elim-
inate the debt overhang thus requires a coordinated one-shot 
approach. Disjointed and unpredictable nibbling at the edges 
of the debt stock carried out over a protracted period of time 
only adds to prevailing uncertainty. And yet the adherence to 
"ad hocery" is precisely doing so for the troubled debtors, in 
particular, those who owe substantial debts to both private 
and official creditors. 

But even for those big debtors burdened with massive 

bank debts, the Brady Plan in its original form is becoming 
increasingly irrelevant. The reasons are two-fold. First. 
almost all of them are running growing arrears on their long
term public-sector debts. This means that the Brady Plan 
must transform itself from a scheme for debt reduction to 
one of debt settlement. It can no longer provide cash-flow 
relief through reduction of debt service; most debtors have 
already helped themselves with such relief by not servicing 
their bank deb.. What it can do is help settle the defaulted 
debts. The s'itlement will actually aggravate the cash-flow 
problem a- part of the defaulted debts have to be serviced 
again; the benefits will involve restoration of confidence as 
the relationship with the banks is normalized, thus encourag
ing private investors (including domestic investors managing 
their flight capital) and official creditors to finance the 

debtors' investment needs. 
Second-and here is the 

rub-years of misguided 
policies of the debtors and 

flowing from 
the two sides of 19th Street. 
No one disputes the Brady 
Plan's stress on sound eco

nomic policies. ]he problem is that there is little agreement 
on what sound economic policies exactly mean in a country 
like Argentina or Brazil: . 

This increasing irrelevance of the Brady Plan isrooted in a 
simple fact: Itcame too late built on too little economics with 
too little relief to offer. While the debt crisis resulted from 
sins committed by consenting adults, the ultimate responsi
bility lies with the debtors-they could have neutralized the 
external shocks more effectively if they had pursued sound 
policies, resisted the temptation to overborrow and took deci
sive actions when all hell broke loose. But one cannot also 
ino,e that it took six yearN of economic crisis, arrears, mora
toria arin'defaults by major debtors to make the official ciedi
tor coIlmlinit) admit that when countries have too much 
debt, they do not need more "new money," but less "old 
debt." By the time the reality was recognized, many of the 
debtors were already engulfed by the vicious cycle of hyper
stagflation. Also, while the focus shifted from new money to 
debt reduction, the overall approach remained one of "mud
dling-through," thus allowing the vicious cycle to gather 
force and ultimatcly pualyze the Brady Plan itself. 
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The Myths and Fallacies of the Brady Plan
 
Myth 1: The Brady Plan's emphasis 
on debt (principal and interest) 
reduction discourages bank, from 
providing new loans to the -'btor 
countries, thus depriving them of 
much-needed resources for financ-
ing their growth and development. 

This argument is wrong on two 
counts. First, a major force behind 
replacing the Baker Plan-which 
encouraged banks to provide fresh 
loans-with the Brady Plan, was the 
banks' dogged refusal to provide new 
loans to the debtors. 

In 1986, nothing short of a threat of 
default from Mexico and persistent 
arm-twisting was required to get the 
banks to negotiate a new package for 
the "model debtor." 

During 1987 and 1988, only two 
other countries-Brazil and Argenti-
na-of the 70 troubled debtors 
received any long-term pew money 
from the banks as the market value of 
the LDC loans was dropping and the 
banks themselves were coming up 
with schemes for debt reduction. It is 
this failure of "forced lending" that 
forced Washington in !989 to embrace 
"'voluntary debt reduction," not the 
other way around. 

Second, during the 1970s, privaic 
banks were not meeting the debtor 
countries' resource needs for sustain-
able development, they were financing 
their twin-budget and current 
account-unsustainable deficits. Too 
much new money from the money-
making banks to the adjustment-averse 
countries is what largely caused the 
debt problem in the first place. Then 
the tables turned, -ad it was the 
debtor; that began to transfer resources 
to the banks to support their profit. 

Thus it is sheer nonsense to lament 
that "no new money" from the banks 
is going to hurt the debtors' develop-
ment prospects. 'Ihc little new money 
that banks involuntarily provided since 
1982 came right back to them as it 
helped ensure an uninterrupted flow of 
payments from the debtors, 
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Myth 1: There are simply not 
enough official resources to support 
significaiit debt reduction. 

This is one myth on which there is 
conplete consensus between the 
bankers, the debtors and the intema-
tional official community. The World 
Bank, in its 1989 Debt Tables, tells us: 
"...funds to support debt reduction are 
limited...$30 billion to $35 billion in 
official resources could lead to an 
average reduction in annual contractu-
al debt service over the period 1990-
1993 of approximately $6 billion." 
Recently, the Economic Commission 
for Latin America and the Caribbean 
called or $90 billion of taxpayer's 
money to support bank debt deduction 
arguing that the Brady Plan is "under-
funded" as the current "pool of US$30 
billion of public funds could finance 
only a marginal 13% to 14% net 
reduction of debt and debt service in 
Latin America and the Caribbean." 

This line of reasoning starts from a 
flawed premise, and thus gets the 
arithmetic wrong. Common sense says 
that the deeper the discount, the small-
er the amount of the remaining debt, 
and thus the lower the need for official 
resources for collaterizing it. 

That is, fewer resources can support 
a deeper debt reduction. By the same 
token, shallow discounts will require 
large amounts of resources to collater-
ize the remaining debts. The real 
source of concern is not the lack of 
taxpayers' money to support deep and 
adequate debt reduction; the concern is 
over the lack of money to support 
shallow and inadequate debt reduction. 

This rejection of adequate debt 
redurtion (deep discount) compounds 
the need for official resources in 
another way. As the LMF, the World 
Bank and the major creditor govern-
ment, refuse to be guided by the prin-
ciple of adequate debt reduction, they 
remain unsure that the restructured 
debts will be fully serviceable, and 
hence make the prudential assumption 
that there is high probability that the 
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country will default even on its 
reduced stock of bank debts. This 
leads to the demand that the principal 
of the debts as well as interest pay
ments over a one to two year period 
will have to be fully collaterized. 

It seems odd that the same officials 
who insisted earlier that the middle
income debtors with poor policies can 
fully service their debts and thus need 
no debt relief now assume with equal 
insistence that countries pursuing 
sound policies and debt reduction will 
likely fail to fully service their remain
ing debts. Thus they put up taxpayers' 
money to support bank debt reduction 
that they publicly claim as adequate; 
but the principle they follow for colla
terization reveals that they do not 
believe in what they say. This 
schizophrenia can be avoided with an 
alternative approach where the IMF 
and the World Bank staffs, in consulta
tion with the debtor country, prepare 
an estimate of adequate debt reduction. 
Debt reduction is deemed adequate if 
itmeets three conditions simultaneous
ly: recovery of growth and investment 
to sustainable levels; the full service
ability of the restructured debts: and 
complete elimination of the need for 
"new money" from banks for refinanc
ing interest payments. Calculations of 
this nature are highly sensitive to vari
ous assumptions, and ,anestimate of 
adequate debt reduction for a particu
lIr country will be no exception. Still, 
it will be an effective basis for negotia
tions between debtors and banks. 

According to the World Bank, 19 
severely indebted middle-income 
countries (SIMICSs) and 27 severely 
indebted low-income countries (SIL-
ICSs) owe about $220 billion long.. 
term public-sector debts to the corn
mercial banks. If adequate debt reduc
tion for these requires an average dis
count of 50% (the estimated discount 
may turn out to be much higher. per
haps 70% or more), a fund with a 20% 
capitalization can offer full guarantee 
to the banks; and $22 billion of official 
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resources can finance this operation. 
That is much less than the $30 billion 
to $35 billion available now which 
almost everyone considers highly 
inadequate. If adequate debt reduction 
required a 65% discount on Mexico's 
long-term public-sector loans, banks 
could have been offered full guarantee 
on the new bonds with $3.4 billion of 
official money--half of what has actu-
ally been used to leave both Mexico 
and the banks insecure and unhappy. 

The IMF is restricted by its charter 
from using its resources to directly 
provide guarantees, and consideration 
of financial integrity and credit rating 
constrain the World Bank from taking 
this burden alone. But if the principle 
of deep discount in exchange for full 
guarantee is accepted, there are practi-
cal and politically feasible ways of 
establishing a guarantee fund. For 
example, one option is modest new 
appropriation from the major creditor 
governments disbursed over the five-
year period with Japan playing a more 
active role. Another option is innova-
five use of the newly established Mul-
tilateral Investment Guarantee Agency 
(MIGA), perhaps with the financial 
support from the IMF's gold holdings. 

The Fallacies 
The refusal to accept the concept of 
adequate debt reduction has also led to 
two fallacies which greatly complicat-
ed the Mexican negotiations, and will 
do the same in future negotia;ons. 
Fallacy one: Banks must provide 
new money, as debt reduction can't 
possibly meet debtors' financing 
needs. 

With the possibility of deLp dis-
count ruled Qtit, debt managers see lit-
tie cash flow relief coming from debt 
reduction, and hence sing the virtues 
of combining debt reduction with new 
money. Most bankers reject such a 
suggestion, and rightly so, as wholly 
unsound banking practice. They find it 
difficult to explain to their board mem-
bers and shareholders why they should 

write down their bad loans with one 
hand and extend good loans with the 
other. Many European bankers refuse 
to provide new loans to the troubled 
debtors because they are required to 
set aside additional loan-loss reserves 
for any new money they provide to the 
debtor countries. 

With adequate debt reduction, the 
debtor country should not need any 
new bank money to refinance interest 
payments. But the failure to clearly 
define the concept of adequate debt 
reduction drives the official debt man-
agers into pushing new money and 
pressuring banks to continue to do 
what created the debt problems in the 
first place. The goal of a new debt 
strategy should be to revive growth by 
cutting debt service burden substan-
tially, and not to encourage large-scale 
lending for refinancing interest on 
loans that have long gone sour. 

As steps are taken to resolve the 
current crisis, efforts should be made 
to return development fiilance to the 
traditional division of labor. Banks 
should limit themselves to transaction-
al finance (trade credit and interbank 
loans) and low-risk project finance; the 
IMF should provide temporary bal-
ance-of-l tyments financing; and, the 
World Barik, the regional development 
banks and -he creditor governments 
should provide various types of devel-
opment finance, 
Fallacy two: The use of official 
resources to support debt reduction 
transfers risk from the private to the 
public sector. 

While treasury secretary, James 
Baker used to reject offical support for 
debt reduction with the argument that 
it wi'l transfer private risk to the public 
sector. Now some Americans and 
many Europeans use Baker's argu-
ment to attack the Brady Plan. 

Such criticism is both misleading 
and misguided. To begin with, the debt 
strategy has been transferring risk to 
the public sector from day one of the 
crisis by having the Bretton Woods 
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institutions pulled in as the panic. 
stricken private banks have beer 
pulling out. The share of bank debt ir 
the Baker 15 countries fell from 67A 
in 1982 to 56% by 1988, while the 
share of IM and multilateral develo
ment banks more than doubled from 
7% to 18%. At the same time, the 
strategy of giving banks the breathing 
time and keeping pressure on the 
debtors to fully service the debt with 
prolonged hyper-austerity has dam
aged those debtors' productive capaci
ty, thus turning the multilaterals' LDc 
exposure increasingly risky. 

So, the truth is that the policy of no 
debt reduction has already jeopardized 
the taxpayer's pocketbook. And, if 
anything, the Brady Plan has the 
potential to eventually stop this risk 
transfer process. The use of official 
resources to support adequate debt 
reducion can actually upgrade the 
quality of the loan portfolio of the 
Bretton Woods twins. Needless to say, 
official resources used -, support inad
equate debt reduction will not reduce 
the systemic risk, and instead only per
petuate the process of risk transfer. So 
once again whether official funds to 
support debt reduction will cut down 
the risk of the public sector's LDC loan 
portfolio critically depend on whether 
debt reduction isadequate or not. 

Indeed, to protect their financial 
integrity, it would be in tie self-inter
est of the Bretton Woods institutions to 
ensure that the banks provide deep dis
count-in exchange for full guaran
tee-to the debtor countries. Having 
contaminated their own portfolios to 
help the banks to collect interest from 
the debtors over the last seven years 
through stepped-up balance-of-pay
ments and structural-adjustment loans. 
the Bretton Woods institutions should 
by now have all the incentive to 
upgrade the quality of their exposure 
by making sure that they do not sup
port debt accords where the extent of 
debt reduction is not adequate enough. 

-- Shafiqul Islam 
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U.S. Banks Steering Clear of Eastern Europe
 

B UENE By large portfolios of 

developing country debt, 
mostly in Latin America, U.S. 

banks ae shying away from Eastern 
Europe. Aggregate Central and East 
European exposure for the U.S. bank-
ing industry is under $3.5 billion, sub-
stantially 'ess than the total lending of 
banks in most industrialized countries, 

The official position of most U.S. 
money center banks is that they have 
no plans to increase exposure in Cen-
tral and Eastern Europe, in spite of the 
various political and economic 
changes. Although the U.S. banks are 
not anxious to increase their lending 
exposure in Central and Eastern 
Europe. they are interested in estab-
lishing a presence to facilitate trade 
and operational services for their 
clients. 

In spite of major political and eco-
nomic restructurings in Central and 
Eastern Europe. U.S. banks are hesi-
tant to extend their financial involve-
ment in the region beyond current lev-
els. This apparent lack of interest is 
consistent with the longstanding pos-
ture of U.S. banks. 

As of year-end, U.S. exposure in the 
region totaled over $3 billion, corn-
pared to i ore than $14 billion each for 
Germany, Japan and France. 

Several reasons can be cited for 
banks' reluctance to expand in Central 
and Eastern Europe. First, these banks 
are just ending a painful period involv-
ing LDC lending, and are hesitant to 
engage in fresh lending to sovereign 
borrowers, several of whic', - cur-
rently rescheduling, 

Second, large U.S. banks are now 
confronting new credit problems 
involving HLT loans and zommercial 
real estate lending. Significant reserves 
were required in these sectors during 
the first quarter, and analysts believe 
that these problems will get worse 
before getting better. These two factors 
are creating a "credit crmch." 

Problems in existing credit portfo-
lios notwithstanding, U.S. banks per-

By Richard Phillips 
ceive a number of structural problems 

in dealing with newly democratized 
countries. In most of these countries, 
the political climate is still viewed as 
highly unstable, 

In addition to political risk, plans for 
economic reform, even in the most 
progressive Central and East European 
countries, have so far been viewed as 
incomplete or inconclusive. After a 
decade of dealing with the often com-
promised attempts at economic reform 
undertaken by a large number of 
developing countries, U.S. banks seem 
onwilling to endorse anything but 
comprehensive approaches aimed at 
far-reaching economic change. 

F~nally, U.S. financial institutions 
have found it extreiaely difficult to get 
the information on Central and East 
European government agencies or 
business entities they need to make 
informed credit decisions. 

From a business (rather than credit) 
standpoint, currencies are not yet fully 
convertible, and issues of foreign own-
ership and repatriation of profits have 
yet to be resolved. 

Following are some of the positions 
on investment taken by specific bpnks: 
- BankAmerica. BankAme;ica is 
watching the situation i6i Central and 
Eastern Europe carefi,ily to see what 
develops. There is potential interest in 
some of these economies, but a "wait 
and see" attitude prevails. The bank 
will, however, finance projects by U.S. 
and other Western companies in Cen-
tral and Eastern Europe. Currently, 
BofA's only involvement in the region 
is a representative office in Moscow. 
• Bankers Trust. Bankers Trust cur-
rently has no offices in Central and 
Eastern Europe. Bankers has the issue 
under review, hov ever, and intends to 
"investigate and make the most of 
these markets." 
- Chase Manhattan. Chase has a rep-
resentative office in Moscow, but no 
further involvement in the region. 
Chase is "assessing the situation in 
light of recent events," but there is 
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no'hing of consequence to report. 

• Chemkal Bank. Chemical will not 
publicly discuss its plans for Central 
and Eastern Europe except to say that 
its involvement is de minimus. Walter 
Shipley, Chemical's chairman, was 
recently quoted as saying, "Chemical 
Bank is not interested in lending to 
Central and Eastern Europe." 
- Citicorp. Citicorp is extremely cau
tious about lending in Central and 
Eastern Europe and has been reducing 
its cross-border exposure everywhere, 
including this region. The bank 
remains actively interested in opportu
nities there, however, and is seriously 
involved in discussions with several 
governments about participating in the 
local economies and capital markets. 
Citicorp currently places bonds for 
Central and East European sovereign 
issuers with international investors. 
• First Chicago. First Chicago cur
rently works with a Soviet bank to 
supply financial advisory services to 
multinational corporations investing in 
the USSR. It remains extremely cau
tious about lending. 
• Manufacturers Hanover. Manny 
Hanny has had a branch in Bucharest 
for over 10 years, one of the few West
em baiks to do so. The branch only 
handles trade services, which is in line 
with the bank's philosophy for the 
region as a whole. Although not for
malized, the bank's general strategy 
for the future is to stay small and par
ticipate only in fee-based activities 
such as trade and operational services. 
* J.P. Morgan. J.P. Morgan has no 
operations in Central and Eastern 
Europe and currently has no p;ans to 
change this situation, although it is 
active in debt/equity swaps through its 
London office. 

Mr. Phillips is an analyst with H.P. 
Corporate Communications in New 
York City. This was adapted from a 
study prcducedfor HPCC clients enti
tled "U.S. Banks Show Little Interest 
in Eastern Europe." 
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Washington, D.C. 20036 

November 7, 1990 

THE IMF AND EL SALVADOR 

It took the administration and Congress all summer to agonize over cuttingmilitary aid to SalvadorEl by $42.5 million. It took the executive directors of theIMF just two hours to restore this cut on August 27, and add another $7 million for 
good measure. 

It is fully legitimate to speak of such economic-aid funds as restoring thecongressional cut. Here is President Cristiani last May 3, when questioned by TomGibb about the effects of the military-aid cut: 

Obviously the government has the responsibility to defend the democraticinstitutions of country and notthe will stand by with a weakened defense.
Therefore, this means reallocating resources that might be used for othertypes of programs - such as social programs, economic, or ,olitical programs
that the government can have access to - to obviously use for defense purposes.
 

President Cristiani's defense minister confirmed this intention. "As for theU.S. cut in military aid," Col. Rene Emilio Ponce said on October 13, "thegovernment will seek alternative means of fiPincing 'ne military so as not to affectthe military budget, and thus the Armed Forces' actions." 2 

According to the IMF, this loan could be the first of a series. No amountof further loans is given, but the IMF says El Salvador is interested in a loan fromthe compensatory-financing facility and that it would likely qualify. The possibility
of a further standby is also suggested. 3 

IPress conference broadcast by San Salvador Radio Domestic Service astranscribed and published by U.S. [Central Intelligence Agency], Foreign BroadcastInformation Service, Daily Report: Latin America (May 4, 1990, FBIS-LAT-90-087,National Technical Information Service, Springfield, Va.), p. 28.
2 San Salvador Radio Cadena YSU in ibid. (October 
 15, 1990, 
FBIS-LAT-90-199), p. 18.

31MF, "El Salvador - Staff Report for the 1990 Article IV Consultation andRequest for Stand-By Arrangement" (mimeo, EBS/90/145, August 8, 1990), pp. 1, 27. 
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In the absence of an IMF estimate, the Center calculates that El 
Salvador, based on the size of its quota and its borrowing pattern from the IMF in 
1981-82, could get another $157 million: 

Percentage Amount 

Compensatory financing 100 123.7 
Standby 67 82.5 
Less: standby already received 40 __ 
Total 156.7 

Source: IMF, "El Salvador - Staff Report for the 1990 Article IV Consultation and 
Request for Stand-By Arrangement" (mimeo, EBS/90/145, August 8, 1990), p. 32 and 
ibid., International Financial Statistics (vol. 42, no. 1, January 1989), pp. 216-7. 

The $50 million loan is also helping to spring loose other funas. In 
September, 1990 El Salvador received a debt-rescheduling agreement with the Paris 
Club worth over $100 million (a rescheduling is tantamount to a new loan; the Paris 
Club is a meeting of creditor governments to reschedule a Third World country's
loans). The IMF says that in addition to U.S. and other bilateral aid, El Salvador 
expects to receive about $60 million from multilateral sources in 1990 and 
$100 million in 1991. These figures do not include IMF loans. They do include an 
expected World Bank structural-adjustment loan of $40 million. 4 

Controversial history 
When the United States first tried to involve the IMF in the Salvadoran 

maelstrom in 1981, the fund's staff balked. The Reagan administration made the 
IMF break its own rules which it had followed invariably. One IMF official from a 
West European country privately termed the loan "scandalous." 

With U.S. backing, El Salvador applied for a loan of $36 million from the 
IMF's compensatory-financing facility in July, 1981. (The facility was set up to 
help countries through temporary fluctuations in their export receipts.) J.J. Polak, 
executive director for the Netherlands, addressed the executive board behind closed 
doors on July 27, 1981. 

He noted that the IMF's technical staff had refused to recommend the loan 
for adoption, and never had the IMF approved any loan withut the concurrence of 
the staff. The particular loan facility to which El Salvador was applying had very 
clear technical rules which the IMF had scrupulously adhered to in all cases, he 
said. There had to be a forecast of a country's future export earnings showing a 
shortfall that was temporary. The staff had concluded that conditions were too 
unsettled in El Salvador to permit a realistic projection of future exports, and 
rather than gin up imaginary numbers had declined to make any projection at all. 
But access to the facility was not allowed without the forecast. "Even a single 

41bid., p. 19. 
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deviation from that principle would set a serious precedent," Polak said. 5 

Polak was formerly director of research for the IMF in charge of preparing
the commodity forecasts for the compensatory-financing facility. No one was better 
schooled in the rules and precedents. 

Nevertheless Richard Erb, formerly of the conservative American Enterprise 
Institute and recently appointed to the Treasury Department by President Reagan, 
argued for the loan, saying the staff should have made the projections and denying 
that the United States sought to politicize the fund. 

All the other representative of Western Europe except Italy opposed the 
loan. Lionel Price for Great Britain: "The request had been presented to the 
Executive Board without essential information." Gerhard Laske for West Germany 
called it a "precedent with undesirable effects for the future." Jacques de Groote 
for Belgium said, "The equal-treatment principle might be jeopardized." 6 

Erb overrode this opposition and the loan was approved. It was the 
greatest show of opposition to an IMF loan in the organization's history to that 
point. When a researcher from the Center for International Policy began to report
this episode in testimony before the House Banking Committee in August, 1982, the 
Reagan administration attempted to stop his testimony. The chairman of the 
subcommittee, Rep. Stephen Neal of North Carolina, rebuffed the administration, 
saying witnesses before his committee would have the freedom to speek. 

IMF policy toward Duarte 
After this controversial 1981 loan and another worth $85 million in 1982, 

the IMF made no loans until August 1990. The IMF was dissaiisfied with the 
expansionary financial policies of the Christian Democratic government of President 
Napoleon Duarte; also, increased U.S. bilateral economic aid made up the gap. The 
IMF reacted warmly to the conservative Cristiani government. 

"In early 1989," an IMF study complains, "a 23 percent increase in public 
sector wages without compensating fiscal measures was granted." 7 This was a 
reference to the Christian Democrats' use of the public purse to increase their 
popularity on the eve of the presidential elections. 

Under Duarte after 1985, said the IMF, the public-sector deficit widened as 
tax revenue fell and the Christian Democrats resisted raising the price of 
electricity and water. Balance of payments problems increased, reserves were 
exhausted, and arrears in debt servicing built up. 

IMF and Cristiani policies 

"Upon taking office in June 1989, the present Government adopted policies 
aimed at correcting the external and internal imbalances faced by El Salvador in 

5 Jim Morrell and William Jesse Biddle, "Central America: The Financial War," 
International Policy Report (Center for International Policy, Washington, D.C., 
March 1983), p. 2. 

61bid., pp. 2-3. 
71MF, "El Salvador - Recent Economic Developments (mimeo; SM/90/171, 

August 21, 1990), p. 1. 
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the framework of a strategy based on increased reliance on merket forces," the IMF 
said. "Despite the guerrilla offensive in November 1989, the prospects for peace in 
El Salvador appear to have improved following an agreement between the 
Government and the guerrilla factions to resume peace negotiations under the 
auspices of the United Nations and more generally as a consequence of the 
improvement of the political climate in the Central American region." 

IMF policy contrasts with that of the European Economic Community.
While EEC aid may increase, the EEC has linked it to advances in the peace 
process. In this way, the effect of EEC is to strengthen the peace negotiators; the 
effect of IMF aid is to undercut them. 

Negotiations between the IMF and El Salvador on the loan began in 
November 1989 but were interrupted by the guerrillas' offensive, and only resumed 
in the middle of March. 

Disburvsenit of 1990 loan 
El Salvador has already received $32 million of the $50 million standby 

arrangement approved August 27, 1990 and if it fulfills the economic-performance 
criteria will get the rest according to the following schedula: 

November 15, 1990 $6.2 million
 
February 15, 1991 $3.7 million
 
May 15, 1991 $3.7 million
 
August 15, 1991 $3.7 million
 

Source: International Monetary Fund, "El Salvador - Stand-By Arrangement"
 
(mimeo, EBS/90/145, Supplement 1, September 6, 1990), p. 1.
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Reason to Vote for the IMF
 
WASHINGTON - Not in recent 

memory has a World Bank-interna-
tional Monetary Fund meeting 
been as dogged by uncertainty as 
the one Just concluded here. 

J.B. Sumarlin, Indonesia's Ii-
nance minister, listed the uncer-
tainties as well as anyone: the cost 
of Germany's reunification, the So-
viet Union's and Eastern Europe's 
economic rehabilitation, the sudden 

TRADE SCENE 


Richard 
, ,,.A Lawrence 

shakiness of the United States and 
other key financial markets and 
the still-severe Third World debt 
crisis. 

Topping it all was the Persian 
Gulf crisis, wbich dominated the
meeting's discussions. 

Finance ministers from India, 
Pakistan and other countries gave 
their own estimates of what the 
gulf crisis portends for them. Their 
concerns ranged from higher oil 
prices to higher interest rates, re-
duced foreign exchange earnings 
and the expenses of caring for 
workers leaving the gulf area. 

Perhaps the most poignant ap-
peals for help came from East E-

ropean finance ministers. In addi-
lion to higher oil prices, they must 
pay for Soviet crude in hard cur-
rency and deal with imminent 
losses in exports to both the Soviet 
Union and what was East Germa-
ny. 

Their multi-billion-dollar hit 
comes just as the East Europeans 
are trying to press ahead with 
wrenching economnic reform. 

"We are very apprehensive,".said Leszek Balcerowicz, Poland's 

deputy prime minister. The impact, 
said Vaclav Klaus, the Czechoslo-
yak finance minister, "far exceeds 
our. . capacity to absorb." 

In sharp contrast, Cunes Taner, 
Turkey's minister of state, almost 
seemed to belie the economic 
stress his country is undergoing. 
Turkey is one of the three "front 
line" nations sipposedly most hurt 
by the gulf crisis, 

Nevertheless, Turkey's tax 
boosts, a higher rediscount rate, the 
sale of state enterprises and more 
foreign aid, he said. will "enable 
Turkey in 1991 to continue to have 
a viable balance of payments psi-
tion, reduce inflation, and maintain 
relatively high real income 
growth." 

The meeting disabused anyone 
of the idea that the debt crisis was 
over. 

Cote d'Ivoire's finance minister 
reminded his colleagues that Africa 
is in desperate straits. with many 
countries suffering "the longest pe-
riod of economic decline on re-
cord." Sub-Saharan Africa's debt 

now equates to more than two-
thirds of the region's annual output. 

He outlined a 'more imagina-
tive. forward-looking strategy," 
which, however, appeared little dif-
ferent from past prescriptions, 

Still, the meeting had positive 
overtones, 

Most striking was the embrace 
by struggling developing countries 
of market-oriented reforms. Coun-

tries as diverse as Vietnam, Iran,
Bangladesh. Romania and Peru 

trumpeted their commitment to 
"market forces." 

And Peru, despite its $10 billion 
in debt payment arrears, appears 
to be attracting the international 
financial support that may help it 
get IMF-World Bank credits sooner 
than expected. 

Meanwhile, a consensus is form-
ing among industrial countries for 
further debt relief not oiy for the 
le2st advanced nations, primarily 
in Africa. but also for 'lower mid-
die-income" nations in Asia and 
Latin America. 

France, Britain, the Nether-
lands, Belgium, the Scandinavian 
countries and even the United 
States (although it so far has fo-
cused mainly on the Caribbean ba-
sin) are increasingly endorsng debt 
forgiveness, 

The meeting also made clearer 
the World Bank's future focus - a 
growing emphasis on overconing 
extreme Third World poverty 
through more loans for education, 
health, family planning and nutra-
tion. 

The environment also will get 
bigger play. A $1 billion Third 
World environmental fund may be 
put together by early next year. -

Even the gulf crisis seemed to 
generate at least one 'plus,! 
prompting greater coordination 
among the industrial and oil ex
porting nations to help the global 
economy and the less advanced na, 
lions in particular.The Bush administration, whose 
commitment to the IMF had bee
cummiteno the mhaeen 

questoe, now appears mare SUla 
portive of the agency. Nicholas 
Brady, the Treasury secretary, pro-
Bank back up U.S. and other re

gency aid for Turkey. Jordan,
Egypt atd possibly other countries 
hurt by the gulf crisis. 

This is good news for the IMF, 
seeking a $60 billion uning next 
year. Mr. Brady indicaL -_he ad
ministration will push Congress 
bard for the U.S. contribution. 

A year ago. Rep. Charles Schu
mer, D-N.Y., came close to scoffing 
at the IMF's chances of a large 
U.S. contribution. When he visited 
folks in neighborhood taverns, the 
Brooklyn congressman related, no
body ever asked about the IMF. 

Even with the gull crisis, they 
are still unlikely to inquire. But the 
congressman. after a round or twos
now might feel less awkward about 
explaining the IMF request and 
voting for it. 
Richard Lawrence is senior corre
spondent in the Washungton bureau 
of The Journal of Commerce



Rapporteur's Report
 

By Delia M. Boylan
 

A NEW FINANCIAL FRONTIER: DEVELOPING COUNTRY STOCK MARKETS
 

Thursday, December 13, 1990
 
The IMF Visitor's Center
 

The National Economist's Club
 

Speaker: Peter Tropper, Manager, Emerging Markets Data Base
 

In 1989, stock markets in many developing countries out
performed those of developed countries. This was largely a result
 
of:
 

a. A dramatic increase in private investment in LDCs
 
throughout the 1980s
 

b. Increased access to global markets and information
 

1. Equity Market Data
 

In the 1970s and 80s, LDC governments were statist oriented
 
and paid little attention to the private sector. The onset of the
 
debt crisis changed this debt over equity focus, and foreign
 
investors began to see exciting things in LDC markets:
 

A.good returns on investments
 

B. Diversified portfolios
 

1. Why diversify?
 

a. Higher level of return for lesser risk
 

b. Correlation coefficients indicate that when the
 
US market goes down, LDC markets go up (this correlation is not
 
found between the US and other developed countries such as UK,
 
Japan); diversification benefit to investing in LDCs
 

c.Indeed, in 1990, the 5 best performing stock
 
markets were all developing, including Venezuela (+437%), Greece
 
(+84%), India, Colombia and Mexico. Corresponding 5 "worst" were
 
Brazil (-64%), the Philippines, Taiwan, Japan (39%), and Thailand
 

2. Volatility--By examining the volatility of a
 
particular country's stock market, the investor can assess the
 
risks of investing in a changing new market
 

a. Volatility tends to be much more flagrant in
 
developing countries; for example, Venezuela's market went up 5
 
times in 1990, versus the US which stayed relatively stable--in
 
this case such change is due to dramatic economic policy changes
 
since January which have "opened up" the economy, the windfall
 
profits derived from the oil crisis, and exchange rate
 
adjustment, etc. In Taiwan, however, extraordinary activity
 



resulted from an inability to invest outside the country. The
 
resulting liqudity forced investment in stock and property.
 

b. These figures can also be misleading--for

example, in Venezuela there are only 13 companies making up 90%
 
of trading--this suggests a very thinly traded market which is
 
quite unlike that found in the US
 

c. Volatility can also be negative--in Argentina,

for example, the market was at 45% of its level in January and it
 
is now 65% of what it was--this looks bad initially, but when
 
compared to Japan, there is actually not much difference--one
 
must put all of these factors in balance.
 

C. Performance Indicators--Are these developing country
 
stock market successes a fluke of 1990?
 

1. If one looks at stock markets performances over a 5
 
year span ending in 1989, we see that this has been a steady
 
trend:
 

market performance:
 
a. Japan--504%
 
b. Asia NICs--339%
 
c.EAFE (industrialized cos. excluding US)--335%
 
d. IFC composite (LDCs total)--206%
 
e. UK--174%
 
f. LA--131%
 
g. US--111%
 

2. The reason for such tremendous growth is that,
 
finding itself shut out of the international financial system,

the private sector was forced to export in order to survive. Many

small companies in LDCs acquired assets and reserves in dollars
 
which served as a shields for them when the recession of the
 
1980s hit.
 

D. Access to LDC Stock Markets:
 

1. Until this year, it was very difficult to LDC stock
 
markets; but recently many have opened up
 

2. Moreover, trading values have changed; in China and
 
Taiwan, the average daily turnover went as high as $3.4 billion a
 
day and in Korea, this was $270 Uillion. If you can get in, it is
 
thus well worth the effort.
 
E. Country Funds:
 

1. Some investors worry that they do not know enough
 
about individual private companies in LDC markets to invest
 
wisely.
 

2. Beginning in 1984, investors began to invest in
 
"country funds"--These stocks can be purchased through a broker
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for almost any LDC and are an important way for private investors
 
to break into these otherwise difficult markets
 

3. The problem with country funds is that they are
 
close ended; this means that the underlying share value does not
 
necessarily equal its value on the market. In many cases,
 
investors may need to pay a premium in order to purchase shares.
 
This has led to trading on premiums. (In the case of Korea, for
 
example, the mark-up was in the order of over 250%, while in
 
Latin America investors were trading on discounts, paying 90
 
cents on $1 worth of stock)
 

2. Conclusions:
 

Two Trends:
 

A. Increased Flotation-State owned shares sold to
 
individuals both inside and outside of the country will augment

(privatization)--Closely held shares will open up (this means
 
that privately owned companies will be listed on stock exchanges
 
and open to foreign investors, such as occured with Pemex and
 
Argentina's telephone company)
 

B. Eastern Europe--Far from being the investment
 
"haven" that investors expected it to be, much of this is hype.
 

1.In actuality, these economies are inefficient,
 
uncompetitive, lack regulatory regimes, have an aging capital
 
stock with no replacement mechanism, low productivity, high

external debt, no institutional base for market--based economies,
 
not to mention political problems. There is also an acute lack
 
of managing class capable of running business in Eastern Europe
 

2. Moreover, because the laws for private

ownership are virtually non-existent, state-owned enterprise is a
 
disaster, and there are no accounting systems nor SEC regulatory
 
mechanism, stockmarkets are virtually non-existent. Indeed, in
 
the only two active stock markets current, Hungary has 6 shares
 
and Yugoslavia has but 1 equity share listed and is only open 1
 
hour a week for trading.
 

3. Nonetheless, Eastern Europe is not hopeless.

Poland, Czecholslovakia want to open stock exchanges, and the
 
USSR has announced that it will climb to 1500 shares by the end
 
of next year, plans for privatization go through.
 

Question and Answer:
 

In 1989, developing countries added up to over 600 billion
 
dollars in market capitalization, versus 2.5 trillion for the US
 
(approximately one quarter).
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Debt/equity stocks have helped countries like Chile and
 
Mexico get rid of a substantial portion of their national debts.
 

Obviously, in many of these countries, stocks are owned by a
 
very small ownership base, though the privatization process is
 
requiring this basis to gradually be diversified.
 

To guard against the exchange rate risk, some companies are
 
issuing deposit receipts in local currency which are gathered up

and sold as an "ADR basket" in the US, from which one can accrue
 
dividends in dollars. This is one way of getting around
 
hyperinflation and exchange rate difficulties.
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"A Hot Market Emerges for the Third World's Bad Loans", THE NEH YORK TIMES
 

December 23, 1990
 

have also been used to speculate on
The tradin of the movement indebt prices. produc.
g in enough income so that some insti
tullons. like Morgan Guaranty Trust
debt has grown Company, have highlighted the prof.
 
Its in their earnings reports
into a $70 billion Now. because of the economic turn
abouts that have begun in Chile. Mex. 

global business. and,o Venezuela. commercial and
 
investment bankers are opening up s
 
traditional corporate finance bust.
 

By JONATHAN FULERBAINGER ness in a debtor's setting. a move that 

FHIND the third world debt cn. could well spread to Eastern Europe
 
ss, a market is bubbling Two venerable investment banks.
The trading of the debt - the Morgan Stanley Group and Goldman.


Sdlpping of often steeply discouncld Sachs& Company, have been lured

loan, for cash, other loans or equities into the business this year.

- has grown in les.; than a decade
 
into a 170 billhon-a'yeAr global mar. some 
 cases. the bankers are
ket While that is not big by the stand. packaging the debt held by a num.
ards of foreign exchange, bond 
 or ber of lenders - including them.
stock trading, itis not bad either for a selves, at tines - and swapping it for
lot of piper thai until this year was shares in slate-owned companies be.declining in value ing sold to the public, like Entel, the 

But tlmi year. trading prices for the
 
loans of most of the biggest debtors 
 - v" I',tr*,

have been rising with a vengeance.

The debt market has even been telephone company in Argentina As
irong enough to rebound from the part of the deal. the ne. owners often

impact of the Persian Gulf crisis, a infuse the privatized compsay with
fcat unmatched by the world's bond cash t'i nodernimz or expand
and stock markets and the dollar In other cases. the bankers capital.
Mexican debt is now tradnj ri 45 625 ize on their ties to the third world to 
cents per dollar of face value, up 30 be hired as traditional advisers inpercent for the year. and Argentina's raising new capital MG-Ftrst Boston

debt, long one of the poorest perform. Asset Trading acted in this capacity
 
ors. is up 70 percent. to 20 cents on the 
 when Mexico's state-owned developdollar Of the major debtors, only meni bank went to the Eurobond
Brazil has seen a decline market thi. year to raise $100 million
 

"If you 
 threw darts at the begin. While prtvatizations hIvening of the year. you could not have buoyedthe debt market in the past, they have

lost money." said Giacomo de Filip. 
 never been conducted on such a scale 

or with such commercial appeal In 

the last two years. privatizattons andpits. one of the originators of debt traditional corporate finance deals

trading while working for an Argen-
 have brought SIf 4 billion to the liveline bank and now head of hi5 own major debtors in Latin Am.rica. ac
firm in New York. Giadeli Inc cording to Salomon Brothers's John
 

Giving the market its fill are a F. H. Purcell
 
number of -_,aiinr economic restruc. "This is ;e transition year," sid

turings that .- Im to augur a turning Peter R Geraght)., senior vire prest
point for much of Latin America, dent in New York of NMB Posibank

which holds about 29 percent of the Groep N V.. a Dutch bank thai is one
 
$13 trillion in third world debt 
 of the malt,, debt traders "The mar-
The market has also gotten a boost ket evolves. The trading market is not
from. the debirelief program initiat-
 the be-all and the end-all It is now

ed by Treasury Secretary Nicholas F. M & A 
 and corporate finance."
 
Brady Under the Brady plan, several The move away from urading for

countries have ha. thwir debt burden 
 trading's sake an )ward corporate

reduced and have convened old loans finance is 
a logic&, one, banking ex.

into new bonds that are more atirac. perts &a The deals provide attrac.

live to investors because they are 
 tive fees for the bankers Thev are
 
bicked by ilernilional guarantees 
 also less risky than playing Lh debt

As a sign of the growing acceptance narket Aod, for the large debt hold.
of the debt-Iradink market. Mexico's er, provide another avenue for get
so.-called Brady bonds last week got ling rid of debt

their first rating from Moody's In. "If Mexico 
 and Brazil and other
 
vesiors Service !nc countries turn ,round. then this mar-


Besides causing debt prices to rise, 
 ket becomes the old, traditional, hum.the economic restrucluringL are al. drum capii.alraising business," said
 
tering the market's character and 
 Peter Wolika, a managing director at scope. offering new opportunities not J P Morgan & Company. the parent

only for some of Ohi debtor countries of Morgan Guaranty

but also for the big Western lenders
 
who wrote off billions of dollars if
 
loans in recent years when it bfcame
 
clear they would never be repaid

Until rec.,nlly, the debt has largely
been the medium for a traditional 
trading market, a place in which CiII' 
bank. Manufacturers Hanover Trust,
Morgan Guaranty, Bankers Trust, 
Chase Manhattan. Bank of America 
and hundreds of other banks could try 
to Improve the value of their bulging
debt portfolios or just shed them 
These trading operations, along with 
those at some Inveatment banks, 



The success of te busiess de. 

pends. of course on thesuccess ofthe 
economic restrucurings that ar o. 
ing on As long as the programs, like 
those In Mexico and Venezuela. move 
ahead. there will be a market for 
raising cash or doing pr- ".ition5 

But If they are set ,Jack - and
Brazil is having new problems less 
than a year after the atn of its 
austerity program - then the bust. 

ness coud dry up 

rBT trading is a product of the 
debt cnsis that began tn 1982,when it became obvious that 

many third word coumres would nt 
be abletio ay back eihuge loans 
that beslern banks had madhe e nilltrisky 

New bond and debt funds, like the 
Latin American Investment Fund 
Inc at Salomon Brothers. are itryin 
to attract such business but most 
dealers think the wider appeal of this 
still.risky market will take more time 

1 to develoc 

mike use market attractive t, targer
numbers of investors. even retail cus' 
tomer, The bonds come with guaran 

-

ttees on totereti and principal and can 

be repackaged into a number of Ii. 

nar:ial products with bro"a appeal 

New bond and debt funds, like the 

Latin American Investment Fund
Inc at Salomon Brothers. are trying 
toattract such business but mos' 
dealers think the wider appeal of this 

market will take more time 

governments
At first, the trading took the form 

of sim ple swaps A bank would con. 
solidate itsdebt portifolho. trading off 
debt from Chile. for example, for that 
of Mexico. a counir) in which ithad 
more confidtnce Some banks. espe-cili] smaller ones, then decided to 

get iid of the risk entirely, and sold 
debt for a portion of its face value 

Some privai.ation deals in Brazil.
Chile and Mexico helped iBe the 
market another ratinale i the mid 
0s. but these detifor-eqity deis 

came and went 

The biggest boost for the market 

came in May Im7. when Citibank 

to develop
B! traders ave Many of the 

D c D ermenli fo nd in bie 
accoutermtrants found i bi

league trading rooms There 
are computers on their desks and 
prices on the computers They have 
the toy, tiat traders collect, like the 
baseball bat ard hand weghit on 
Stephen W Dizard s desk at Salomon 
Brothers and the )ok?doll stuck to th 

" 

window of the trading room at Ban 
ers Trust Compan) Last week. the) 
even formed their own trading 55so
ciation. a sure sign of arrival 

The market is a 

100 

0_70 

0.V50 

bowed to reality and b-m the first product of the debt 
big bank to set aside reserves for 
anticipated losses from third world crisis that began 
loans Other banks followed, making 
the trading of debt at less than face in 1982. 
value much easier 

By the end of the 80's IIwas obvious 
that banks were unwilling to lend new 
money to the debtors It was also Tihe market ismaturing m other 

obvious that some reductt.'n Of the ways. too Prices for buying or selling 

existing debt level would have tO be debi are getting easier to obtain 

accepted as pan of a solutionto the But the market still does not have 

crisis To this end, the Bush Adminis- the pace or the size of Its biger 

tration In March 1989 announced the cousins that deal In equities and 

Brady plan. which offered debt reduc, bonds When Henry Ansbacher I 

ilon to countries that were restructur. Company. a merchant banker in 

Ing their e ronomiesto reduce aita, volved in debt trading had itsChri. 

lion and lift trade barriers ens party this year in London. the 
In July of that year, MazJo market there ground to a halt And 

reached an Initial agreement on • ,debt trading is far from a 24-hour 

proposal for a 35percent reduction i game. even though traders are based 

Its debt and the exchanging of theold around the world 

loans for the Brady bonds This deal Indeed debt trading isfar from a 

was finalized last March, at the same full-fledged market Prices may be 

time that Venezuela reached its own easier to obtain, but there are no 

debt reduction agreement other guarantees a quote will be available 

deals have ben reached with the when a trader needs one And traders 

Philippines. Costa Rica and Morocco must be prepared tonegotiate even 

Dealers in third world debt are when the) see a broker's quote on a 

hoping that the Brady bonds will computer screen, becuse those 

make the market attractive to larer prices are notfirm. asthe) are ut the 

numbers of investors, even reitail cus- stock and bond markets 

tomers The bonds come with guaran- Traders must also be aware of p

lees on interest and principal and can tential connlicts of interest since 

be repackaged into a number of fi- some of the big banks that trade debt 

nanc,'6iprOducswith brod Appel, also are involved In negotiating debt 
reductions under the Brady plan 
"A market hat wide distribution of 
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Fair Exchange: Debt for Drugs 
By HOWARD M. LIEBMAN 

Swaps are all the rage. In the 
sixties, one swapped spouses. t.t-
er, barter clubs were formed 
across the United States and mem- 
bers swapped goods of all kinds. 
Time-sharing in effect grew out of 
the swapping of vacation homes. 

The concept was not lost on the 
financial wizards in New York and 
London. Currency swaps, hedging 
and interest rate swaps, all nnova-
tive techniquts in their day, be-
came de rigeur. Then came debt-
for-equity swaps as part of the fl-
nanciai restructuring of major cor. 
porations. 

Most recently, a number of 
debtor nations, particularly in Lat-
in America, have instituted debt-
for-nature swaps. Under this con-
cept, a certain amount of a coun-
try's foreign debt is waived in ex-
change for the country's 
commitment to acquire land to be 
conserved in its natural state, uU-
Using local currency. Debt-for-na-
ture swaps have had some notable 
Impact In Costa Rica, in particular. 

Debt-for-nature swaps are being
played ovt in connecton with one 
of the most pressing problems 
presently facing us - the environ-
ment (and all it Implies in terms of 
acid rain, global warming and the 
death of the world's forests). Why 
not then take the concept one step
further and use it against another 
pressing problem constantly in the 
news: the drug trade? 

Why not devise a system that 
could swap a country's internation-
al debt overhang for a reduction of 
that country's production, refining 
or exports of drugs? 

Such an approach might work 
not only in the heavily debt-laden 
countries of Latin America, but in 
other drug-producing and drug-ex-
porting countries, such as those in 
Southeast Asia. 

The basic Idea would be to de-

velop a basket of tests Indicative of 
a country's efforts to combat Its 
drug 'industry." The basket might
Include the following factors, 
weighted in some way: the In-
creased number of drug arrests in 
the United States attributable to 
ifnrTetaed information from the ex-
porting country; the increase in the 
number or size of drug caches 
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found thanks to the supplying na-
tion's help; increases in proven de-
structon of poppy fields, marljua-
na plants, drug laboratories and 
other drug production facilities in 
the foreign country; the increase in 
local arrests and the increase in 
extraditions of drug traffickers to 
the United States. No doubt other 
factors could be considered as well. 

The basket of test Indicators 
should be designed to provide an 
adequate and targeted Incentive 
for the major drug-exporting coun-
tides and intermediary countries to 
take affirmative action. Nor should 

the wrong signals be sent. If the 
formula is too closely linked only 
to increases Indrug 'busts' or the 
like, it might be perceived as an 
incentive for the debtor countries 
to step ap exports, not to shut them 
down. 

The American public is now
much more keenly aware of the 
insidious influence of drugs. There. 
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is a greater political will behind 
the flgh. Nonetheless, the current 
problem in linding sufficient budg. 
etary resources to supprrt Coiom-
bin's brave stand agdinst drug traf-
fickers indicates that the political
will may not be strong enough for 
direct financial support. That is 
why indirect support, in the form 
of a debt-for-drugs Lwap, might be 
useful 

Some might object that this pro-
posal would only shift the burden 
of supporting frreign anti-drug ef-
forts from taxpayers in general to 
banks and financial institutions. 

The banks, however, already ac
knowledge that much of their out
standing 'third world" loan portfo-'
Uo is, In fact, bad debt. The banks! 
already have written off large 
amounts of sovereign debt in belat-' 
ed recognition of their knowledge 
that it will not be recovered In any"
event. ... .. 

Of course, there is clearly a lim-
It to what any one bank will do' 
without a good business reason.-
Perhaps a debt-for-drugs swap will., 
provide just such a reason. Any
prudent banker will concur that the 
drug scourge Isincreasingly harm
fulto business, It even may share, 
the blame for some domestic loan 
defaults by individuals whose lives 
have been ruined by drugs. Thus,. 
fighting the drug war could make' 
good business .n.
 

If banks respond that they

should not be alone In bearing this
 
burden, some form of tax credits
 
might be considered for a propor-

Uoonof debt swapped. This would
 
bring the taxpayers indirectly into
 
the plan as co-venturers, albeit in a'
 
relatively less painful fashion than
 

tI a direct tax increase
Uhere were 
to fund anti-drw measures. 

For the foreign countries In
volved, release from substantial. 
portions of their national debt (and
the interest thereon) could free up:
Imporont sums of money that oth
erwise would be paid overseas. 
Those funds could be used both to 
fight their domestic drug *Indus-* 
try" and to remedy the underlying 
9ocio-ecooomic conditions that of
ten lead local farmers to cultivate 
drug crops. If properly monitored,
and conditioned -ith built-in safe
guards, this seemingly 'off the 
wall" proposal might be usefully
refined. 

Howard M. Liebman is an attorney
with Oppenheimer Wolff & Donnel
ly In Brussels, Belgium. 
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PERSPECrIVES ON EASTERN EUROPEForeign Debt, Lack ofAid Hinder East Europe's Progress
 
By Eric Bounm 

vIENNA 

B 

lion. 

ETWEEN them, the 
pean countries' foreign 
up to at least $80 billion 

East 
debts add 
to $

Euro-

85 bil-

Poland owes almost half of this total,
Yugoslavia nearly $20 billicn, Hungary
and Bulgaria at least $10 bilion apiece,
and Czechoslovakia $6 billion,

Romania has no de"., Repayment was 
Nicolae Ceausescu's solitary service to his 
unfortunate country, although at im-
r;:_nse human cost. The other five coun-
tries are falling deeper in the red, unable 
to repay on time Western g,-vernment or
bank creditors the principal and meet in-
terest payments. 

Western rescheduling and "writing
off" of some of the debt can only delay
the ultimate reckoning. Meanwhile, East
Europeans must live vIery close to eco-
nomic collapse  unless there is a radical 
change in Western thinking on aid. 

Not long ago, Poland, Czechoslovakia, 

and Hungary appeared headed toward 
effective reform. Romania, Bulgaria, andYugoslavia were too troubled by political 
and ethnic conflict to find a direction.-But now, even the front-runners share.
the latter's uncertainty and confusion,

M In Poland, a populist presidential
election unseated a government that 
made a promising start toward stabiliza-tion and a market-oriented economy.

U Czechoslovakia got ino a constitu-
tional bind with Czechs and Slovaks that 
threatened to split the federation,* Hungary's much-acclaimed center-
right coalition faces acute social unrest. 

U In Bulgaria, such unrest has just
brought down an elected government,
The same seems likely in Romania. 

ElIn Yugoslavia, election victory for an
orthodox and extreme nationalistic Serb-
ian Communist Party at odds with the
nation's liberalized republics makes fed-
eral survival still more doubtful. 

Such confhsion in the region can only
fiel ihe uncertainty that the West feels 
about how far financially to back the
switch to capitalist economies, 

Support thus far is small and tenta-

tive, with minor trade concessions and 
the provision of business know-how.Only Germany and France favor rapid, 
comprehensive help as a mark of confi-dence, which ,hey say will encourage
boldness in reform, 

New uncertainties will prompt others 
to continue to "wait and see." Western 
banks will be even more wary of puttingnew money after old. Governments will 
prefer to go on thinking long-term, with
debt repayment, for example, stretched 
far into die next century.

Not surprisingly, East Europeans ask: 
"How can we rebuild our industries with 
new technologies without your im-
mediate help to acquire them?" As an
ecomomist told this writer, "We just
haven't got that kind of time." 

Poland is an immediate example. It 
has made radical changes, but only on a
scale a visiting American expert called 
.petty capitalism." A full market system
remains far off, and the likely social dislo-
cations are only beginning, 

A kind of second Marshall Plan, as 
some in the West earlier suggested, can-
not be the answer. That was devised for 

a prostrate postwar Europe. not for a 
complex change of system.

Western criteria are largely "to help 
those who help themselve..- No MarshallPlan, therefore. But mayie another ex
ample from the past is applicable.

In the early 1950s, the United States,
Britain, and France proceeded from ini
tial emergency food aid to Yugoslavia tofinancing of a full-blown economic devel
opment program. 

Tripartite aid began with some "open
checks," which often were misapplied.
Then a canny British civil servant urged
that aid be absolutely conditional on it 
being used on priorities selected by the 
three donor nations. 

Agriculture - converting backward 
farming Oust like Poland's today) to iood
ern technology - was a top priority. It 
worked extraordinarily well. 

Why not apply similarly "3rnditional 
aid criteria both to industry and agricul
ture in Eastern Eu-ope? It would meet
doubts about the wisdom of aid. It might 
even encour.ge the politically timid re
formers to get on with it faster, as the 
West requires. 
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FOREIGN AID
 

Subcommittee Focuses on Gulf
 
In Maldng Funding Decisions
 

Panel OKs Egyptian debt-relief, revisits dispute 

Inits June report on 
the fiscal 1991 foro.ign 
aid appropriations

bill, the House Appropria-
tions Committee took 
note of the "dramatic po-
litical, military and eco-
nomic changes" that have 
"swept the world." oFor the Senate Appro. 

priations Committee to 
offer a similar capsule of 
recent world events, its 
staff will have to come up
with new adjectives to 
convey the concept of 
rapid change. In the three 
months since the House 
passed its foreign aid bill, 
Germany has reunified, 
centrally planned econo-
mies have continued their 

has moved to the brink of war. 
The Appropriations Foreign Oper-

ations Subcommittee focused much of 
its attention on U.S. policy in the Per-
sian Gulf when it marked up its $15.3 
billion foreign aid bill (HR 5114) Oct. 
2.The subcommittee approved an ad-
ministration plan to forgive Egypt's
$6.7 billion military debt, a proposal
that was scrapped by the House after 
intense criticism. 

The panel also backed an amend-
ment offered by Frank R. Lautenberg, 
D-N.J., which would cut off assistance 
to any country that violates the global
embargo against Iraq. 

Despite those responses to the cri-
sis of the moment, the issues that have 
the greatest potential for dividing the 
full committee, as well as the full Sen-
ate, are familiar. The Foreign Opera-
tions Subcommittee deferred many
controversial issues, ensuring that the 
Senate will be revisiting some old bat-
ties when it takes up foreign aid. 

By Carrol J. Doherty 

over miitaryaid to El Salvador 

'"  "' . * if a budget agreement is 
constructed. In fact, one 

factor behind the decision 
to delay the full commit
tee markup until the week 
of Oct. 8 was the hope 
that the budget agree
ment between President 
Bush and congressionalleaders - which included 
some $ mi m in 
some $200 million more inoutlays for foreign aid 
would succeed. 

But in lieu of a new, 
higher allocation, the sul
committee chairman, Sen. 
Patrick J. Leahy, D-Vt., 
felt compelled to warn 
members who had amend
ments to offer, "If it costs 
money, you will have to 

C.EL NS identify Specifically whatmarch toward capitalism Sons. Patrick J. Leahy, D-VL, and Tom Harkin, D-lowa, discuss foreign yountifysect ay- and the United States aid appropriations bill during subcommittee markup Oct. 2. you propose to cut to pay
The subcommittee followed the 

lead of the House and placed heavy 
conditions on the $85 million military
assistance program for El Salvador. 
The panel also included $15 million in 
support for the United Nations popu-
lation fund. Both provisions are con-
tentious enough to produce battles on 
the Senate floor, and both could trig-
ger a presidential veto 

One other aspect of the sub-
committee's delibrcrations has re-
mained !inchanged in recent years:
There is not enough money to fulfill 
all the foreign aid wishes of senators. 
In fact, the Foreign Upe;atLons panel 
was given a'n especially low allocation 
for outlays - $574 million b :u the 
House-passed legislation -- when the 
full Appropriations Cornmittee set 
spending limits in July. 

The tight allocation reflected the 
view of Appropriations Committee 
chairman Robert C. Byrd, D-W.Va., 
never a staunch proponent of foreign 
assistance, 

The allocation could be increased 

ensure that there are sufficient out
lays." 

Desert Shield 
At a news briefing before the 

markup, Leahy ruminated over how 
uncomfortable it would be for law
makers to support debt forgiveness for 
Egypt during a time of tight buugets
in this country. "You don't have to be 
a political genius to design the politi
cal spots" a campaign opponent could 
air on television attacking a pro-for
giveness stance, he said. 

Many House members evidently 
saw that possibility as well. As part of 
the supplemental appropriation legis
lation for Desert Shield, the U.S. ac
tion in the Middle East, the House 
voted on Sept. 30 to grant Egypt a 
temporary debt-payment waiver, 
but deferred the broader question of 
debt forgiveness. (Weekly Report, p.
3140) 

But the administration apparently 
has had some success since then in con
vincingsenators that the fateof Egyptian 
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Rethinking the Pakistan Alliance
 
T he scenario sounds familiar an unpredictable military

regime with the capability to deploy nuclear weapons 
in a region torn by ancient disputes over religion and 
culture. 

The country in question is not Iraq but Pakistan. And 
relations with the United States are distinctly different. 
While more than 150,000 U.S. troops have been dis-
patched to the Middle East to contain Iraqi aggression, 
Pakistan has been, in the words of one House member, "a 
good friend and a valued partner" of the United States. 

Nonetheless, the future of the U.S.-Pakistan alliance 
has come into question because of its emerging nuclear 
potential, as well as recent antidemocratic moves by 
Pakistan's military rulers. President Bush has declined to 
certify that Pakistan has refrained from developing nu-
clear weapons, a step that is required for the continuation 
of $500 million a year in U.S. assistance to Islamabad. 

A 1985 amendment to the Foreign Assistance Act, 
sponsored by Sen. Larry Pressler, R-S.D., etate, that aid 
must be cut off automatically unless the president certi-
ies before the start of each fiscal year that Pakistan 
"does not possess a nuclear explosive device." 

In recent years, the Reagan and Buih administrations 
have provided the certification despite serious reserva-
tions about Pakistan's emerging nuclear potential. In 
1989, CIA Director William H. Webster told the Senate 
Governmental Affairs Committee that "clearly, Pakistan 
is engaged in developing a nuclear capability" But such 
concerns were set aside, largely because of Islamabad's 
activities in support of the U.S.-backed Afghan rebels. 

Until this year, that is. With Soviet troops being
withdrawn from Afghanistan, Pakistan's role in that con-
flict became less important. At the same time, experts say 
that Pakistan has developed the ability to launch a nuclear 
strike, despite pledges to slow its weapons program. 

In an interview, Leonard S. Spector, a senior associate 
at the Carnegie Endowment For International Peace, said 
Pakistan is able to deploy 10 to 12 nuclear bombs, proba-
bly by aircraft. "As a result of the crisis this year over 
Kashmir, [territory along the Indian border that is claimed 
by both countries], any restraints that were on the pro-
gram have been removed," he said. 

Short-Term Waiver 
The administration has initiated an intersive lobby. 

ing campaign on Capitol Hill for a temporary waiver of 
the Pressler amendment, even though officials have in-
directly acknowledged Pakistan's nuclear capability. 

Thus far, the idea of a short-term
 
waiver that would allow aid to flow to
 
Pakitan has received a cool response
 
in Congress. Stephen J.Solarz, D-

N.Y., chairman of the House Foreign '
 
Affairs Subcommittee on Asian and
 
Pacific Affairs, told a hearing of his
 
panel Oct. 2, "We cannot continue to
 
warn Pakistan of adverse conse
quences if it takes certain actions A

and then fail to follow through on our Bhutto 
warnings when Pakistan persists in 
taking these actions." 

In the Senate, where the foreign aid appropriations bill 
would be an appropriate vehicle for such a waiver, there 
also has been little support for the proposal. Patrick J. 
Leahy, D-Vt., chairman of the Senate Appropriations
Subcommittee on Foreign Operations, did not include 
language authorizing a vaiver in the bill his subcommittee 
considered, although it might be amended for that purpose, 
either in the full committee or on the Senate floor. 

The administration has asked for the waiver, said one 
official, in order to leave all of its options open at least until 
Pakistan holds elections Oct. 24. Prime Minister Benazir 
Bhutt- was dismissed from office in August, and there is 
wide .,read concern throughout official Washington that 
the caretaker military government could delay the ballot
ing or, even worse, hold sham elections. 

If the military is defeated in free elections, the adminis
tration will try to exert influence on the new government, 
the official said. But if the elections are tainted, he added, 
"it is difficult to see how the aid program can be rescued." 

In recent weeks, the president has become personally 
engaged in the issue, informing Islamabad of his concerns. 
In a letter, Bush reportedly pressed for free elections, a 
commitment by Pakistan to reduce tensions with India 
and a termination of the nuclear program. Islamabad 
responded favorably to the first two matters, according to 
administration and congressional sources, but failed to 
offer assurances on the nuclear issue. 

Yet for Congress, that may prove the most important 
issue of all. Suspicions that Iraq might be in the early stage 
of developing such weapons has increased sensitivity on 
Capitol Hill to the threat of nuclear proliferation. 

"Both the integrity of U.S. law and the credibility of 
our global non-proliferation policy is at take here," Solarz 
said. 

-Can-oi J. Doherty 

President Hosni Mubarak might de- Appropriations Committee that most ferent tack than the House on military
pend on debt relief. According to Leahy, of the opposition lies. assistance for Turkey.
who originally was critical of debt for- When told recently that the presi- The subcommittee earmarked $545 
giveness, "If we were to renege now, I dent was still committed to debt for- million in military aid for Turkey, pri
would not want to be a political giveness, Mickey Edwards of Okla- marily in recognition of that govern
oddsmaker on Mubarak's future." ho,..-. the ranking Republican on the ment's contribution to Operation

Still, the proposal faces a difficult House Appropriations Foreign Opera- Desert Shield. The House had capped
road, even if approved by the Senate. tions Subcommittee, said, "That's military aid for Turkey at $430 mil-
It would then have to survive a confer- fine. I'm still opposed to it." lion. 
ence committee, and it is in the House The subcommittee also took a dif- Because military assistance for 
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Greece has been fixed for several years to restrict aid to the Cristiani govern- FMLN rejects.at a 7.10 ratio with Turkey, aid to ment. The problem with this approach,Athens was increased as well, from a The Dodd-Leahy proposal would according to Democrats like Leahy, isHouse-passed ceiling of $301 million tie military assistance to a U.N.- that it puts the onus on the rebels toto $375 million, drafted plan for settling the conflict in agree to a cease-fire "basically on theThe subcommittee approved an- El Salvador. The $85 million in aid government's terms." And what thatother amendment intended to bolster would depend on three major condi- will mean, said one Democratic source,U.S. policy in the Middle East, lan- tions: "is that the reform of the Salvadoranguage offered by Lautenberg to punish 0 Aid would be cut off completely military, which is a prerequisite fornations for trading with Iraq. If ap- if the president determined that El any real cease-fire, will not takeproved, the measure could require a Salvador's government had rejected place."
cutoff of aid to Jordan, which has con- the peace plan but the country's leftist But Democrats concede that any
tinued to trade with Iraq. guerillas (the FMLN) had accepted it. Republican proposal that incorporatesAlthough Jordan has not always * It would also be eliminated if a cease-fire provision will draw signifibeen a reliable U.S. ally, it is strategi- the president reported that El Salva- cant support. "On initial inspection, itcally located and could yet play an dor's goverament "has failed to con- looks good, because it looks like you'reimportant role in a diplomatic rerolu- duct a thorough and professional" in- voting for peace," said the source.tion of the gulf crisis. vestigation into the murders of sixThe administration, which has Jesuit priests last November. Leahy Other Battleschosen mostly to overlook Jordan's vi. described the progress in the case to Like the Salvadoran aid issue,olations of the Iraq embargo, has not this point as a "fiasco." other controversial issues, such asexpressed its views on the Lautenberg o It would be cut in half if the funding for the U.N. population fund,amendment. But the legislation in- leftists cooperate in peace talks. The are likely to be re.solved on the Senatecludes a provision for a waiver for na- full $85 million would be provided if floor. Leahy chose to include $15 miltional security considerations, the president determined that the lion in support for the agency, evenIsrael was sinrled out for favorable though Deputy Secretary of Staterecognition by the subcommittee. Lawrence S. Eagleburger informedLeahy cited recent estimates that Is- panel members that the president willrael has spent up to $1 billion on in- "If we were to renege now,I veto the foreign aid bill - as he didcreased air patrols because of the would not want to be a last year - if the legislation containsthreat from Iraq. the provision.Partly to defray those costs, the political oddsmaker on The administration, like the Reapanel approved an amendment that Mubarak's future." gan administration before it, opposeswould give the Israeli government aid for the U.N. agency because it supgreater latitude in the expenditure of -- Sen. Patrick J. Leahy, D-Vt. ports family planning programs inapproximately $200 million from the China, Conservatives say the ChineseEconomic Support Fund. The full government coerces women to havecommittee is expected to consider sev- abortions. (Weekly Report, p. 1979)eral other amendments to aid Israel, FMLN has rejected a U.N.-drafted While the subcommittee-passedalthough the assistance is not likely to peace settlement that the government legislation requires that no U.S. fundsinvolve new expenditures. accepts, or if the rebels began a major be used in China, that is not likelyAccording to Leahy, "We are not offensive, to 
go far enough to satisfy the admi'nis.going to open the floodgates for Israel The restrictive language is anath- tration.or anyone else." ema to the White House, which stakes The subcommittee struck a provi

its hopes for a resolution of theEl Salvador con- sion for aid to the non-communistflict on continued support for the rebels in Cambodia, which was passedThe Cold War might be over, but Cristiani government, by the full House in June only afterthe rhetoric and lobbying activity sur- But Republicans held fire on the fierce debate.rounding aid to El Salvador are remi- proposal in the subcommittee and Democratic senators were particuniscent of the ideologically charged could well do so again in the full com- larly divided over aid to the resistancedebates of the mid-1980s, mittee, preferring to take their because of its alleged ties to the mur-Opponents of the aid program feel chances with an amendment of the derous Khmer Rouge. (Weekly Rethat they have their best opportunity Dodd-Leahy proposal on the floor, port, p. 2078)yet to place meaningful restrictions on The Republicans, along with a The situation in Cambodia hasthe program, but supporters of the handful of conservative Democrats changed considerably since the Housegovernment of President Alfredo who back administration policy, are vote. The five permanent members ofCristiani are pulling out all stops to constructing amendments that would the U.N. Security Council approved aprevent that, elaborate on an alternative set of con- framework for a Cambodian peaceA turning point ii,the Senate's ditions floated by Cristiani when he Egreement in August, and the adminconsideration of th( issue rame in Au- visited Washington the week of Sept. istration has begun direct talks withgust, when Christophier J. Dodd, D- 24. (Week/v Report, p. 3143) Vietnam over the Cambodian war.Conn., agreed to back a Leahy plan, The Republican strategy appears (Weekly Report, p. 2839)which is similar in intent to House- to be to tie full funding of the program The administration has arguedpassed language, for restrictions on t:) the government's acce'ptance of a that to cut off aid now would jeopar.fiscal 1991 military aid to El Salvador. U.N.-monitored, but not necessarily dize ongoing diplomatic progress to-Dodd had opposed previous attempts U.N.-drafted, peace plan, which the ward resolving the conflict. 
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FOREIGN AID
 

A Reluctant Congress Passes
 
$15 Billion Assistance Bill
 

Packageis $129 million less than administrationasked; 
amendment increasesamount of 'tiedaid' 

F or a brief period early this year, on the bill and fought hard to alter the 
as it became apparent that the terms of the forgiveness plan, said af-
Soviet bloc was about to fade ter the vote, "If this bill had come up

into memory, foreign aid became pop- any other day than the last day [of the 
ular on Capitol Hill. Lawmakers session), it would have been defeated."
scrambled to support new assistance In the conference, Obey added ian
for the fledgling democracies in East- guage that provides for a six-month 
ern Europe. R , payment moratorium, although the 

But that was before the summer - president also would get the power he 
budget crunch, which renewed the- .sought to forgive the debt. In addition, 
customary skepticism toward spend- "' Obey won approval for a provision
ing abroad the dollars of U.S. taxpay- . , . granting similar presidential authority 
ers. With a conspicuous lack of enthu- to adjust Poland's debt, which he called
siasm, both houses of Congress on Oct. the most important provision in the bill. 
27 approved the conference report ac- It is authority that "I am certain that 
companying the $15.4 billion fiscal A the president will use," said Obey, who
1991 foreign aid appropriations billAg chairs the House Appropriations Sub- r 

(HR 5114). Hosni Mubarak committee on Foreign Operations.
The bill includes Rep. Mickey Edwards, Okla., the$369.7 million in tially less" than the 1985 bill, which senior Republican on Obey's sub

aid for Eastern Eu- allocated $20.9 billion for foreign aid. committee, was also exercised over the 
rope, along with Yetevena20percentreductionoverthe Egyptian debt proposal, especially 
new help for Israel past five years has not been enough for its timing. Speaking justover hours 
and other favored many lawmakers. Miller called this after the budget package was ap
aid recipients. Most year's allocation "a far too modest effort proved, he said it was difficult to jus
lawmakers wel- ,APPRPsIA°IO at spending restraint." tify debt forgiveness "when we have 
comed those provi- 9I1.TIONS The administration may have un- just made a substantial increase in the 
aions. But he over- derestimated the depth of opposition taxes on the American people."
all mood was perhaps best expressed to generosity abroad when it pressed A second controversial provision,
by Rep. Clarence E. Miller, R-Ohio, for an amendment that would forgive requiring the administration to with
who said during the House floor debate Egypt's $6.7 billion military debt. Al- hold half of the $85 million military 
on the bill, "We simply do not have the though the measure was moderated in aid package for El Salvador in fiscal 
resources to devote to other nations to a House-Senate conference, many iaw- 1991, triggered broad Republican op
the extent we have in the past." makers said it accounted for the rela- position. That provision also was soft-

That attitude was reflected in tie tively narrow margin by which the ened in conference but, in Edwards' 
total amount of aid provided in the bill, conference report passed the House vic'-, not nearly enough.
which is $129 million less than the ad- (188-162). (Vote 531, p. 3766) Edwards complained that the mea
ministration request for fiscal 1991,and The Senate cleared the report the sure does not toallow the president
nearly $300 million below the figure same day without a recorded vote. restore aid quickly, should the Salva
approved by the House in June. It also President Bush has argued thrt a doran government make promised re
was demonstrated by the approval of an grant of debt reliel forms. Theis necessary to re- House-Senate conference 
amendment offered by Senate. Appro- ward Egypt's Pre,d,, iiosi, hlubai retained a provision ensuring that 
priations Committee Chairman Robert ak, who has been a t imchpij, of Aral Congress would have final say about 
C. Byrd, D-W.Va., raising the amount support for Operation Desert Shield. resuming the assistance. 
of tied-aid credits - funds that must be the response to Iraq's invasion of Ku- Edwards said there is little incen
spe'nt on U.S. goods and services - wait. But lawmakers, especially in the tive for the government to comply
from $50 million to $300 million. House, strongly objected to forgiving with the conditions included in the 
(House bill, Weekly Report, p. 2077) the debt outright, rather than restruc- bill. "it is a carrot and a stick without 

Rep. Matthew F. McHugh, D-N.Y., turing payment terms. (Weekly Re- a carrot," he said. 
noted that the legislation is "substan- port, p. 3627)

Rep. David R. Obey, D-Wis., who Changing Times 
By Carroll J. Doherty chaired the House-Senate conference While the foreign aid bill represents 
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a concession to budget realities in the ate Appropriations panel, in its re- raeli government, which was con-
United States, it also is an acknowledge- ports on the foreign aid bill, expressed cerned by administration plans to sell 
ment of the changes in the geopolitical "growing alarm at the decline in living $6.7 billion in arms to Saudi Arabia. 
landscape during the past year. standards" throughout the region. With adoption of the provisions to aid

With the passing of the Cold War, Congress also increased funding Israel, critics of the Saudi sale
Congress has grown increasingly dubi- for a number of international health dropped plans to press for a resolution 
ous af the need ror foreign military and welfare programs over the level blocking the transfer. 
grants, aside from those provided to requested by the administration. The Jordan, another nation caught in 
allies in the Middle East. Excluding House and Senate agreed to provide the vortex of events in the Middle
the $3.1 billion specified for Israel and $100 million for the Child Survival East, was not as fortunate. The
Egypt, the bill would cut the adminis- Fund, aimed at helping poverty- House-Senate conference on the bill 
tration request for grants by nearly 25 stricken children in less-developed na- dropped a provision, passed !.., the 
percent. The bill would replace some tions; the administration had asked House, specifying $50 milli,:i, in mili
of the grants with low-interest loans, for $74 million to fund the program. tary financing for the kingdom. How-

Perhaps more important, the legis- Lawmakers provided $250 million ever, $35 million in economic aid for 
lation would reduce by $400 million the in funding for international popula- Jordan was retained. 
administration request for Economic tion control programs, an increase of The Senate Appropriations Cor-
Support Fund (ESF) aid. Such aid has mittee, which opposed all earmarked
been widely used, especially by the Rea- aid for Jordan, said in its report that it 
gan and Bush administrations, to bol- was disturbed by Amman's "un
ster the economies of U.S. military ai- "We simply do willingness to comply fully" with'the 
lies. Aside from the slightly more than not have the U.N.-approved embargo against lrvi. 
$2 billion in ESF funds earmarked for anotherIn action taken in re-Israel and Egypt, the State Department resources to -. ' sponse to the gulf crisis, lawmakers
would have only about $1 billion to devote to other waived a ban on sales of Stinger nis
spread among other countries. siles to Qatar, a small, independent

"IL's clear that ESF has been hit nations to the state that borders Saudi Arabia. 
the hardest," said one administration extent we have Congress also dealt with the pain
official, ful issue of Americans trapped in Ku-

The official said that a current in the past." wait and Iraq, as well as those held 
prohibition on aid to Pakistan could hostage for several years in Lebanon.
work to the advantage of other ESF -Rep. Clarence E. Miller, R-Ohio The legislation sets aside $10 million 
recipients, who otherwise might face a to provide health insurance benefits to 
reduction. The administration had re- the hostages and their families. The
quested $210 million in ESF aid for more than 25 percent over the admin- detainees also could receive a salary
Pakistan, along with $228 million in istration request. from the government, at an annual 
military grants, but assistance to that They also targeted $52 million to rate of up to $32,000, for the period of 
country has been suspended because control the spread of AIDS in the their captivity.
of its emerging nuclear capability, developing world, an increase of The bill wraps several proposed
(Weekly Report, p. 3238) nearly $14 million over the adminis- anti-Iraq amendments into an "Iraq

Demonstrating the zero-sum nature tration figure. Sanctions Act of 1990," which grants
of foreign aid this year, the official the president the authority to cut off 
added that ESF aid for countries such Desert Shield Response trade with '-ations not complying with 
as Nicaragua could be jeopardized if the Debt forgiveness for Egypt almost the global embargo against Baghdad.
administration certifies that Pakistan is carried the foreign aid bill to defeat, Yet the most provocative aspect of
again eligible for assistance. but there was little opposition to sev- the act might be a provision that, for 

Having taken money from secu- eral amendments aimed at bolstering the first time, specifically requires the
rity-related accounts such as ESF, Israel's military capability in response )resident to "consult with Congress"
Congress redirected the money toward to heightened tensions in the Middle on developments in the gulf crisis. The 
a variety of purposes. The $369.7 mil- East. measure fails to define what consti
lion in assistance for Eastern Europe 
 As they have for several years, the tutes consultation, however. 
represents a compromise between the two countries dominate foreign aid 
House- and Senate-passed figures and spending: The legislation specifies Other Issues 
a $1.10 million increase over the ad- $2.15 billion in military and security- As Obey noted, the House-Senate
ministration's original request. The related assistance for Egypt, and $3 conference empowers the president to
$70 million request for a U.S. con- billion for Israel. write down Poland's $2.85 billion offi
tribution for the European )evelop- Israel also will benefit from other cial debt. In their explanatory state
ment Bank, which provides loans for provisions, including new authoriza. ment, the con ferees said theY provided
Eastern European countries, also was tion for the president to tran-fer up to authority for the president to recog
fully funded. $70) million of defense supplies to the ni-e the "uncollecti hi lit v'' ol the debt. 

Lawmakers substantially increased country and to I)re-position another The legislation also extends the au
the assistance earmarked for Sub-Sa- $300 million worth of U.S. defense thority of the Export-Import Bank and 
haran Africa. The bill includes $800 stockpiles in Israel. the Overseas Private Investment ('Cor
million for the Development Fund for Congressional sources acknowledge poration to operate in Eastern Euro pe.
Africa, more than $230 million above that the amendments also were moti- But Congress stopped short of pro
the administration's request. The Sen- vated by a desire to reassure the Is- viding aid to provinces within the So-
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Foreign Aid Appropations... 
T he chart shows major programs requested by Presi- Figures in parentheses show program limitations that 

dent Bush, the amounts approved by the House and do not count as new budget authority. The figures for 
by the Senate and the final amounts of budget authority individual development banks include only paid-in capi
in the fiscal 1991 foreign aid appropriations bill (HR tal and direct contributions. Figures, in thousands of 
5114). dollars, may not add due to rounding. 

Program 

Inter-American Development Bank 
Inter-American Investment Corporation 
World Bank 
International Development Association 
International Finance Corporation
Enhanced Structural Adjustment Facility 
(International Monetary Fund) 


Asian Development Fund 

African Development Fund 

African Development Bank 

European Development Bank 

Total callable capital
 
for development banks 

International organizations and programs
International Fund 
for Agricultural Development

Montreal Protocol Facilitation Funds 
(Aid to Reduce Ozone Depletion) 

Subtotal, multilateral aid 

Agriculture aid 

Population aid 

Health aid 

AIDS prevention 

Child Survival Fund 

Education, human resources aid 

Private sector, energy
 
selected development aid 


Science and technolouy aid 

Private sector revolving fund,
 
limitation on guaranteed loans 

Reappropriation authority
Section 557 (reallocation of development 
assistance to other accounts) 

Sub-Saharan Africa development aid 
American Schools and Hospitals Abroad 
International disaster aid 
Foreign service retirement 
and disability fund 

Agency for International Development (AID) 
operating expenses
AID inspector general 

viet Union that have proclaimed inde-
pendence from Moscow. The confer-
ence rejected a Senate amendment 
that would have provided $10 million 
in medical aid and humanitarian assis-
tance to Latvia, Lithuania and Esto-
nia. 

The bill also attempts to prod fur-

Bush House 
Request Bill 

$ 78,299 $78,299 
25,500 13,000 

110,592 50,001 
1,064,150 1,064,150 

40,331 40,331 

10,602 10,602 
301,809 243,900 
105,452 105,452 

10,136 10,136 
70,021 70,021 

(5,433,457) (4,153,540)
218,750 248,750 

6,250 20,000 

0 0 
2,041,891 1,954,640 

424,520 481,635 
193,191 250,000 
115,465 135,000 
38,200 52,000 
74,538 100,000 

134,201 134,201 

144,223 152,223 
8,662 8,624 

(125,000) (12,500) 
23,000 23,000 

0 0 
560,500 800,000 
23,000 23,000 
40,000 40,000 

40,341 40,341 

447,794 435,000 
33,884 31,384 

ther changes in U.S. policy in Southeast 
Asia. The administration revised its 
policy toward Cambodia in July, au-
thorizing the first direct talks with the 
Vietnam-backed government in Phnom 
Penh. Congress approved $20 million in 
aid for Cambodia and pressed the ad-
ministration to lift the trade embargo 

Senate Final 
Bill Bill 

$78,299 $78,299 
0 13,000 

110,592 110,592 
1,064,150 1,064.150 

40,331 40,331 

10,602 10,602 
187.882 126,854 
105,452 105,452 
10,136 10,136 
56,820 70,021 

(5,433,457) (5,433,457) 
254,730 254,730 

30,000 30,000 

10,000 10,000 
1,958,994 1,924,166 

481.635 481,635 
250,000 250,000 
135,000 135,000 
52,000 52,000 

100,000 100,000 
134,201 134.201 

152,223 152,223 
8,624 8,624 

(62,500) (57,000)
23,000 23,000 

-70,500 -40,000 
800,000 800,000 
35,000 29,000 
40,000 40,000 

40,341 40,341 

435,000 435,000 
33,884 33,884 

on that country's government. 
Reflecting congressional skepti

cism over the administration's pros
ecution of the international war on 
drugs, lawmakers reduced a request 
for $141 million in military aid for 
three Andean countries to $118 mil
lion. In a direct slap at the State De
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Senate Final 
Bill Bill 

13,000 13:M0 
25,000 25,000 

186.000 186,000 
150,000 150,000 
485.648 485,648 
35,000 35,000 
12,026 12,026 

3,141,000 3,141.000 
14,000 14,000 

0 0 

0 -30,000 
0 20,000 

160,000 160,000 
320,000 369,675 

0 0 
48,000 4,000 

7,241,082 7,304,757 

27,920 27,920 

4,664,347 4,232,000 
0 403,500 

45,000 45,000 
47,196 47,196 

587,061 587,061 

(350,000) (350,000) 
32,800 32,800 

$ 5,404,325 $ 5,375,478 

(150,000) (100,000) 

(290,000) (290,000) 
750,000 750,000 

(11,522,235) (11,522,235) 
35,000 35,000 

-52,000 -852,000 
382,639 382,639 
569,000 569,000 
44,000 44,000 
(10,000) (10,000) 

0 0 
-143,639 -143,639 

S 15,389,411 $ 15,389,401 

resolving the centuries-old problems
of Northern Ireland logically rests 
with Great Britain and Ireland. In 
their explanatory statement, the con
ferees said "disagreement continues" 
between the House and Senate over 
future U.S. contributions to the 
fund. 2 
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Program 

African Development Foundation 

Inter-American Foundation 

Peace Corps 

International narcotics control 

Migration and refugee aid 

Emergency migration aid 

Anti-terrorism aid 

Economic Support Fund (ESF) 

ESF reappropriation authority 
ESF rescission 
ESF transfer to Multilateral 
Assistance initiative (MAI) for Philippines 

International Fund for Ireland 
Multilateral assistance initiative 
(Philippines) 

Other Special Assistance (Eastern Europe) 
Development Policy Reform 
Housing Guaranty Program, reserve 

Subtotal, bilateral aId 

Military aid operating expenses 
Foreign Military Financing (FMF) 
program grants 
FMF concessional loans 
FMF deobligation-reobligaon authority 

International Military Education and Training 
Guarantee Reserve Fund 
Special defense acquisition fund 
(limitation on obligations) 


Peacekeeping operations 


Subtotal, bilateral military aid 

Housing Guaranty Program, limitation 
Overseas Private Investment Corporation
(loan limitations) 

Export-import Bank direct loais 
Export-Import Bank total limitations 
Trade and development 
Central fiscal operations 
Guarantee reserve fund 
Interest payments, foreign military aid 
Polish debt restructuring 
Benefits for U.S. hostages In Middle East 
General reduction 
Reconciliation agreement adjustment 

GRAND TOTAL 

partment's Bureau of International 
Narcotics, Congress restricted funding
for the agency until it provides a re-
port detailing steps being taken to cor-
rect its "management deficiencies." 

Despite opposition from the ad-
ministration, and many in the Senate, 

Bush 
Request 

11,500 
16,941 

181.061 
150,000 
450,648 

25,000 
12,026 

3,544,000 
14,000 

0 

0 
0 

200,000 
229,979 

75,000 

7,259,674 

28,000 

4,988,900 
0 
0 

50,500 
587,061 

(325,000) 
32,800 

$ 5,687,261 

(100,000) 

(208,000) 
500,000 

(11,236,235) 
30,000 

0 
0 
0 
0 
0 
0 
0 

$15,518,827 

House 
Bill 

13,000 
25,000 

186,000 
150,000 
485,648 
35,000 
12,026 

3,460,000 
14,000 

0 

0 
20,000 

160,000 
410,675 

0 

7,733,757 

27,920 

4,202,000 
405,000 

0 
47,196 

587,061 

(278,796) 
32,8Q0 

$ 5,301,978 

(150,000) 

(290,000) 
750,000 

(11,522,235) 
35,000 

0 
0 
0 
0 
0 

-1I8,282 
0 

S 15,637,093 

passed amendment providing $20 mil-
lion for the International Fund for Ire-
land. The fund was established in 
1986 to promote economic develop. 
ment in Northern Ireland and nearby 
parts of the Republic of Ireland. 

Opponents to the contribution as-
the legislation includes a House- sert that the primary responsibility for 
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Tied Aid
 

In debate on appropriations for foreign assistance for Fiscal Year 1991,
 
Senator Robert Byrd (Democrat of West Virg;la) Introduced an amendment on
 
behalf of himself and a number of colleagues on the subject of tied aid.
 
Excerpts from his remarks, made October 22 on the Senate floor, follow. Tho
 
legislation enacted specifies that up to $300 million may be provided for tied
 
aid credits from economic support funds; bilateral development assistance
 
programs, Including the Development Fund for Africa, are excluded.
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of the ES lss.i A I say. I stilpoLry, but at least a begin In our 
effort to make our fori.naidLmOr 

erfns moremaerejevant to intern-

tianal eonomic health ad colpe-


iteesso urha JAmrie's pror es 
inthe arid are Am their chJ'-

i the world anW 
WW !erwQucely. I ba eue tbn 
ovem~helmh, fore aom dr ATie-
fashioning of ou- internatlonal e-
nomki poldes should be the need to 
ImVrove our etaoDoric ompetitive-
nes. out trade balance, and our 
budget problems

A whkh benern the American 
e cxoa, WA istied to U.. businm 
Td commTkAl inttez should make 
up a larger and largershare of our aid-
giving program. This is not ony be-
cae ohr major donrs erge In 
ts pracuoe, but bocraume I believe thIA 
kind of aid wil be of greaes IStMIty to 
those contrieM but nime imp .'tantlY. 
to or corinty. 
Bouch tied a&d I bope, wfldevelop I 

robust American businesa and com-
mrer-caJ preoserce In nation. Sch A i 
Easiern Europe. that desperately ned 
massive infusions of captaJ, cOmimer-
el expertise. tevhnology, and Ior-

t eatko 
I hamec to btleve that the for. 

elsmcz-lppd by the States 
are c~rippleW by the tionAPeclW

CIkeDt& whow rweds hae not been ex.
amined and In relationship to the 
overall dze of a limited foreigin aid pie.
and by our falwre to address the 
changin needs of the United ates 
ILtelL. Such an anaysis is ba,ty over* 
due, and muAt be utlessly made-
without the overlay of Ehoaosm, 

The two aru utdch need urgeut 
work are In the cntry.by-comtrY 
dlstribution of &id, and in the funds
men-sure of the aid bei give=
ohe
 

Perhaps ow sngle mat ImportAnt 
conpt~s m oreign
to 
aid programs more relevant to our on 
oeafnercilai eonomic health is to 
fd entzay change the philosophy 
uoderpin.t
nng the Ways and condilons 
by shlch U.-S. dollars are transferred 

A our aid prozram. They ahould bv 
tied to long.term US. str-aJ.egk, and 

economic InteZIL If 
these ora are to rean 
cum o( populiulty and relevanoe In the 
American Poltical system 

If a isru l program is to be puInto place In Eastern Europe for In-stan.e, then ilhe U. tAxpayers should 
be convinced th-t they are going 0 
get a fair and deserved reurn on LSteir 
nnvetmet. Nationai saerty and 
International tnaluece today need tA) responsive nation, and we have used 
be gauged in terms of economic lever, our foreign aid programs to rebuildand prowcs a3 never before. A war-ravaged countries across the globebrief compar son of how we ma "' for half a century. In a new worldforeign aid uIth that of our key cOm where there are many other economi. 
etltrs highltghta the fundanmLtl cally wealthy donors who Practice aid

probiLm. Tied aid and tied-sid receit.. givi'g as another form of wealth cre
ar a prnmary nk-t-inisrn that WeM. ation, It would be running against a
Germa.ny---or Germany nOw-Pr*W', long tradition In the United States to 
and Japan use a.s a wedge for economic simply ape mercantilist practices.
Influence around the word. FPr Exam But we have also learned that last
pie, frum 1M Gto 1957. ZM OS Weo Ing progress results from the long 

DoSt lIA. Or apecWlal ItrA piead"', recent report by the Center for Strate-
In short, we need to pursue f1ij wgd gie and International Studies to be be
foremnst, the Ihterefst of the United tween $2.4 and $4.8 billion of anual 
S1ates, to urtiher our goals In a rapid* losses to Amerca exports. 

changing world. and enhance U-S. 

Mr. President. last May, the L s
tration proposed a more aggressive 
program to promote US. exports, and 
announced an initiative to tie aid 
through our aid and export promotion 
programs. It proposed that $100 mil
lion of AD I. nds and $400 million of 
Export-mport Bank funds be dedicat
ed to a new initiative of tied aid. Such 
a program would not be possible with 
the cap that is now in the bill. 

It is still little enough, but it is 
better than nothing, and It would at 
least be start in Implementing re

inat rea hic tink refcrms in this area which I think are 
badly overdue. 

CONCLUSION

America hs always been a generous. 

countries spent 70 percent of their Lid 
on capital-ntensive projects to create 
large markets for capital goods ex-
ports from the home country.

During the same years, the United 
States dedicated a mere 9 percent of 
its assistance to such projects. Tied aid 
islocking In markets for our economic 
ompetitors. Their foreign aid does 

give valuable assistance to recipients.
but It is also a motor to expand lnflu-
ence and penetrate and create new 
markets in the recipient countries. Be-
tween 1984-87, over 90 percent oi U.S.aid was in the form of direct cash 
grants, no strings attached, no '.nflu-
ence affected. no lasting econonic re-
latlonship generate&

Our aid programs have focused on 

bance of payments t pport ad 
rt basic needs to h, poorest

people. The adverse impact Of these 
practicbe on the U.S, trade position 
ihbeen substantial, estmated in a 

process of capital creation, and If we 
are hopeful of lmplantLkg democratic 
free market systems in the desperate
economies and societies being evacuat
ed by the Soviet Union, then funds
mental restructuring of our priorities
and our mechanisms is overdue. 

In other words, Mr. President, we 
cannot keep on as we are in the 1990's 
pursuing a 1950's foreign policy. Sue
ceu in the kind of reform that I have 
been discussing would breathe new 
Populatrity and political support for 
foreign aid, help our own economy, be 

a win-win game for donor and recipi.ent alike, and probably cause an in. 
Ct'Me In the popular support of our 
foreign as-',tance programs. 

economic competitivene.s As an Late
part of our AationsI aecurity. 

(Congressional Record, Vol. 136, No. 145, !P. 16346-7).
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Commerchly-motivated tied aid 

Time to discipline
 
a costly trade practice
 

By John Macomber 
ith dramatic de 
market reforms 
sweeping central 

Europe and many other parts
of the world. Itia time to take 
a fresh look at an ever more 
coutly trade prstice - the usa 
of fled aid or mixed credits 

These are mituren o com 
Inercial credits and govern. 

nisn-upponed "aol" lotns or 
granta All member nations 01 
the Orgutlsauon for Econom: 

ment Implemented In 19M 
rll the minimum Front alet 
mentfrom2lpercenttoasper 
cent for most developing coun 
tried.end to :Jrercent for the
leastdevelo countries At 
the minetime. the calc latoo 
cf the pan element %amore 
closely tinked to each donor 
country's domestic interest 
rates Britain has felt the 
effects 01 this increase sOee 
tied aid accounts for an mui. 

Co-operation and Developmnent mated 70 per cent of the oint.
would gain from a cooperative 
eort to reduce thia trsded.a-
torting and euptnaive practdce 
A reduction In tied aidwould 
greatly reduce trade costs 
something all Industrl noun 
tries woud appreciate as they
face tighter budgets

The United States support# 
the useof aidfor humansrtan 
ad developmant pur'.e. bu 

Recipient country 

funds are diverted 
from basic needs to 
capital-intensive 
pojects that may be 
lower in priority 

not for purely proeil-orientad 
Ultal pro)ec't that coud be 
commercially financed 

Ivet'vone loae to commer-
cialty-moUvated tied aid The 
buyer's price 1 doing busilneds Agency for Intieristonatl 
o.e~uphecau procuren@t 

accordingto avail 
able credit rather than on the 
bats o1 the best pre andtech 
DIlu y Recipient country
nds ae diverted from heil 

human needsand appropnate
development peolet s to soptis
ticated. capitatl intensive pro-
Jects that may be faz lower in 
national priority

Inemcent suppliers am pr, 
tlcted. reducing the gobal
competitivenes of the donor 
country And although export-
r appear to win In the ahort 

term. the taxpayers in the 
exporting country pay the cs 
Ofgovernment support for Coo. 
o ionary trade fircing 

Moreover, tied aid baal 
become increasingly cosIIy 
becau-v (if Itl :i.,.iivr grant 
levels requirad in mixed crod. 
U under the Or.CD arrngw
moral. Itwaloe to the arcWual 

try'. bllatersl aid budget. 
Countries that do not use 

mixedcredits in certain target 
markets are als on the loi 
end a lng as commerctally. 
motivatr: tied ad exists 
American eaporters lose an 
setuated 94bn M2.nbn) a year
L export revenues to tied ald 
dealsbbyforeljn =os ,tllor,
the. 01 tO aciPc 
boxin 

With trade driving ecostokT 
growth. American economic 

US focuspol, mustdnelvenesssarply onatbroad. Asl 
, r. llth n 
and Co n arse iuin more 

os in ti, tare 0o 
govrnment-backed exports 

Export Import Banko the 
United States. America'@ 
aport credit agency, has at it 
disposal a "war chet that hi. 
grown from filim in fiscal 
Hil The fund ta being used In 
co-operation with the US 

Development (AID) to launch a 
IhOtm joint progranmmeOfer. 
ig mixed credits In four mar. 
kets where they are moat 
aggresvively used by our com. 
peutors for commercal advan 
tale Indonesia. the Philip-
pines. Thailand and Pakisan 

Enimbank and AID are 
establlshing protocols tn thesm 
four countries, each eupporettg
Sliin in US enportu The fund. 
Inlg will combine Eoimhank 
and AID grant money with 

Exurbank guarantees o coai. 
merclil financing The pro-
p amme will finance proects 
in sectore heavily targeted by
Japan and western European 
countries telecommunicAtions, 
tranuportaliltn. power and con 
sitnuitln equipme All o the 

it iwlsill III-t Aricl ec.. 
nomicand technical criteria. 

be o high development prior
ity In the recipient count-

tries and benefit both pu'.
i. and private redore. 

We anticipate operating the 
tid aid programme even moe 
algresively this year, given 
our beeled-up Elnbark 131 
budget with the war Chea 
ircreasd by nearly half Con. 
easshas approved a sharp 

increase in AID funding 
authority forti aid piroe"
with Exmbank - how 5m 
tasl year to Lwr0mtn flacal 
19t This stretches our US 
government grant capacity kr 
mixed credits to as much le 
6500m which could be lever. 
aged with Etu'bank guAr. 
tee 01commercul financing to 
eupport 1.3n to US exportl.
The lmportanco0 thLjoInt l t. 
tLaiBvelies t just in dollar 
taport fTurs , however. but 
eleo t the admlinistratione 
resolv, to fight fir, with fire. 

Thee US willl pres
for greater discipline 
on tied aid. We will 
be watching bow our 
trade partners react 
to our initiatives 

and to tim - if not end - this 
eupenive pac

Backed by t mulcd. the 
United States will press for 
greater discipLiu In the use of 
ted aid 'y other countriea. We 
will be watching how our trad. 
togpartners react to our ined 
credit initiatives We hope to 
find a solution through the 
negotiating procesa in the 
OECD talka which reisume nwit 
week However. should the 
*elks not produce retaels. we 
wl expand our tied aid sesai. 
ties. 

It is to everyos' benefft to 
del quickly with this trade. 
distorting p:actice Commer. 
ctallymotivted tined cdlit 
ultimately hurt everyone 
buyers, recipient and exporting 
countries. all traders It bo. 
tages the trade llberaluation 
tmnd sweeping the developing 
world, at a time when trade il 
driving world e:onomic 
growth For thee reasons., the 
issue will remin a top priority 
01the USgovernment
Tha aohor i caumsm qfW' I 

S Erpon impeset ank. 



Food Note
 
FARM BILL 1990: 

. COM]TT US."NS,;'t :. 
Sco 	 JTTs ."FINISH,~
-WORK 	 ON" WEW FOO . 
,AThORIZAJON" BLL '1.O'" 

. , i.....
By Charles SykesProgramSye 

The Senate and House AgnculturaJ
Committees and the HouSe Foreign
Affairs Committees have finished their
revisions oft Oub Law 480. There are 
a number of significant substantive and 
structural Changes in P.L 480 contained 
in theCommees' billS: 

-The current Fo d for Peace [P.L 480] 
POLICY STATEMENT is revised to 
focus on the enhancement of FOOD 
SECURrTY inthe deeoigworld.EUR meanY V- developingo rl .That means that feagn policy, trade ex-
)ansion, economic development and 
01 Other purposes must first serve to 
)rmote food security. 

*Tite I COncs.ionaw credit sales 
Idds a new Title I grant prograM, 
eauthonzes the Tide Iidonatjon'; 
Food For Freedom "nd Creates a new in 
itle III. For each of these programs,
pecific authority and responsibility is 

='led Note/p.1 

given to a single agfcy of goyer.
ment, although other agencies maybe Consulted in the decision-makingrcs.Ti hnerfet dt 
Process. This change roflecz widely,expressed concerns that the present 
interagency system known as the
D.C.C. 	has infused the Food for Peace 

wt bureaucrat ini ng,lengthy delays and muddled "ilSof 
authority. Instances of D.C.C, delaysare numerous. NGOs, agricuftural
exporters and many food aid officias 
have complained about th- bureau-
cratic nature of the Intera;peny proc.
oSS. p

*The Department of Agriur wil 
manage the lve IconcessioraJ credit 
sales program which will be directed 
at developing countries that have 
market developmen t . Theonttpi 
maktdvlTmnhoetil Ihloans have a 10 to 20 year repaymentpeniod and a maximum irfierest rate of 
4%. The loan repayment may be
made in DOLLARS or LOC.AL CUR-
RENCY, at the discretion of f 
Secretary of Agricultre. SELF-HELP 
REQUIREMENTS are deleted from 
the Loan Program theyfromushave 
bsclyteniefciebasrmal in lc ea e E T"TIc 	 see 

FORGIVENESS proeram for Countries 
that are least developed or who havp 
a high per capita debt and an IMF. 
World Bank or other Economic Policy
Reform program in place. 

"There is a new Trtle I Grat Pro-gram to be administered by AID to 
promote economic development, 
Specificaly targeted torward th"

Countries tia! are too debt burdened 

to take on more P.L 480 loans, but are 

not in such desperale Straits that they
need T'le IIrelief aid. Inorder to be 
eligible for grant ad, countries mustbe truly poor and have a, Identified 
food defit. 

•Tite 11remains much the same as 
current law. AID Contnues as te 
oversight agency, working with 
CoOperabng sponsors, i.e., NGOs. 
The legislation sets minimum 

Food Notes/p.2 

tonnages that must be made avail

ableforT'tel1. Wthinthatminimumis 
asu~bminimum tha Must be distributecby NGOS. The minimums arno Sub.. 
minimums are Slightly higher than incurrent law inorder to meet nctaasjn 
f needs in the world,

The legislation allows NGOs to
 
monetize 10% Of the commodniies
they receive to assis them in Me loca 
=t of distribution and tran :rctationand other purposes.

A new Title IIprovision requires th 
$10 to 13.5 million be made avaiLab:e 
t NG~s annuanl to them in 

a nl t o t nsport
ton and distribuon coss, partculatr y
for Sub-Saharan African pr grams

where 3uCh cos are inordinaely

heh. 

hgh.
 
e legislation aLso has asection
to address the NGOs' desire to haveclearer and more specific administra.
 

tion of Trte IIby AID. Tntle IIwgl havc
 
a " f Fod AID dise 11oup"
 
a new "Food Aid Advisoryeroup"

Composed of NGO refleseil
stives 
NOds a rula , and oTci chanel 
inwhich to dscuss T'te IIp:X nerS.. 

6he AD A mnsrtrwl h h 
'Title IlI-Food for Freedom pro

ides $50 million in agr cural 
commodities to -emerging democra
¢ies that have taken steps to int-o
duce represontative government anc 
free market economies,""Multi-year programming is re
quired of all programs to limit unnec
essary bureaucratic intervention.

'The legislatbn requires that food
 
be distributed in a non.-disc'nirmiaor
 

way and prohibits military forces frorr 
dlstribung food unless there are no 
other means of trarsportatonavailable. 



DEFENSE A FOREIGN POLICY 

SUPERPOWER RELATIONS 

Therewas no attempt to gloss overotration 

Bush Lifts Soviet Credit Ban
 
To Ease Food Shortage
 

U.S.S.R. can buy $1 bilhon in U.S. agriculturalgoods;
 
Februarysummit on START also announced
 

the crisis in the Soviet Union 
when President Bush appeared 

with Soviet Foreign Minister Eduard A. 
Shevardnadze in the Rose Garden of 
the White House cvn Dec. 12. 

Bush said the U.S.S.R. "is facing 
tough times, difficult times." Shevard-
nadze acknowledged that "there is a 
certain instability in the Soviet Union, 
and we are worried about that, that's a 
fact." 

Those hard realities led Bush to 
take a significant step toward normal-
izing economic relations with the So-
viet Union. He suspended a 15-year-
old ban on extending commercial 
credits to the Soviets, enabling them 
to buy up to $1 billion worth of U.S. 
agricultural goods. 

The trade break for the hard-
pressed Soviet economy was the most 
tangible reward from the visit to Wash-
ington by the Soviet foreign minister, 
But Bush also announced plans for a 
sumniit with Soviet President Mikhail 
S. Gorbachev in Moscow on Feb. 11-13, 
anticipatingthesigningthenofastrate-
gic arms reduction treaty. 

MembersofCongressweregenerally 
supportive of the new administration 
overtures, although some s.,w the offer 
of agricultural credits as long overdue, 

Bush said he was acting now "to 
help the Soviet Union stay the course 
of democratization and to undertake 
market reforms." 

Secretary of Commarce Robert A. 
Mosbacher, appearing on ABC's 
"Good Morning America" on Dec. 13, 
stated flatly: "This administration 
doesn't want to take the chance of 
having people starve in the Soviet 
Union when we can be helpful. And it 
is real help." 

In addition to providing agricultural 
credits, Bush approved sending tech-
nical experts to the Soviet Union to help 
improve the country's troubled food 

By Carroll J. Doherty 

DoNW 5WV44ENN 

distribution network. The administra-
tion will also financially aid private 
groups sending medical equipment and 
pharmaceutical supplies to Moscow. 

Addressing long-term economic 
needs as well, Bush announced that he 
will ask the International Monetary 
Fund (IMF) and the World Bank to 
grant the Soviet Union "special associ-
ation," a step that he said will pro-
mote "fundamental economic reform" 
in the country. 

The busy day of diplomatic activ-
ity did not end there: Shevardnadze 
arid Baker took the unusual step of 
holding simultaneous talks with prox-
ies from each side in the Angolan civil 
war. 

The Soviet foreign minister then 
sat down with another former adver-
sary - Prime Minister Yitzhak 
Shamir of Israel - as their two na-
tions inched closer to establishing full 
diplomatic relations. 

Most analysts of Soviet affairs 
viewed the president's offer of credits as 
further evidence of the administration's 
coramitment to buttress Gorbachev's 
increasingly shaky leadership. 

The U.S. eagerness to help has 
doubtless been bolstered by Soviet 
backing for the U.S. military buildup 
in the Persian Gulf, although adminis-

officials explicitly denied that 

credits were offered as a pay'ack for 
the support. 

The U.S. commitment may be se
verely tested during the next few 
months, particularly if Gorbachev 
takes a hard line toward the rising tide 
of domestic dissent. 

Secretary of State James A. Baker 
III reportedly expressed concern to 
Shevardnadze that Gorbachev may 
use tough tactcs. Baker warned that 
closer ties could be jeopardized by a 
crackdown, officials said. 

According to Michael Mandel
baum of the Council for Foreign Rela
tions, "If a Soviet crackdown on the 
pro-democracy movement results in a 
Tiananmen Square situation, the ad
ministration will have some hard deci
sions to make on supporting 
Gorbachev." 

Congress Supportive 
Key Republicans, including Senate 

Minority Leader Bob Dole, R-Kan., 
had joined with Democrats in urging 
the administration to lift the 1974 
Jackson-Va4ik amendment, which 
prohibits the extension of credits to 
the Soviet Union. Weekly Report, p. 
4086) 

Bush waived the law, originally 
aimed at pressuring communist na
tions to allow free emigration of their 
citizens, until June 1991. The presi
dent praised the Gorbachev govern
ment for its "generally excellent [emi
gration] practices of the past year." 

Despite the waiver - which also 
qualifies the Soviets to receive up to 
$300 million in credits from the Ex
port-Import Bank - the White House 
has no plans to send to Capitol Hill 
the U.S.-Soviet trade agreement that 
Bush and Gorbachev signed at their 
summit in Washington last June. 

Administration officials said the 
agreement, which accords most-fa
vored-nation (MFN) trading status to 
the Soviets, would not be submitted 
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until the new emigration practices are 0 U.S. negotiators are resisting So
codified. Bush had previously insisted .. U viet demands to inspect the B-2
that he would not grant agricultural "stealth bomber to verify claims that
credits until such a lpw was enacted. .the plane is not equipped to carry

The Soviet foreign minister said, "I long-range cruise missles.have no doubt that very soon there will -' , " Although the two sides agree that
be a final vote and that legislation will each may observe the other's producbecome law." tion of mobile intercontinental mis-

House Majority Leader Richard A. - siles, there is a dispute over which ofGephardt, D-Mo., whose call for direct several plants should be the moniaid to the Soviet Union was ridiculed by : tored site.

the administration nine months ago, 
 *The two aides also differ over howsaid he "commended the president's much data from missi'e test flightsaction in extending the credits. each must make available to the other. 

"Today I say to the administra- . 
tion: well done," Gephardt added. - Regional Issues

Some lawmakers charged that the \. Included in Shevardnadze's fulladministration moved too cautiously, \ '. Washington schedule were visits withby not extending enough food credits, THEASSO1ATEODPMSSsome old enemies that provided still as well as too late. Dole, a tireless ad- A Soviet woman reaches for butler on the more evidence of the passing of the 
vocate for farmers, wrote the presi- nearly empty shelves of a Moscow store. Cold War.
dent hours before the Rose Garden The Soviet official had an amica
ceremony, urging $3 billion in credits. buddies than foreign ministers, they ble, 90-minute meeting with Shamir,

Following the announcement, Dole literally laughed off efforts by report- and, although the two governmentsissued a statement saying, "Let's just ers to inquire about the technical dis- did not establish normal diplomatic
hope that this is the beginning," add- agreements. relations - as some had anticipated
ing that he "would like to see addi- "I'm sure you're quite familiar - they took steps in that direction.
tional credits, substantial enough to with the perimeter-portal monitoring In fact, Shamir indicated that hehave a market impact." concept," Baker teased. "It's those had no objections to the U.S. lifting of

More substantive criticism came kind of issues that we're still strug- the prohibition on credits to the Sofrom conservatives who, along with a gling with, and we still have quite a viet Union. "I have stated it very
skeptical Democ:at, lew Je:sey Sen. few of those to deal with." clearly that we think this Jackson-
Bill Bradley, worry that the United The ccmplicated treaty, which has Vanik amendment could be dispensed
States may be moving too quickly ,o been "he subject of negotiations for with now for a year or more because ofassist its old rival, eight years, would slash U.S. and So- the Soviet's very liberal policy related

Calling the economic aid "ill-ad- viet arsenals of long-range nuclear to the emigration of Jewish people,"vised," Bradley said, "We should all weapons by almost one-third, the prime minister said Dec. 12.
be concerned that our actions will Although there has been broad (Shamir visit, p. 4146)strengthen the forces in the Soviet agreement over the basic elements of Following his meeting with Sha-
Union that are opposed to the free the pact for months, several complex mir, Shevardnadze said, "We are movmarket." and relatively technical issues remain ing toward (relatiors]. A process is

He was especially troubled by re- unsettled. evolving in normal fashion."ports that the KGB, the Soviet secret As a result, Bush's announcement Shevardnadze also met with a man
police and intelligence agency, would marked an apparent departure from who, during the 1980s, embodied thebe overseeing the distribution of for- the administration's previous insis- Reagan administration's commitment

eign assistance 
 and that the Soviet tence that it would not schedule an- to challenge Soviet expansionism in 
military had denied a request from the other Bush-Gorbachev meeting until the Third World. The Soviet foi. :gn
mayor of Leningrad to elease food the treaty's terms were nailed down. minister's discussions with Jonasstocks. While Baker was belittling the jar- Savimbi, leader of U.S.-backed rebels

"At the least," said Bradley,. "we gon that makes up the nuts and bolts in Angola, were part of a new U.S.
should insist that the Soviet military of arms control a,-,ements, other ad- Soviet effort to 'esolve the country's
do as much to feed the Soviet Union ministration officials expressed anxi- 15-year-old civil as the U.S. or the Germans." ety over the unresolved issues. While Shevaranadze met with 

"Things can always come up," said Savimbi, Baker talked with ForeignSTART Prog-ess one. "The assumption is we have Minister Pedro de Castro van DunemThe decision to schedule a Febru- made progress and are very hopeful of Soviet-backed Angola. The two
ary summit in Moscow also may have we will have a treaty to sign There are sided negotiations apparently made
been an indication of U.S. determina- no guarantees." progress: On Dec. 14, Savimbi said histion to show support for Gorbachev. Mandelbaum believes that, despite organization had reached a tentativeAlthough Shevardnadze and Baker the outstanding issues, an agreement agreement with the government over ainsisted that significant progress had is likely to be concluded in time for a cease-fire and internationally moni
been made toward completion of a February signing. "They are only deal tored elections.
Strategic Arms Reduction Treaty breakers if either side thinks so, and I A formal accord establishing a(START), they were none too eager to don't get the sense they do," he said. cease-fire could be reached during
get into the vexing details. At least three START issues re- talks between the government and

Sounding more like old fishing main open: rebels in January, Savimbi said. 
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COLUMN RIGT/ 
PATRICK J.BUCHANAN 

The Bear
 
Isn't Starving;

Don't Feed it 
l Gorbachev is flush with cash; 
U.S. aid will only help his 
strategies of repression, 

H ad Republicans in 1988 told voters we 

would be raising taxes to send foreifl 


aid to Moscow, even the itle Duke migt 

have been able to slip around our right *nd 

and runto dayhlhL


Yet, here we are. Six months 94. 
Majonty Leader Richard Gephardt took # 

fearsome pounding for even suggesr 
what Mr, Bush has decided to do s 81 

billion in food aid to Mr. Gortechev. 


Kansas Sen. Robert Dole, whose t 

and contributor isDwayne Andreas of the 

grain giant Archer Dairels Midland. ug-
geats we rase Moacow's food.related kIon 
guarantees to $3 bilbon. Fine. Bob, butwhen Moscow welshe, let Andreu and 
ADM eat the . 

Astonishing. With the dollar inking, the 
deficit exploding, the Fed feverishly 
pumping cash into a failing Bank ot New 
England. the S&L crunsdeepening, the 
Persian Gulf adventure doubling in OWL 

-
Uncle Sam is launching a new forei aid 
Inltitve-to rescue the list dictator be. 
tween San Francijcoand Vlsdvook. : 

Were the Russian people starving, 
Americans would be there with food A-
sistance. But they are not survng. They 
just had the greatest harvest in histor, 
and Gorbachev's gMng is flush with ctsh 
Moscw's 54-bilion windfall profit from 
the doubling of Oil prices. its $24 billion W 
cr neJ the Germ V4 

Saudis, plus $10 billion to 514 billion in 
reserves, give Gorbachev il the cuh be 
needs. Why, then. are we sendinghim food 
on, credit? 

Because Bush wishes to slgra to the 
Soviets that Gorbachev is cur man 6 
Moscow. that saving him serves US. 
national interests. ., 

But does it. in December, 1990 : 
Surely,. the Gorbachev who held back 

the tanks in Central Europe In 198 w" 
the best Soviet leader of Our lifetime. 
Ronald Reagan was nghtu Gorbachcv was 
a "different kind" of Communit. Were he 
to preside over the dismantling of the 
Soviet strategic rocket fcrce and the 
opening up of his "prison house of naoi3, " 

his regime would be as wise straterc 

investment as the United States could 
make. But there is no evidence that 
Gorbachev intends to preside over the 
liquidation of the Soviet Empue; there Is 
hard evidence that he is aligning with the 
imperialist factions determined to save IL 

The Soviet militry still consumel 210% 
,4 GNP. Soviet unks have been mo' ed 
eat of the Urals to exempt them from '(I . 
arms.control agreements; Soviet rocketi
aimed at the United States-continut 4o 

.ke the,. loans to Poland
 
nthe '70s, and to Iraq Inthe
 
80&, we will never s"the
 

money again.' 

bly lines. Moreover. Gorbaroloff assm, " M 
thev has lately declared his intent w-ume 
force to keep the Soviet Union toether. At 
the top of the Int enor Ministry mits a newly 
appointed ex-i(GB tough from LAtviL 
Bons Puso. whose deputy, Gen. Bori 
Gromov, has the aipect of a Russan 
Napoleon. There is a good possibility that 
Just asU.S. food ald is pounni into Moscow 
this winter, Gromov will be conducting a 
blockade of one or ze Bluc republics. 

In the battle between neo.StaLni, S and 
reform Communists. Gorbachev was with
 
the reformers. We had an Investment in hia
 
victory. But that fight is over. The battle
 
now is between those who believe tn
 

free markets and
constitutional rights, 

Independence for the republics, and those
 
prepared to use force to keep Rusm'as
 
captive nations captive forever. Gorbachev 
iou. a the l ader and voice Of thes emerping 

formes of repression.
 
lis regime-with Its huge MarxiZbu

reaucracy-is 
now the Impediment to re
form. As former National Security Counci 
aide Roger Robinson of the Center for 
Security Policy writes, the Soviet Union Is 
referred to by American bankers As"W 
Bear S,&L." It should be shut down, Its 
manaaers fled. Its assets parceled out. To 
stuff Moscow full of cash and credit in 1990 
is to give thi failed regime the same lease 
an life we gave Lenn in the -x0, Stali In 
the '40s, Brezhnev in the "/0s. This time, 
don't ball 'em out, let 'em go under. 

Like the Commodity Credit Corporatli
loans to Poland in the 70s, and to lrqIn 
the 'INs, we will never ee the money 
again, all that substdized food will have to 
be paid for by the American people. 

Dy denying aid to Gorbachev. we could 
force him to act in his own best interest. 
Without hard currency, he could not pay 
his bureaucrats, maintain his arsenal, send 

B 

aid to Cuba and Afghan.stan, operate his 
ate firms and factories. Without Id. be 

must open his country to Investment, or go 
under. You do the alcoholic no favor when 
you give him a dnnk; you do him a favor 
when you put him through cold turkey. 

Presindent Buh pu: Amenca's prestige 
behind Deng Xiaoping. and, until Aug. 2. 
behind Saddam Hussein; he was burned by 
both With this aid package. he ties himt 
toadictator wholustmy reward himwith 
a crackdown that will cause us to forget 
Tan An Men Square. 

4. 
,i'patr'v J BuchrAniniv aeyidcsd 

column in Wadoigtos. 



INTERACTION
 

Competing Needs of Africa and USSR 
I am troubled by the prospect of 
sending thousands of to.s of relief 
food to the Soviet Union thiswin- The Presdent's Opinion 
ter. Obviously, if the Soviet peo- TeP 8dn8 inion 
pie do face famine, we should be By Peter J. Davies 
concerned. But any food ship
ments should not be at the expense 
of those suffering much greater hardship in Ethiopia, Sudan, Liberia, Mozambique
and other countries  children, women and men who are malnourished or face the 
threat of famine due to protracted civil wars, droughts and ecological devastation. 

How does one balance the competing needs? 

I recoguize the need to help President Gorbachev to keep the situation from 
becoming mort unstable. We must continue to support the Soviet Union and its 
people - especially the most vulnerable  as they make the transition to a more 
open society. Nevertheless, when I read that food is stored in warehouses, and 
stacked up in railroad cars but fails to reach the shops of Moscow and Leningrad,
I conclude that our policy should be to provide logistical and organizational
technical assistance; experience that PVOs handling PL 480 food have developed 
over many years. 

Reports are that the USSR actually has a bumper cop of grain, and the potato crop
is not being harvested in some places because distribution has broken down. The 
problem is not a shortage of food in the countryside, but failure to get food into the 
shops. T7ere is widespread hoarding as a resulL 

If the problems are primarily with the distribution system, I would urge that PVOs 
experienced in food aid form an assessment team, perhaps with representatives of 
AID's Foreign Disaster Assistance and Food for Peace offices. Such a team could 
assess the problems; determine where the bottlenecks are; what resources exist 
already and how best t&provide the Soviets assistance to break thon. in the past, 
team of InterAction members have visited Ethiopia, Angola, Sudan and NM,)zam
bique to conduct joint assessments. A simlar team to Russia could assess,
recommend steps and report back. It might also determine how to strergthen the 
indigenous voluntary sector and encourage the informal private markets. 

Apparently our government, at this writing on December 12, has decided not to 
send humanitarian food aid. Complicating the problem is the Jacksou-Vanik law 
which prohibits "most favored nation treatment" in the absence of free emigration.
However, the National Conference on Soviet Jewry, an umbrella group of American 
Jewish organizations, has said it would support a waiver of Jackson-Vanik, as has 
Prime Minister Shamir. A waiver could be granted to allow trade credit.. This 
seems a more aptropriatc response than massive humanitarian food shipments.
Relief food, if sent, should be channeled through PVOs such as CARE to assure 
that food reaches the neediest people. 

In any case, as the media continues to report Soviet food ghortages, we as 
humanitarian agencies should use the opportunity to focus public attention on the 
fact that the USSR's food shortagc- are not of the same magnitude as those in 
famine-affected Africa. And Africa is where the world's attention rightly belongs. 
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U.S.,Soviets Join Efforts inAngola
 
As famine looms over Angola, threatening 3 million people, and the govern

ment is struggling to operate "corridors of peace" to supply'food to needy areas, 
the U.S. and the Soviet Union are making a concerted but as yet unsuccessful 
effort to break the deadlock in peace talks and put an end to the 15-year civil war 
that has claimed 200.000 lives. After four rounds of negotiations, the government 
and the National Union for the Total Jndependence of Angola (Unita) have agreed 
to hold elections, but they cannot decide on the logistics of the operation-when 
to hold them and how. 

The U.S.-Soviet joint effort comes at time when the two superpowers are coop
erating to resolve conflicts diplomatically in developing countries, including
Afghanistan and Cambodia, and in the withdrawal of two-thirds of the Cuban 
troops in Angola in return for Namibian independence. Both superpowers have 
playe-d a key role in the conflict: The U.S. supplies $60 milllion worth of coven 
military assistance to Unita each year, and the Soviet Union furnishes $500 mil
lion (down from $1.5 billion in 1987). in military aid annually and over a thou
sand militar' advisers. The superpowers expressed their willingness to take part
directly in the peace talks for the first tirne, and to supervise a ceasefire and elec
tions in the fourth round of talks held in Portugal in late September. The State 
Department has since stated, however, that it is unlikely that U.S. forces will be 
sent to Angola on a peace-keeping mission with Soviet troops.

The Angolan government and Unita remain adamant on their respective posi
tions: The former claims that Unita cannot be recognized until the constitution has 
been amended to allow for a multi-party system and elections cannot be held until 
the country is well on its way to recovery. Unita demands that it be immediately
recognized as a political party and that elections be held next year. 

The Bush administration is pressing Congress to renew military and technical 
support for Unita until the peace talks are over and a timetable for elections has 
been set, prodded by the visit of Unita leader Jonas Savimbi to Washington in 
early October, who talked of peace, but pleaded for arms. The State Department 
argument is that Unita's legal status continues to be unresolved, jeopardizing its 
future political role in Angola. Liberal Democrats are lobbying for the phasing out 
or termination of aid to Unita, based on the movement's abysmal human rights
record documented in minute detail two years ago by the State Department itself, 
and on Savimbi's questionable politics.

Maintaining covert aid to Unita, a measure adopted during the Cold War, has 
become anachronistic and should be freshly reconsidered by the Bush administra
tion, argues Democrat Ronald Dellums. In mid-October, the House voted 246 to 
175 against ending CIA support to Unita, but approved an amendment by Demo
crat Stephen Solarz that will suspend CIA aid to the rebels for three months, as 
soon as dos Santos agrees to a ceasefire. elections within two years, and a political 
settlement with Unita. CIA aid to Unita can resume, according to the amendment. 
should the Angolan government not fulfill these conditions. U 



HUMAN RIGHTS
 

Failu r,',s of Sitate
 
The Bush administration has a sorry 
record of responding to the turmoil in 
Liberia and Kenya, two of the U.S.'s 
traditional African allies. In the former, 
the American government stood by as 
Doe's troops and rebel forces ran 
amok, and in Kenya, the administration 
failed to use its leverage to press the 
Moi government on political reforms. 

By JOLLY BURKHALTER and RAKIYA OMAAR 

hen he visited 
Nairobi in Au-
gust, Herman 
Cohen, the Amer-

W V ican assistant sec-
retary of state for 

African affairs, connien ted that 
"whilt tile United States favors a 
multi-party system, who are we to say 
it is good for everybody?" Ironically, 
Cohen's statement appeared in The 
New oKrk imes the same day as a let-
ter from Richaid Schifter, the assis-
tant secretary of state for human 
rights, headlined: "Atefrica is still the 
Lodestar fordimnocra-y"'-but per-
haps not in Africa, as 11.S. polic 
toward Liberia and Kenya illustrates. 

the miurd-er of Kresidinit Satuel 
Doe on September 1(0 rid Liberia ofa 
deeply unpopular (ictator. For miich 
of his decade- in power, Doe enjoyed 

/oly Burkhalte? is Washington director of
Human Rights Mitch Rakiva Omaar isexccu, 
live director of /A/rica Watch, an affiliate of
I/teaantRights Watch i, 
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strong U.S. support, and 
Liberia was the largest 
recipient of American aid 
in sub-Saharan Africa. 
Since war broke out In 
December 1989, the U.S. 
government has st ood back a11 (1 Assistant scretary lHerman Cohen 
watched while government and relbt'l recently made the sutrtling observation(hat rehei leaders Charles Tit%*lor andl~troops slaughtered civil ians fromt 
rival tribes, (isplacingvirtually' half 
of Liberia's populaoin. The CuiS 
quences are sadly apparent to any-
one wharo has visited thlie 500,000) 
Liberian refugees in 6teimtea, ,(i 
d'voire, anduSierra eione, who ar-
running out of food and nut of hope. 

uhe 1.. has a Siecial rlaliolshipl) 
with iberia, created in 1817 to setll( 
''ripatriated' freed American slaves, 
ensumring tlose poAlitical, onoiic, 
and culturalfies betweiltil '- two 
countries. As . result, Liberians are 

looking to the U.nited(l Stat.s to help
th(ir counit ry out of its dlh'enCpiiing cri-
sis and to assist the vi-t im.; of t(lit 

Pntnce Johnson are democrailaln
 
inclinmd
 

icurren t turioil They have bvei 
scvcrely disappointed. 

After a rebel incursion in late 
ei-r two 1U.S. military person

nl were sent to accomipany govrn
ient-t forces, while soldiers from 
not'slKrahn tribe were killing Manto 
ant (i, civilians living i ini a 
coiniv,ihe area wire the rebe 
incursion was launched. 'IhII adnlin
istration aagued that the military 
aclvis.rs we're there not to provid(h 

advice on counter-insurgency tactics,
butl to iiininize abuses by tlit' army.

It is diffic-ult to imiaginle how twVo 
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advisers could restrain the behavior 
of an army that had already killed 
hundreds of civilians. A more com-
pelling motive may have been the 
desire to verify reports of Libyan 
involvement with the rebels. Their 
presence gave the Liberian govern-
ment the pretext to suggest, without 
any foundation, that it was making an 
effort to rein in the military. The 
advisers were withdrawn after 
protests by human rights groups. 

Tihe State Department's failure to 
take decisive measures has only pro-
longed the tragedy in Liberia. It 
encouraged Doe to stay in office 
until the bitter end, while his soldiers 
went on the rampage in Monrovia. 
By June, rebel forces had gathered 
enormous strength, largely in reac- 
tion to army atrocities and years of 
pent-up frustration with )oe 
throughout Liberia. By the time he 
died, rebel forces had inflicted the 
same kinds of abuses against mem-
bers of I)oe's tribe as the Doe forces 
had committed against Gios and 
Manos. 

Today, Krahns are threatened 
with genocide by victorious rebel 
troops. Yet at no point did the Bush 
administration publicly call on Doe 
to resign, which would have eased 
Liberia's agony, adopting instead a 
disastrous "watch and wait" policy as 
Liberia disintegrated. 

The administration's policy has 
taken a strange turn since President 
I)oe's death. Herman Cohen recent-
ly made the startling observation 
that reb,-I leaders Charles Taylor and 
Prince Johnson are democratically 
inclined. The remark was made in 
the context of Cohen's effort to 
achieve a ceasefir(-in itself a laud-
able aim. 

But the effect of the statement is 
to associate the UInited States with 
rebel leaders whose forces continue 
to commit atrocities. Prince Johnson 
himself executed a civilian rcli f 
worker in Monrovia in full view of 
the international press. This 
unseemly rush to label brutal rel)t1 
leaders as "democratic" is reminis-
cent of the Reagan alministration's 
embrace of I)oe in the early 1980s. 

Nor has ile, UJ.S. responded gen-

erously to the victims of the conflict, 
There are more than 500,000 refu-
gees in the C6te d'voire, Sierra 
Leone, and Guinea, and humanitarian 
assistance has been insufficient. The 
U.S. anrounced in late September 
that it was increasing assistance for 
the refugees; current levels are said 
to total approximately $48 million, 
which is awelcome development. But 
it falls far short of the need. 

The administration's response to 
the needs of Liberian refugees in the 
U.S. has been inadequate. Currently, 
it is almost impossible for Liberian 
refugees in West Africa to enter the 
U.S., even if they have close family 
ties there. Human rights " nips and 
Congress have ,-ailed onon the State 
Department to increase the number 
of refugee slots for Liberians, as was 
done two years ago for Soviet Jews, 
and upon the Immigration and 
Naturalization Service to instruct 
U.S. embassies abroad that applica-
tioits for non-immigrant travel visas 
by Liberian refugees should be favor-
ably reviewed. 

On the positive side, the INS 
announced a program of safe haven 
for Liberians. However, the program 
limited the beneficiaries to those 
who arrived before late .luly,and only 
extended protection for six months. 
Given the continuing level of vio-
lence, safe haven should be granted 
to all Liberians in the U.S. until they 
can return home without fear of vio- 
ience. 

The roots of the administration's 
failure in liberia lie in the Reagan 
years when money was poured into 
Liberia, and the State Department, 
for the most part, avoided public criti-
cism of flagrant abuses. Th embassy 
undei Ambassador William Swing 
was appreciated in liberia for its 
efforts to influence the government 
to respec't h ii nian rig his aTn for 
reaching out to the" oppositioi. But an 
eniba sy cannot ovcrride thc broader 
policy decided in W;ashinglonl. 

The lIe regime received $50() 
million between 1980-85. Congress 
insisted on aidramnatic reduction in 
aid after Doe ised fraud and strong-
am-n tactics to win ti( election andl 
after widespread killings and other 

abuses followed an abortive coup. 
Unfortunately, this was not accompa
nied by public condemnation by the 
executive branch which certified the 
election as valid. 

After Congress prohibited further 
military assistance in 1985, the U.S. 
nevertheless maintained military 
personnel in Monrovia to attend to 
its interests in the country: the 
Omega navigation station, a CIA lis
tening post, and the Voice of 
America's largest transmitting facili
ty in Africa. The failure of the Reagan 
and Bush administrations to promote 
human rights in Liberia is particular
ly unfortunate because there are few 
countries where the U.S. has compa
rable influence. 

The Case of Kenya 
Across the continent, in Kenya, 

the administration faced adeteriorat
ing human rights situation in mid
1990, but did not take advantage of 
its leverage to press for significant 
reforms. Long-standing political and 
strategic links make Kenya one of 
America's closest allies; by 1990 it 
was the largest recipient of foreign 
aid in sub-Saharan Africa. 

The Bush administration request
ed atotal of $53 million for fiscal year 
1991, including $8 million ill foreign 
military financing, $1.175 million in 
military training, and $7 million in 
economic support funds. Since 1980, 
a facilities access agreement has 
allowed the U.S. access to naval facil
ities in Kenya; it has also been an 
important base for the rapid deploy
ment force in the Indian Ocean. 
Kenya's strategic significance has 
increased in light of the Gulf crisis. 

Suppression of political opposition 
predates the succession to power of 
President Daniel arap Moi in 1978. 
However, in the last 12 years, and 
particularly since an abortive coup in 
1982, repression has become more 
systemnatic. Power has become 
increasingly concentrated in the 
hands of the president and a few 
close advisers, most of them fl'om his 
own Kalenjin ethnic group. 

The power of Kanu, the only legal 
party, has made Parliament irrele
vant and stifled public debate. 
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Amendments to the constitution 
have eroded the independence of the 
judiciary and the civil service. 
Executive intervention in the inter-
nal affairs of the Law Society typifies 
the government's efforts to destroy 
all aspects of an independent civil 
society, including the churches, aca-
demic institutions, the trade union 
movement, the national women's 
movement, and special interest 
lobby groups. 

The mysterious murder of 
Foreign Minister Robert Ouko in 
February, widely believed in Kenya 
to implicate senior government offi-
cials, and calls for the restoration of a 
multi-party system following the 
changes in Eastern Europe, led to 
anti-government riots. The authori-
ties responded by detaining and 
harassing churchmen, human rights 
lawyers, former politicians, and 
scores of ordinary citizens. 

In July, pro-democracy demon-
strations called attention to a wide 
range of grievances. The govern-
ment itself has acknowledged the 
deaths of 20 people when police and 
paramilitary forces fired into crowds 
and bystanders. The casualty figure 
is thought to be at least 100. Kenya's 
leading proponents of multi-party 
democracy, politicians Charles Rubia 
and Kenneth Matiba, were jailed, 
along with dozens of their support-
ers. The most prominent human 
rights lawyers were either detained 
or forced into hiding or exile. 

Surprisingly, the U.S. ambassador 
to Kenya, Smith Hempstone, a for. 
mer editor of the ultra-conservative 
Washington Times, adoptcd a policy 
of outspoken identification with the 
goal of multi-party democracy. In 
May, Ambassador Hempstone stated 
publicly that Washington preferred
io give foreign assistance to nations 
which "nourish dlemocratic institu-
tions, defend human rights, ancd 
practice multi-party politics." InJtly, 
the embassy gave refuge to (;ibson 
Kamau Kuria, a lawyer critical of gov-
ernment rol icies and proinii.ent in 
the defense of politically unpopular 
clients. 

Hemlpstone's public statements 
were sharply criticized by Presidcnt 
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Moi and other senior officials. 
Herman Cohen visited Nairobi in 
late July to repair the damage to U.S.-
Kenyan relations. He did so primari-
ly by distancing himself from the 
views of his ambassador. Cohen 
pointedly refused to meet with the 
country's leading advocates of 
democracy, except for a few less 
prominent individuals who were 
invited to an embassy function, along 
with government officials. 

Worst of all, Cohen distanced the 
United States from the aspirations of 
Kenyans calling for a multi-party 
democracy. In addition to question-
ing the universality of the democratic 
ideal, he told the press that "the peo-
pie of Kenya, under the leadership of 
President Moi, are now in the pro-
cess of making some important deci-
sions about their own political 
future," an extraordinary remark in a 
country where a large number of citi-
zeas had just been killed or detained 
for participating in the debate about 
the political future of their country. 

The significance of Cohen's visit 
cannot be overstated, coming as it 
did on the heels of brutal measures 
to contain pro-democracy protests, 
Finding the balance between vocal 
and quiet diplomacy is not an easy 
task. But Cohen's conduct was so 
extreme that there were serious 
doubts in Kenya as to whether 
human rights concerns were raised 
with a sufficient degree of serious-
ness even in private discussions. The 
overall result was to id-ntify the 
administration with precisely the 
prejudices that civilian movements 
for change and human rights in 
Africa are struggling to overcome, 

The administration also attempted 
to provide an infusion of military aid 
to Kenya in the midst of the political
crackdown. On July 5, on,, day after 
Mois police swept critics into jail, the 
administration signed :I ;agreement 
that would have allowed the Kenyan 
gov-rnment to draw .5 million in mil-
itary assistance. Conurressional k,'ad-
e'rs responded angrily, demanding a 
suspension of foreign aid following 
th-, July crackdown, including the $5 
million in military assistance which 
the a(min;stration had obligated but 

not expended. After weeks of bar
gaining with Congress, Cohen reluc
tantly agreed to suspend delivery of 
the military aid, but continued to 
press Congress to provide portions 
of non-military aid. 

Events were' to prove again that an
 
ambassador, even one as outspoken
 
as Hempstone, cannot outweigh a
 
larger policy. On July 30, the ambas
sador participated in a public signing
 
ceremony of a U.S.-Kenyan aid
 
agreement which was reported as a
 
"landmark in U.S. relations with
 
Kenya." Hempstone noted that the
 
aid agreement (which represented a
 
change by providing $10 million of
 
food aid in grant form instead of
 
loans) "is not only the first time the
 
U.S. has provided such a grant to
 
Kenya, but is also the first time we
 
have made such a commitment to
 
any African country." This was pre
cisely at a time when developments
 
in Kenya highlighted the need for
 
the most stringent conditions.
 

If present trends continue,
 
President Moi's policies will have
 
disastrous consequences for the
 
future of Kenya. Experience else
where shows that when all other
 
avenues for the expression of opposi
tion are closed, an underground
 
movement using violent tactics
 
remains the only conceivable vehicle
 
for the mobilization of public con
science toward the redress of
 
grievances.
 

To avoid the prospects of blood
shed, pressure must come from 
major donors. Even judged by nar
row self-interest, the failure to issue 
strong pubic warnings by close 
allies is self-defeating. The result will 
be further upheavals, plunging a 
country with tremendous potential 
and an unstable region into further 
uncertainty. 

The ad ministration has lost an 
important opportunity to advance 
the pursuit of human rights in 
Kenya. The current turmoil in 
Liberia ;.; a lesson about the dangers 
of supporting tile illusion of "stabili
ty" at the cost of repression. The 
administration has yet to show that it 
has learned that lesson with regard 
to Kenya. ) 
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WORLD ROUND-UPLBRA 
WORLD ROUND'-U ~DESPITE DIRE CIRCUMSTANCES, FOOD 

. .SHIPMENTS 


SUDAN: 
AS FAMINE LOOMS, HUNGER CHAIRMAN 
CALLS FOR COOPERATION 
With worsening conditions in the Sudan, experts 
fear that the current famine could be as disastrous 
as the one that devastated the country in 1984 and 
1985. Chairman Tony P. Hall and a bipartisan 
group of Select Committee members recently sent 
letters to both Sudanese President Bashir and rebel 

leader John Garang asking for their cooperation in 
famine relief efforts. 

A nationwide food crisis in the Sudan threatens the 
lives of at least eight million people. While Bashir 
refuses to acknowledge the existence of famine in 
Sudan, there are reports of the government bomb-
ing relief distribution sites, grounding relief flights, 
and obstructing movement of relief food. Recent 
reports reveal that government forces forcibly 
moved thousands of refugees from a camp near 
Khartoum to a desolate desert location without 
access to food or water. 

Cooperation by the government and rebel forces is 
essential to avert massive starvation. Private vol-
untary organizations have been reluctant to oper-
ate in Sudan, given the government's attitude. 
In testimony before a Foreign Affairs Subcommit-
tee on Africa hearing on the situation in Sudan, 
Hall asserted, "We must not give up on the Sudan, 
many lives depend on it." 

Two other Select Committee members, ranking 
Republican Rep. Bill Imerson (RMO), and Rep. 
Frank Wolf (R-VA) testified before the subcom-
mittee. All three signed the letters to Bashir and 
Garang, as did Rep. Byron L. Dorgan (D-ND), 
Chairman of the IHunger Committee's Interna-
tional Task Force, and Rep. Bob Smith (R-OR), 
Task Force Ranking Republican. 

ARRIVE IN MONROVIA 
Chaos reigns in Liberia as rebel armies struggle for 
control. As many as 50 to 60 people reportedly die 
every day from starvation and malnutrition, ac

cording to disaster relief workers in Monrovia. 
There is almost a complete breakdown of social 
ordr as a result of a ten-month civil war between 
the remains of formL President Samuel Doe's 
army, the West African p,acekeeping force ECO-
MOG, which arrived in August, and other warring 
rebel factions. Because of the intense conflict, 
,commercial vessels had been unable to enter the 
port of Monrovia and relief workers were forced to 
evacuate the city for their own safety. 

.- -

Despite these dire circumstances, the first major 
shipment of food to reach Monrovia in months ar

rived on October 25. The food was desperately 
needed because the mortality rate continues to in
crease dramatically as a result of starvation and 
disek..e. In a briefing with Select Committee 
Chairman Hall, U.S. AID officials estimated that 
the lives of 220,000 people in Monrovia are threat
ened. 

However, the basic structure for relief remains in 
place. According to the AID officials, once a 
cease-fire is arranged, relief to the at-risk popula

tion can begin to move quickly. 

ET1fiOI'IA 
CR UCIAL ROUTE HOLDS PROMISE -- U.S. 
OF FICIALS EXPRESS FRUSTRATION 
U.S. Government officials have met with Ethio
pian government and rebel forces in a renewed 
effort to secure a peace agreement in that nation's 
nearly thirty-year civil war. Fighting between 

government forces and the Eritrean People's Lib
cration Fiont has thwarted efforts to deliver food 
,.d i L. .m 3and 6 million drought and famine 
victims. R&.F into the northern province of Erit
iea currently must be delivered across the border 
from Sudan, or by caravan from the south. Both 
routes are expcnsive. The shortest route for relief, 
through the Red Sea port of Massawa, is the most 
p romisig. ROUND-U, pge 4) 
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Rome 

I~ lo m be e n of m leMa idHE A]RNES - those tell. 
T i . c la ss w e l l -be ing -talo larometslouddlyd l y 
coplain that the rise In the prce ofot] is ruining their balance heets 

and plunning thei t he red. 


But where's the spiah about the 
Imicationsefor Ursca If the r~centoimpritisefrs ar compounded by 

another doubling or tripling when 
and if the fhthng starts in the Gulf? 
The 12 African countries presenUy
sulferlng from serious food short-
ages spent over 81 billion on oil In 
1989 - I I percent of their total 
Import bill. This figure could easily
double this yew. 

inopportunely, this new Upping
of the scales of fortune arrives just
when ome thIngs had started to goriht for Afr . With the wful ex-

and the Sudan, 

plentiful rain has now fallen on 

most of Africa's drought-Inflicted 

countrles. Chad. until recently a 
perpetual desert war zone, is now 
exporting food to Sudanl 

Here In Rome. the United Na-

ce ons of EMhlopia 

ions' "food capital." irlss Jazalry.pirtns' "d itheIntrimazrFund 
prslen oheIneraioalFudthe 

for Agricultural Developmenl.
throws up his hamns. brings them 
down again like a knife and with 
the angry voice of exasperation con. 
templates the Implications of the oil 
price rise for Africa. "Ite been 
drought, then war and. now Wian 
for the third time in generation. oil 

The last seven years Mr Jazalry
has fashioned his organization Into 
a sharp tool for helping the poorest 
farmrs In the Third World. Unlike 
u-.ny U.N bodies,the International 
Fund for Agricultural Development 
Is a Streamlined bulness with a 
small staff wor.King long hours un-

Helping Africa
 

By Jonathan Power 

J azalry . with the Yet, arguesderr Intense presaure.ca rne t fr um. 

raonooo n o o t n whyr t f u m 
aees his life's work being undone."with the best will In the world 
cannot protect thes people against 

another aJmghty squeeze on their 
livelihood." 

His fund came Into being on theoitprtc rerbound from the first price 

hike in 1974. It was the ont proe. 

ny of the OPEC countries and the 
West. an attempt to take care of 
those most hurt. It was. and sill is. 
unique among International agen.
cde. In concentrating its attenUon 
on the amall rural farmer and the 
need for each peasant family to be 
self-sufflcient in food. 

In Pakistan It helped fund the 
"motorbike bank" that takes Its 

loan ofl cetraway from the big oak 
door. the brass rail and the tellers 
desk with Its telephones, and puts 
them on two wheels and &ends 
them Into the remoter regtons to of-

fer financial credit and agricultural 

advice to do'tant vllagers, who 

don't even know the word for bank.In Bangladesh It has supported 

Grameen bank which gives 

8100 loans to help men. but mainly
women, buy a cow, a rickshaw, apotter's or blacksmith's tools, the 
equipmenit to procrs betel, mustarf 
and spices or for paddy husking.
working bamboo, making brooms 
and weaving cloth - something 
with which they can begin to make 
money. P') a dozen years It has radi 
cally changed the lives of 300.000 
people at the bottom of the pile in 
Bangladesh Ninety-nine percent of 
the loans have been re'paid. 

In Africa it i lx..,n the prmclpal
funri-r of the natemp in control a 
dangerous pew. the mealy bug Six 
vear%aRo this tiny Inns-ct wan wilg 

tig Its way ac os Afr k--sat the a . 

t a,hlnga ratea of neary 500 iesa ,. r drv m 
Year- ertng anbd destroing -assava,
the roo vegetable that is the staple 

Byfor20 o"an Invnve spe 
BY means on i- usine a natu
" c cnD-usgant

ral enemy. a wasp. Imported fromBrail. thai fedi on the r :ly bug 
- .the pea sbeen topped in itsl 

tracks. 
Elsewhere in Africa the fund haa 

helped farmers In Burund grow rice 
on Irrigated land. Initiated soil con
oervatlon and alforestation on the 
eroded hill tops of Rwanda, reorgan.
Ied the agricultural Insttutions of 

Sierra Leone. distitbuted high-quLli. 
ty weds In iberia and heJlpd crete
natonal rearch an extension Inntatutronsin ZimbabweI 

Over the 've . many o f 
thee projects with my own eye. 
TThw Tey wrk well. 

For all thin success the Op'EC
ountries' contributions to the fund 

have been decreasing by the year.
AndifOPEC cn'tbebothened . ,
should the Western contrlbutors. isthe comment made In Washing . 
thomen donn.ma e sintn 
London andBonn. 

The oil pr .CILTrshave given the 
excuse that oil prices were goingdown and they had lens to spare.
They can't talk lie this anymore 
unless they want to prove the truth 
of Saddam Husse!n's Jibes against 
spoiled rich kings, princes and 
elrs 

Here In Rome Is an organization.
of which the oil producers are a ma
jor shareholder, thai knows o tm 
)oflen the eflec, of the tumultuos 
avents of the lat three months. 
Theymust wake upbth othistime 
it realy in too late for Ahric. 
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.',S.Cuts Aid to Zaire, Setting OffaPolicyDebate
 

Dy CLIFFORD KRAUSS 
• e ,WNow Yn rn 

V.SHINGTON, Nov. 3 - Resisting
permpoent lobbying by the Bush Admin-
istrerion, Congress has out all military
and-economic aid to President Mobutu 
Se.e*. ko of Zaire, a loagdme United 
Starm ally in Africa. 

As i adjourned last weekend, Con-
grqq denied the Admilstration's re-
qutiL to: $4million in mWtary aid and 
tiga ted that $40 million in economic 

aad;t funneled through humanitarian 
agWie.s not affiliated with the Zairian 
Go~DrnmenL Its decision was based on 
humw rights violations and accusa-
Uor , that Mr. Mobutu'a vast wealth 

was largely stolen. 
The Congressional action and the Ad. 

ministration's attempts to control the 
Ievitable dam nAmericanZi. 
heatonill tamagesaAssrcfor-. 

rian rob le 
ensh-p pholm What kind of rela-tionship sould Washington have withdictators who arguably work to pro-
mote American interests? Can friendly
dictatorships best be ,eformed through
quiet diplomacy or overt pressure? 

Many American conservatlves have 
charged that the ouster of dictators 
like Anastaslo Somoza Debayle of 
Nicaragua and Ferdiand E Marcos of 

.the Philippines with Washingtons tacit 
approval ultimately failed to pacify 

those countries and damaged Amer-
ican strategic interests. 

Liberals, however, have countered
that such dictatorm are unworthy allies. 
They say that American gupport for 
dictators hnevitaLly associates Wash. 
ington with repression and enoourages
anti-American feelings, 

'The potential importance o" Zaire 
further complicates the problem. Zaire 
is as large as the United Statas east of 
the Mississippi River and has major
untapped reserves of copper, cobalt 
and uranium. The country has nearly
half of Africa's remaining rain forests, 
as well more than half of the world's 
hydroelectric potentiaL 

While the Congressional action deny-
ing arms aid to Zaire has received little 
attention outside Washington, it caused 
great concern In the State Department.Mr. Mobutu has received hundreds of 
millons of dollars from the United 
States since he took power In 1965. Butallegations of a massacre o at least 12students at the University of Lubum-
bash InApril and reports that he has a 
fortune estimated at $2.5 bilhon ha 
the scales agatdsthm in Congress. 

"What Jeopardizes the prospects of 
regional stablity is the exirsnce of 
cleptocracy in Zaire that has driven the 
standard of living lower than it was at 
the time of inde-'endnce th",-"decade.,
ago," said Representative ,tephen J. 

Solarz, Democra.t of Brooklyn 
State Department officials conrde 

that Zaire has a tarnished human 
right record, but they worry the oppo-

aition in the Central African country
will use the aid cutoff as a propaganda 
tool to undercut what they consider Mr. 
Mobutu's cautious reform efforts. They 
say that Mr. Mobutu's lifting of a ban
against opposition parties and the ap
pearance of independent newspapers
this year should be taken seriously.
They say these steps are, In part, the 
product of Washington's diplomacy.

"Mobutu must be wondering why
he's receiving more negative sigtals
than ever before when he's trying to 
embrace democratization, no matter
how flawed and limited that may be,,'a 
ranking State Department official said. 

Representative Howard Wolpe,
Democrat of Michigan and chairman 
of the House subcommittee on Africa,
disputes the notion that improvements 
can ever come out of the Mobutu Gov
ernment- "Every six months, we are 

told Mobutu has seen the light," he 
.said. "Invariably, those announce
ments are followed by a new wave ofarrests, repressin and corruption."State Department officials also 
argue that Mr. Mobutu has worked to 
calm tribal tensions in his country and 
has performed diplomatic and military 
services. He was the first black African 
leader to recognize Israel after the 
1967 war. He sent troops to Chad to 
counter a Libyan Invasion. He served 
as a mediator to bring the Angolan
Government and guerrillas to the 
peace table. Last month, he sent troops 
to bolster the Government of Rwanda 
against a guerrilla insurgency. 
•"Mobutu slips into these roles natu

rally because he's the senior guy In the 
region," said a State Department offi
cial troubled by the aid cutoff. "Other 
heads of state see him as the big chief." 
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Liberian Refugees:
 

TheGulf's Other Victims
 

ST H ram A. nabh 

HE gencro',it% tha! a number of 
countries around the world have 
shown to the more than 500.000 

people uprooted b%the Gulf crisis - man) 
of them Asians wno had been working in 
Kuwait and Iraq - has been heanening Aj. 
though the suddenness of the cnsis caught 
e.iinternatonal community off guard, 

the refugees' situauon has improved. 
While those who are ,idlltrapped in 
Kuwait and Iraq remain in a pWecarious 
situaton, at least much world concern and 
attention is being focused on thIem 

There has been no such generous re. 
ponse. concte'n, or attenuon for the vk. 
ums ofthe brutal civil %arin Liberia. Their 
plight. overshadowed b) events in the 
Gulf, is tragic, and demands urgent acuon. 

There have been di'lirulues in getung 
aid to the victims of tht ,Yilf crisis Man) 
twere stranded in the middlr of the desen, 
and no clear international system existedfor aiding people intheir i'uauon How,-
for, thdingh eole in e rtso H-
ever, through the combined efforts - ani 
political Will - of governments, interna. 
tional organiza6ons, and pn vate rebef 
groups worldwide, high-pro lrmedia coy. 
erage, and quite substanual .mounts of 
mone), thr international community i 
finding ways to respond to their needs 

Difficulties also exsi in aiding the cvil. 
ians affected by the Libertan crisis. If the 
international community could spare some 
of its goodwill, creatvity, and furds for 
them too, their suffering could also be ,J. 
leviated. 

At greatest risk inthe Liberia are the 
10,000 to 150,000 c"lans, istl) 
wom.n and small children and those too
old or sick to flee, who are trzpped in Mon. 
rovia. the besieged capital Without water 
for five months, and food for two months, 
the) are slowl) staring Hundreds o 
thousands of other Lberians have fled t 
the relative safei of refugee camps in 
neighboring countries But they too are 
hortof food. because the internatonal 

communit) has been unwilling to respond 
adequatel) to their need. 

Besides the US contribution, the inter. 
national communit) has pledged $,200 ri. 
bon to aid the Gulf's uprooted Vet a 
United Nauons appeal for just $12 million 
to assist nearly half a million Libenan refu-
gees in Guinea, Ivory Coast. and Sierra 
Leone has yielded onlh $4.3 million from 
nations other than the'US. 

Even more aid than that alread) re. 
quested is likely to be needed Aussan 
Secretar of Siate for African Affairs Her. 
man J Cohen, who hasjust been in Liberia 
and met with both main rebel leaden. i 
that the prospecu for increased warfare 
are gro ,ng Another US oc Wh a
eot oc who also 
recend) i,:turned from Monrovia de-
scribed the situation there as the worst he's 
witnessed in 20 years of relief work Des 
perate for water, people bierall) dnnk 
from the sewers Cholera and other dis. 
eases are rampant Children who are still 
stong enough fight over scraps of food 

When night falls, armed hooligans, 
man%of them soldiers belonging to what U 
leftof the arm) of the late president, Sam. 
uel Doe. rape, pillage, and murder at will 
Vinuall) all aid workers, including thosm 
of the Internaonal CommIttee of l Red 
Cross (ICRC). the one agency that is ofien 

* Hiram A RNu u a po as at L, US 
CoM Mau"for Rtfuge's 

.I I 

al o assist avujun, triippru in war znes,
have had to leave because their safety 

ld o uaranteedee 

could nw be guaraneed 

Protecting and assisting both those in 
Monrovia and the refugees who have Bled 
to neighbo erng not ancounes is dear!) 
easy mater There is no internaiona 
a rerd-on system for responding to pe
pie caught in such situations The ICRC is 
experienced in civil conflict and prepared 
to help, but is unable to go into Monrovia 

to 

antee ICRC personnel's safety
 

A group of West Afncan natons sent a 
small miliiar) force to attempt to restore 
some order in Monrovia But not ny 
does it appear not to have the experience 
or capaat) to achieve that goal,. the famce 
now seems to be ac.veloparucipating in 
the conflict Clear) restoring order and 
protecting the cvilians in Monrovia would 
ruhre a far Larger, broader-based effort. 

Guct-as dequatecid torie 

becaus the warring parties refuse guar.
 

Gein neighboring countries has o 
meen ighoring cunres tha 

difficult. They settled in regions that 
rsodifficult to reach (particularl% inGuinea, where the majorit have gome); 

there was noalready-establshed reliefne.
work to respond tO the emergenc'. and 
wor to res t e nerna. 
their pbg h has generat d lie interna
tional humanitarian responsebbenans are not sittng atop large oil 
reserves. The onlh hostages" ivohed in 
the Liberian cnsis hae been ocher West 
Africans who had been working in Liberia 
And. because of Liberia's historical link 
with the US, Liberia is viewed by manyin 
the internatonal donor rzmmumt as 

something of an American dependency, 
But the 'Liberian problem" isno just an 
"A'nencan problem." 



U P D A T E
 

STRAL~INS WITH
r~~tmm ~stan's 

PiE MEUA .NA NOLD ALLY 

BY ROCHEIE L STANFIL.D 

he once warm U.S.-Pakistani rela-
tionship is rapidly cooling because 
"the United States just doesn't need 

Pakistan any more." That view--ex-
pressed by a Washington-ba.ed srecialist 
on Pakistan-is widily held ar,.znd t&e 
capital these days. 

"In .he last six nioriths, 5,fulutely ev-
erything has changed in the restiorship," 
the speci"_Lst continued. "The relation-
ship is clearly at a crossroads." 

Pakistan received $550 million in U.S. 
foreign aid for fiscal 1990, the largest allo-
cation after Israel and Egypt. But no one 
protested vehemently when Congress, for 
the first time in more than a decade, de-
clined to earmark aid to Pakistan in the 
fiscal 1991 foreign aid appropriation that 
was adopted late last month shortly be-
fore adjournment. 

Whatever funds the State Department 
allots out of the unearmarked foreign aid 
pot are unlikely to get to Pakistan anyway 
because of legal restrictions in separate 
antinuclear proliferation legislation. To 
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provide aid to Pakistan, the President 
.. i..ust certify that Pakistan doesn't have 

nuclear weapons and that U.S. assistance 
would discourage Pakistan from develop-
ing them. Even though Pakistan has vig-
orously pursued its nuclear weapons 
development program for many years, 
Administrations for the past 10 years 
have gone to considerable lengths to make 
those certifications. 

Not anymore. 
"The United States and Pakistan have 

had a very artificial relationship, which 
has not made for friendship," Selig S. 
Harrison, a senior associate at the Came-
gie Endowment for International Peace 
who specializes in the Asian subconti-
nent, said in an interview. "We have been 
providing military assistance to them for 
reasons of our own, and therefore we've 
had repeated misunderstandings." 

American reasons fcr assisting Paki-
stan had much to do with the Cold Watr. 
India was friendly with the Soviet Union, 
and so the United States befriended In-
dia's archenemy. More important, Paid-

location made it a natural ally. That 
geographic importance intensified in 
1979, after the Soviet Union invaded Af-
ghanistan, which borders Pakistan. Much 
of the rebellion against the Soviet-backed 
Afghan government of Najibullah has 
been directed from Pakistan, ard covert 
U.S. aid to the Afghan rebels has been 
funneled through Pakistan. 

There were k,ther, more secret, security 
reasons. "The basic objective was to use 
Pakistan as an intelligence base for moni-
toring missile test. and Soviet antisattllite 
launches from northern Pakistan," Har-
son said. "That's really been the main rea-
son-much more important than Af-
ghanistan or proximity to the Gulf or the 
other factors usually mentioned." 

The end of the Cold War not only re 
duced Pakistan's strategic importance, it 
contributed to a shift in the politial dy-
namics of the U.S.-Pakistani relationship, 
Pakistani politics was also important. 

Traditionally, Pakistan's most ardent 
supporters in Congress were hard-line 
anti-Communists, such as Rep. Cl-ul,, 
Wilson, D-Texas, and Sen. Robert W. 
Kasten Jr., R-Wis. This was patly be-
cause of the Cold War and Afghanistan. It 
was also because of an affinity for the late 
Pakistani pcbgent, Gen. Mohammed 
Zia ul-Haq. 

In 1988, Zia died in an airplane crash-
a bomb has long been suspected as the 

cause of the crash-and Benazir Bhutto, 
the daughter of the late president 
Zulifkan Ali Bhutto, who was ordered 
hanged by Zia, came to power. Pakistan's 
old friends in Congress continued to sup
port foreign aid for the country, but their 
personal zeal diminished somewhat. in 
part because Bhutto was cooler to them. 

Congressional liberals switched to sup
port her and her efforts to implement de
mocracy, however. Bhutto's dismissal in 
August angered these new friends. Her 
catastrophic loss in the Oct. 24 national 
elections further soured the relationship 
with congressional liberals. 

The new government returns power to 
Zia's Islamic Democratic Alliance. But 
it's not the same to Zia's old friends in 
Congress and elsewhere in Washington. 
The Appropriations Committees in both 
chambers "were not pushed to earmark 
Pakistan by anybody," a congressional 
aide said. "If they had [pushed for an ear
mark], they would have met with resis
tance from the Dmocrats, many of 
whom felt that what was going on with 
Mvs. Bhutto was unfair." 

In addition, public opinion in Pakistan, 
particularly during ihe election campaign, 
has grown triden,'y anti-American. 
There have beet, report that American 
support for Bhutto backfired and helpt;d 
defeat her. 

The crisis in the Persian Gulf adds an
other dimension to the tortured U.S.-Pa
kistan relationship. Pakistan has sent 
ground troops to Saudi Arabia to show 
solidarity with the anti-Iraq coalition. But 
the crisis has dramatized the urgency of 
strong nuclear nonproliferation efforts, in 
the view of many Members of Congress 
and security analysts, because Iraq is be
lieved to be close to possessing nuclear 
weapons. 

Therefore, bth the Administration 
and Congress are unlikely to wink at Pa
kistan's nuclear weapons program be
cause that could set a precedent for other 
countries, such as Iraq. 

The cooling of U.S. relations with Paki
stan and the withdrawal of the Soviet 
Union from many of its overseas commit
ments open new opportunities for the 
United States in the region, Asia special
ists say. "We can begin to move to amore 
natural policy, v.lich is to pay more at
tention to India," Harrison said. "it is 
eight times larger, a much more impor
tant country with military reach all over 
the Indian Ocean and the Persian Gulf."S 

http:Washington-ba.ed
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Eastern Europe--

Divided It Fails
 
By Jan Urban For this reason, Western govern.ments should quickly prepare and 

institutionalize a common strategyTll~
l 	he euphoria in Central for helping democratize and develop 
and Eastern Europe the whole post-Communist area,
that has followed the First, the strategy should approach
overthrow of Commu- theregion'sneedsasthoseofa single
nism may well be re- unit and treat them as a single sys

, 	 placed by disillusion- temic problem through the promotion
inere and a search for easy solutions, of supranational economic systems.
.,giun we hear voices - mostly in This would help avoid the growth of
Czechoslovakia, Hungary, Rumania, political nationalism, which must be 
Yulguslavia - proclaiming that na- shown to harm the economic inter
,wialities are more important than eats of all, and of political tensions In 
state borders. We hear it in parlsa- today's period of economic Inaufl 
wenms and in government. clency.

Even today, In a region where near- Congress has committed $370 mil
ti a dozen nationalities are crammed lion for Eastern and Central Europe
Logether in a relatively small area, for the coming year. While in Prague
thiscan have dangerous conse- last weekend, President Bush 
qpieces. Demoracy in Eastern Eu- pledged to ask Congress to use $60tape can lose unless It can prove million of that to help embryonic
oconomically and and politically businesses in Czechoslovakia. That 
iwore profitable than dictatorship, money should be spent regionally..tsniral and Eastern Europe have Second, the region should be helped
arrived at an extremely difficult and to help itself. Before asking for eco-
rAsky moment - a period when much nomic aid from abroad, Central and 
depends upon the political wisdom of Eastern European countries must 
Waslern democratic countries, prove to themselves and the restof- ,Recently, rising oil prices have em- the world that they are able to mobi.-
phsized the poor survival potential lise all of their domestic resources as/fEpsitern and Central Europe's long well as the resources that can be 
svtrally managed economies. The organized regionally.countries' economic IsolAtion along Help should not be given to Indtvid-
with. their inability to produce sale- ual governments. The US. has known 
s lqgoods was only underscored by since the 1970's that a well-tested 
tihecollapse of Comecon, the Commu- technique for losing money while 
ouit'trade organization, solving nothing Is to pump financial 

- aaid Into governments of centially
]on brban,u former dissident, is an managed, bureaucratized economics,
dijurial writer lor Lidove Noviny, a Instead, concrete regional develop-

Praguedaily. ment projects should be financed 
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through international baidking institu- tances for transportation, energy, ar
tions
like the European Bank for De- able land and a relatively skilled and
velopment and Reconstruction, with educated pool of manpower. What it
priorities set for 'he development of needs is capital for revitalization,
Infrastrsrur crd education. general technical know-how and aCentret .uiopt, .nd Eastern Eu- comprehensive blueprint. These 
rope poss,ss nfarly all the basic con- lacks can be remedied. 
ditons for econor,,c growth and pros- The West can politically convince
perlty: raw Mterials, short dis- Central and Eastern Europe of the 

need for, and profitability of, regional
cooperation - even in conditions of 
economic recession and even without
Available capital - by helping to 
build civil service and democratic 
political institutions, by providing
know-how and by training experts In 
a whole spectrum of fields. 

Of course, there Is another possible
and unfortunately more probable sce
nano. The West can continue selec
tively supporting Individual coun
tries. But by doing so.It will only 
increase their mutual isolation and 
the envy others feel If this happens. 
we might witness the collapse of na. 
tional economics and a free-for-all 
sellout to private foreign capital
(principally German), along with the 
survival of nationalist environments 
and nondemocratic behavior. 

The esxprience of the Marshall 
Plan speakc, to a jolint collective stral

,egy and speedy action. The stakes are 
high The West is gambling on the 
democratic or nondemocratic future 
of that part of Europe where, in this 
century. two world wars be:n. 0 
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PERSPECTIVE ON THE SOVIET UNION 

Europe Braces for Hungry Hordes
 
X We must be a promptand generous part ner in 

r. te aCentralthe attempt to prevent 
mass migration on a 

euphoria has been replaced byscale unseen since WWII. the rigors of building pluralis-

B1OBERT L HUNTER 

RUSSELS-As winter approach-es, fears of invasion are reemerg, 

ig in Western Europe. This Lime. 
the specter is not of Soviet shock troops 
advancing across the North German 
plain, but of hordes of civilians fleeing 
what could become the worst famine in 
the Soviet Union since the 1930s 

The prospect of Soviet refugees flood-
ing westward is the inevitable result of 
the breakdown of ordei and the econo-
my. The discipline fostered by reason-
able certainty about the future is van-
ishing Republics within the Soviet 
empire are engaging in self-serving 
practices that are producing the penal-
ties of decentralization with-
out the benefits Communist 
appar.tc/is, whose arc 'truction 

threatened by change, are 
engaging in sabotage And 
the erosion of the system for 
distributing goods is present-
ing the irony of want in ayearof bumper crops.ofbumpe op se l -

Within the next several 
months, therefore, millions of 
Soviet citizens, already cast " 
adrift in their own country, 
are likely to press on the 
borders of neighboring coun- *_ 

tries, in many cases aided and s .-. 
abetted by Soviet authorities, 
Top Moscow officials are 
talking about the "export" 
next year of between 2 mil-
lion and 7 million people. In 
response, F)nland, the Western country 
with the longest border with the Soviet 
Union. is seeking ways to contain an 
extraordinary onslaught of migrants. 
The stimulus to migrate toward the 
promised land of the European Commu-
nity will be compounded for Germany if, 
as expected, significant numbers of So-
viet soldiers in former East Germany 
refuse repatriation. 

Even West European countries buff-
ered by Eastern neighbors from a direct 

flow of Soviet refugees cannot 
escape migration pressures
from a similar human criss in 

and Eastern Europe.There, the bloom is off the 
rose of revolution, as 1989's 

tic societies and market econ-
omies. In January, East Euro-
pean states will receive 

another economic blow, when they willbe reqwred to pay h~r1 currency for 
Soviet oil-and at prices inflated by the 
Persian Gulf crisis. 

Western Europe is thus facing the 
prospect of the most massive refugee 
influx since the 1940s Yet simply closilg 
borders would create a moral dilemma 
after years of Western effoi-U to tear 
down Cold War barriers. And the 
thought of forcing Soviet soldiers to go 
home recalls memories of American and 
British repatriation of Soviet soldiers to 
Josef Stalin's slave camps in 1945. 

In response to this unprecedented 
challenge, the European Community has 

"obs 

p. 

-

.9 ~occupation with the federal 
1/ budget and the Persian Gulf 

have inhibited American gen
eroetty and diverted the gov
ernrent's attention from 
events in the Soviet Union 
and Ea-stern Europe that have 
no rival today for historic 

- iniportance. 
16'In 1921-23, Herbert Hoover 

ZLATOV K-nku. Iio., ld a $60-million U.S. famine 

these contributions will be inadequate i 
the face o! the enormous requirements 
of feeding the Soviet people. It is5,Bo not 
clear how effective European food will 
be in reaching those who need it moat, 
when so much Soviet-grown food is 
already going to waste. 

As much politics as human ecncern is 
involved in European efforts. Since the 
collapse of Soviet power in Central 
Europe, the West's basic strategy has 
been to avoid the histonc mistake 0.
1919. when the victors of World War 
exacted reparations from defeated Ger
many and paved the way for AdolI 
Hitler. 

But this political strategy of forestall
nS Soviet isolation and revanchism will 
be more effective if it is backed up by 
genuine expressions of concern for the 
phgh o! the SoviA. people-an attitude 
that can be recalled years hence when a 
successor state assumes a nuior role in 
Europe.

Unfortunately, West European wim
dor and humanity are unmatched by 
the United States. Just as the Bush 

Administration is playing a 
secondary role in the recon

of Eastern Eu
rope-a detachment that 
could prove to be a major 
strategic folly-it is absent 
from efforts to help the Soviet 
Uno eJte theUnon weithcr tepoipcprospect 
of famine. This country's pre

decided to pursue the most humane and 
efficient rem-dy: to try providing incen-
Lives for people to stay at home. In 
Eastern Europe, the EC has taken the 
lead in beginning to provide the slow-
but so far deficient-supply of capital, 
training and ideas needed to reform 
economies. The EC also has agreed to 
provide an extra $1 billion in aid to the 
Soviet Union, and Germany-most con-
cerned about the Soviet future-has 
begun a major dispatch of food. Even so, 

relief program in Russia that 
reflected America's moral sense; Frank
lin Roosevelt's Lend-Lease program in 
World War 11reflected strategic sense. 
President Bush must recognize today's 
moral and strategic interests by making
good now his vague promises of future 
food assistance. 

Robert E. Hunter U vice prerident lor 
regworil progrns and director ol Euro
pean studies of tMir Crr..'r /or Strategic
and Internatwnal Studies in W'asiinglon. 
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IN THE NATION ITom Wicker 

Bush Ventures South
 
T ose few norteomericaoos who 

think about Latin America at all 
now that its natiws have not 

been made safe for democracy by the 
collapse of the Soviet empire, by the 
two recent U S. iLterventios in N".c-
ragua and Panama, or by the region-
al trend to free elections and free-
market economies 

On his trip to five of those nations, 
President Bush made more headline& 
by his remarks on the Middle East 
than for anything concrete he offered 
or achieved Still, If he had his eyes 
and ear. open, he's bound to have 
come back to Washington with a 
heightened appreciation of Lains 
problems.

The most recent report of the Inter. 
American Dialogue. a high-tevel hem. 
ispheric forum, makes clear that the 
most pressing of these problems are 
economic Since 1B'2. a debt-driven 
regloioal depression has cut per capi-
ta Income in LIati Amenca by more 
than 10 percent - 25 percent in Peru 
a Argentina. 

Aggregate foreign debt Is '40 bil-
lion, nearly $100 billion more than in 
1992, and requires a net annual out-

He can help 
relieve Latin 
poverty. 

flow in interest and principal pay. 
ments of about 525 billiont - or more 
than 20 percent of LWtin Amencan 
expor. Inflation anA hypernflation 
cripplethe regiom Infrastructure and 
Indurtnal plant have detersoraied 
from lack of InvestmenL Unemploy. 
ment is up and wages are down, both 
drastically, housing, medical care 
and education have suffered in every 
country, crime tIs rampant in some. 

In these circumstances, it's not sur-
prising that 180 million Latins, 50 
million more than in 1982, are living 
in poverty; that's two of every five 
people in the region Only in Chile and 
Colombia have livmg sindards nsen 
- though not by much - in the last 
decade. 

What can Mr Bush do about any of 
this. with the U.S also in st economic 
bind thai's gettng .,orce? The invest-
ment capital that Latin America 
needs is not readily vaitilable here 
but Treasury Secretary Brady's debt. 
relief plan could L.- more flexible and 
the U.S could write off some of its 
loans to Latin nations Mr Bush also 
might persuade U.S banks to forgive 
some Latin debt, and he could L•flu-

ene multilateral lending agenclIes to 
be more lenient in debt rescheduling 

Most Important, the President 

could work for - not just talk about 
- freer trade conditiuns In the U.S. 
and elsewhere, to open markets for 
Latin exports That's doubly needed 
Dow, iih recession in the U.S. likely 
to shrink imports. 

One reason for Mr. Bush to take 
such steps is economic - a more 
prosperous Latin America would pro 
vide badly needed mare for U.S. 
export&, thus helping to cut the trade 
deficiL Other reasons, as detailed in 
the imer-Amencan Dialogue report. 
are political wnd unportsnt to the 
hemisphere. 

Sharp income disparities and en. 
demic poverty, for one thing, are na 
conducive to political stability; the 
ShuiLg Path in Peru and other maur. 
gencles feed on economic iequily 
and depretssiol ut free markets are 
not as immediately effective in re
ducing ,verty As are, say, food 110
sides. transfer payments, or publiE. 
s cor jobs If estive popxlatiOns 
force governments too heavily into 
such programs, inflatimn and restricted economic growth %youldresult 
making things worfe economically.. 
and probably causing the downfall of 
democratic governments not yet 
deeply roed in Latin soctety.

Governments that stick to market 
economies and longer-ts-rm Invest
merts in health, education, ard mifra. 
structure are no doubt ot the better 
road to higher living standards; btjlthey will not quickly reliew Latin 
poverty. Even at a 5 percen, growth 
rate - unrealistic in most cases 
the Dialogue repor, estimates that 
"30 years or more would be needed to 
lih the poorest 20 ,i-rcent of Latta 
Americans out O poverty." The slow 
pace of such reform Ilso could bring 
popular reaction against democratic 
government and market economies.' 

The end of the cold war, however, 
casts a new light one Latin American', 
affairs. Washington's exaggerated 
fear of Soviet penetration in the re
gion, which brought so much grief iu 
Chile. Guatemala, El Salvador and 
Nicaragua, Is a dead letter; and Fidel 
Castro's problem in Cuba is no longer 
to spread revolution but to survive. 
Without cold war worries, moreover. 
the U.S. can more freely join wvith 
Latin Amera in coping with pub-. 
lems - drugs, crime. immigr.-loo, 
trade and environment - important 
to both 

Thus, the U.S. has a needed ne
chance to help build hemispheric ia
bility. cooperation and economic 
growth. i its own as well as the Latin 
interest; and Mr Bush's tnp may be 
a better omen than his miguidet 
Intervention In Panama. • L. 
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R.MA.Koster 

Panama: A Year Wasted
 
Both the United States and the government

it installed ut Pananu have bungled the chance 
for a new beginning for that country, which 
was paid for inblood " December. 

To begin with, instead of disbanding Manuel 
Norega's army, the Uruted States and Panama 
agreed to reconstitute it as the country's 
poice. This was meant tosave the tune that
would have been needed to tram a new form. 
T . .Lghen ui vam by[tepoiil cost of the 
tt(4.4d Scinu .i"ku,aobomvfWhatthe p 


otherwise to do with 16.000 gowc3 thata 
Flonda grand jur w," ,dy to Ldict en nu , 
a 'a continuing cruinal enrerpruCi and that 
are no more fit to delend democracy than 
Count Dracula is fit to guard a blox bank. 

Lake most decisions nde in moral coward-
ice. this one was wroing. The receri rising 'y
police elements and the need jo deploy U _. 
troops to put it down (since no triswor'h-' 
Paruamanan unas exvited) are clear proof ,4 
ths. Crnhan rule in Panania still depends on 
U.S. troops to defend it Iron the army we be4t 
last Decemn;'er. Far from having our forces 
fre;d. we keep on in Paamamuamt them 

efintely at riskto themselves, to US 
popularity and tothe national interest should 
they be needed elsewhere, sy. in the MideasL 

Meanwhile. the government of President 
Guillermo Endara has ahown ro eagernesa to 
provide a fresh mart for a country that ia books, including a [bcl law under whoe provi-
exhausted and banirupted by tyranny, eco-
nonc sanctions and invasion. For most of the
dictatorship, the political clase did well. Few 
in ofce share the ordinary Panrunian's 

desperato at what happened to the country 

and his rage at those responsible. 
The dictatorship's conatitution is still in 

effect. It establishes the armed forces as a 
branch of guvernment. co-equal to the ezeCu-
trve. and gives legal sanctiao to military ambit-
ion,.. The government evidently is happy with 
it, just ;a It has been happy to pamper people
such as Cape. Fritz Gibson., who in )eceniLr
of 1979, duected and *Earred in the s=vage 
public beating gven law professor Migu l 
Brnal for the "crnne"of protesting Panama's 
grant of asylum tothe shAh of Iran. Thousands 
of Panamanians are atill homele"s because of 
the invaio, but Gibsm lives in what was 

once the Canal Zone in one of the duplexes
ceded by the United States u a result of a-
1978 canal treaty. He enjoys arich penaion. a. 
if the nation were grateful for his aervir,eL 

The dictatorship's laws are still o the 

smos a person can be jaded for five years on a 
smple accusation. Its mere exisitence violates
the right to .oint speech. Presidentfre of 
Endara has invoked itto dissuade criticism, 
Some of Endara's closest advisers enjoyed 

influence during the dbitatorship. The chief 
prosecutor was private secretary to puppet 
Preident Ricardo de LaEsprella, who Lshead 
of the National Finance Council in the '703 and 
'80a rnude pos-ble some of the worst thefts, 
The irunizLry is ,ockedof justice with hold-
overs from the dictatorship, includingGilberto 
G. Cazorla, who in 1984 had a printer jaded for 
producng oppo-.to ekletion nterls, a per-
fectly legal activity. thenUjaled the printer's 
sonis for good mnasure and who still defend* 
thet: ctoais wi the grounds that they were 
ordered by acolo,el 

As may be iragmed, these pespe have set no 

records In dispensing kistice. A few of the old 
regaie' worst ailnals are inJal. but nime has 
been ried, and plunderers go about in ostes-
uao.aconstat affront todecen cituens. 

Some unsavory old-regime practices contin-
ue also. The Unted States, which turned a 
blind eye for years toNoriega's drug dealing. 
is pressig Panama, and conditioning $84
milhon in aidon forit, a treaty that woud' 
allow U.S. officials access to local banking
records inorder to end the laundering of drug 

money. Panama argues, with much reason, 
that ending baik-ng confKder:iality w'uld de-
,troy the country's finance center. On the 
other hand. while money laundering could be 
controlled internally, and while the bankinS 
commnunty would welcome an end to it (sice
only a few of Panama's banks engage in it), the 
state banlong csmnusaa.n has been lethargic 
in exercising ,ts policing rebptonbilities. 

St-h lethargy is intolerable while ordinary 
Panamanuas are uilfering. Sanctions and in
vas:oa lt the ecoamkny dead in the water. 
Some uprovement has occurred. but unein-
ployment a lAnear 20 perceet. The overn-

mit bas made aone smehil efforta towmd 
anmziwg investt but haafailed to pco,.ida
either leadership in the preset emergegey or 
bope for the future. The chaefreason for this i 
that it i unwilling to break with the past.

Help and understanding from the United 
Statea are Deeded, but orly Panainaniana can 
solve the country's current problems. The
dictatorship's constitution and laws must be 
scrapped. The dictatorship's crmnmals must 
be prosecuted and an effort made to recover 

stolen funds. The dactatorstup's sympathizers 
must be purged from government. The dicta
torraup's soldiers must be replaced by a loyal
and honest force of police. 

Dsappointing as the government has been., 
it is still a great improvement over what went 
befoce it. The trauma o1 two decades of 
tyranny could not. in any cae, have been 
haled quickly. The pity is that z year has 
been largely wated. 

Te nrsriscautkoro' "I th Time q/
Tymat;,'aa aximaf 4lmii/nry ru/k in 
Panama 
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GUATEMALA: STOPPING DELIVERIES OF MILITARY ASSISTANCE
 

THE UNITED STATES WISHES TO EXPRESS ITS DEEP
 

DISAPPOINTMENT WITH THE LACK OF COMMITMENT OF THE GOVERNMENT OF
 

GUATEMALA TO PROTECT HUMAN RIGHTS. 
THE RECENT SHOOTING OF
 

CIVILIANS IN ATITLAN IS A VIVID ILLUSTRATION OF THE VIOLENCE
 

WHICH CONTINUES TO PLAGUE THE COUNTRY. 
WHILE RECOGNIZING THAT
 

THE GOVERNMENT DOES NOT PURSUE A POLICY OF ABUSING HUMAN
 

RIGHTS, WE NOTE THAT IT RARELY TAKES ACTION TO THOROUGHLY
 

INVESTIGATE AND PROSECUTE THOSE WHO DO.
 

FOR THE PAST SIX MONTHS, WE HAVE MET REGULARLY WITH
 

PRESIDENT CEREZO AND MINISTER OF DEFENSE BOLANOS TO REQUEST THE
 

IMMEDIATE DETENTION AND PROSECUTION OF THOSE WHO KILLED U.S.
 

CITIZEN MICHAEL DEVINE ON JUNE 8, 1990.
 

WHILE SOME ACTION WAS TAKFN INITIALLY TO DETAIN SIX
 

SUSPECTS, INCLUDING FIVE MILITARY MEN, UNPORTUNATELY THE CASE
 

HAS NEITHER BEEN RESOLVED NOR MOVED AHEAD.
 

GIVEN T:IESE DEVELOPMENTS, REGRETTABLY. WE HAVE CONCLUDED
 

tHAT IT WOULD NOT BE APPROPRIATE TO CONTINUE A NORMAL MILITARY
 

ASSISTANCE RELATIONSHIP WITH THE GOVERNMENT OF GuATEMALA AT
 

THIS TIME. WE WILL THEREFORE IMMEDIATELY STOP DELIVERIES OF
 

MILITARY ASSISTANCE.
 



IT IS OUR FIRM HOPE THAT THE NEW GUATEMALAN ADMINISTRATION
 

WILL, AS SOON AS POSSIBLE, TAKE THE NECESSARY STEPS TO RESOLVE THE
 

DEVINE CASE AND DEMONSTRATE ITS COMMITMENT TO THE RULE OF LAW AND
 

HUMAN RIGHTS SO THAT WE MAY RESUME NORMAL MILITARY RELATIONS.
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Confronting Guatemala's state terror
 

Guatemala will hold its frs" post.
Cold War elections toda, but the 
seene is different from Prague or 
Berlin. While Czechs and Germans 
celebrate newfound freepons, Gua-
temalans are still rule? by authori-
tarian practices. If thc US wants to 
encourage progress t.,vard real de-
mocracy under the next government,we must do what we failed to do un
der this one: confh nt he tilitry
oder thisone: rt the mil over human rights abuse. 

Hungry and illierate villagers in w3 shot in his car. His wife died in
the Indian highLr,is %ill mark the 
party symbol the3 favor on the al-
lot. Then, the men in these villages
will pick up ancient M-I rifles and 
return to unpaid work of scouting 
and spying for the army. In the city, 
a more literate crowd will choose 
from a slate of center-right candi-
dates, none with a plan for reforming 
one of the most unequal land tenure 
systems in the heinisphere, or rais-
ing taxes from one of the least taxed 
private sectors in Latin America, cr 
challenging the power of the army 
with the bloodiest record of all its 
neighbors. 

Chances are that between today
and the inauguraton on January 13, 
another politician will be ginned
down, as was Social Democrat Hum-
berto Gonzalez Gamai a last month. 
He was the fifth politician killed' 
since July. Chances are that another 
campesino refusing to patrol for the 
army will be "disappeared," as was 
Sebastian Velasquez Mejia on Octo-
ber 6. He represented the Council of 

BONNIE TENNERIELLO 

Ethnic Communities Runujel
Jur. im,agroup that tels peasants of 
their constitutional ight not to pa-
trol. He was the IIth group member 
killed or disappeared since the 
group's formation in 1.38. 

Poliical violence seems to be es-
,Calatng among diverse sectors. Last 
montli anthropologist Myrna Mack 
was stabbed to death as she left the 
Research Institute where sheworked. On Oct. 26 Byron Barera 

the attack. None of these crimes has 
ben punished or even seriously in-

vestigated. 
Guatemalan authorities argue 

that these crimes are committed by
anti-system forces. If this istrue, the 
state security forces would have an 
interest in olving them. But not one 
of the dozens of political killings has 
been resolved or punished. Even 
Buch prominent assassinations as 
Danilo Barrillas, a leader of Fresi-
dent Cerezo's Christian Democratic 
Party, and Salvadoran Social Demo-
crat Hector Oquelf remain m:.'ster-
ies. 

It is clear why government 
force hive not found solutions 
they are part of the problem. Cerezo 
has been either unwilling or unable 
to challenge the machinery of state 
terror by pursuing even a single ca. e 
attributed to the military or police.
Thus, today's elections take place 
with scant guarantees for political 
participation. 

In the Indian highlands, villagers 
are too fearfal to name the calami. 
ties that befell them under the mili
tary. The time when the army de
stroyed more than 400 towns and 
killed 70,000 people is known simply 
at "the violenc'." Similarly, presi
dential candidates speak of violence 
as a temrble problem which must be 

stopped, like inflation or unemploy
ment, without mentioning the reponsibility of the security forces. 

In a welcorre departure from the 
past, the US government has begun 
to acknowledge that a human rights 

problem exists. Ambassador Thomas 
Stroock has confronted the civilian 
Cerezo on human rights cases more 
aggressively than his predecessors 
in the Reagan administration con
fronted military dictators. Yet, like 
the highlands villagers, US officials 
speak onl. of an amorphous wave of 
terror. Surely the US can afford to 
rme the problem more directly. 

US policy toward the Guatema
lan military has contradicted our hu
man rights protests. Although mili
tary aid is now limited to a symbolic
$2.28 million a year, we continue to 
&-end National Guard units to con
duct civic action exercises alongside 
uniformed Guatemalan troops. Our 
drug enforcement programs work 
with Guatemalan military intelli
gence units, the same units notorious 
for orchestrating disappearances 
and torture. 



PERRYA RMAO C IMX 

The L'S had never openly pushed killings later, tl , thesis of "construc- However, Guatemala faces 
for human rights prosecutions in the Live engagement" ith the Guvtma- tougher ecorwunic conditions. While 
military until the recent killing of a Ian army has been shown a failure. it was able to purchase weapons 
prominent LIS citizen, Michael De- The next government is likely to from Israel and other countries in 
vine, in which military involvement request military aid and unlikely to the mid-'70s, it may not be able to 
was evident. It is encouraging to see voice criticism of the army's behav- support its military budget if the US 
our embassy take a stand. ior. But the US must take a firm and other nations withdraw aid. Uti-

At the beginning of the Cerezo stand. mately the foreign-currency support 
years, liberal members of the US Direct aid to the military is now the US provides as the bulk of its aid 
Congress accepted arguments that only symbolic, and it is true that our may be the greatest leverage we 
pressure on 1., army would be coun- leverage is limited. The army is not poss2ss.,We may applaud one civil
terproductive, that Cerezo needed to as embattled or as dependent as its ian handing over office to another 
give the military something to prove counterpart in El Salvador. When for the first time in Guatemala's his
his worth, that a new democratic the US cut off military aid in 1977, tory. But we cannot celebrate de
leadership in the armed forces was the Guatemalans went it alone, and mocracy. If Vaclav Havel were Gua
working to%%ard real reform. Mili- their policies gave rise to the expres- temalan, he would still be afraid for' 
tary aid increa&sed to $9 million a sion "Guatemalan solution," which his life. 
year. Two coup attempt.s and many' refers to openly repressive military 

tactics. 

Bonnie TennerieUo is a staff nwmnL' 
of the Washingo Office on Latin 
America 
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US to Close Out 1990 Refugee Resettlement on High Note
 
More refugees were resettled in the United States during expects another 15,000 would arrive in fiscal year 1991.
 
fiscal year 1990 than in any previous year since 1981,
 
according to statistics from the Department of State. More These individuals, once they arrive in the US, are assisted
 
than 118,000 refugees, more than half of them from by voluntary agencies in designated "cluster sites" through-

Indochina and the Soviet Union, came 
 to the US during the out the country. "These agencies do an excellent job, and 
past year. The vast majority of these refugees were are able to translate limited funding into comprehensive
resettled by private US voluntary agencies operating under service delivery. There are a lot of dedicated people out 
cooperative agreements with the State Department's Bureau there making the difference", said Kocher. 
for Refugee Programs. 

Federal funding and administration for the US refugee
The increase over th- previous year's refugee arrivals -- resettlement program is provided by the Department of
107,000 arrived during fiscal year 1989 -- was due in part State, Bureau for Refugee Programs, which provides
to successful political negotiations which allowed for large overseas foreign assistance and regulates admissions levels,
numbers of refugees to come directly from Vietnam and the and the Department of Health and Human Services, Office 
Soviet Union. InterAction's Committee on Migration and of Refugee Resettlement, which provides support for 
Refugee Affairs played an instrumental role in lobbying the refugees once they arrive. 
US government on behalf of these two groups. 

Terry Rusch, Director of Refugee Admissions for the State 
"Once again, the voluntary agencies have clearly demon- Department, stated that "the regional admissions for this 
strated the capacity and ability to resettle large numbers of year came very close to reaching the levels we had hoped
refugees," said Robert DeVecchi, chairman of the for. The program was able to meet the emerging needs of 
Committee on Migration and Refugee Affairs and Executive each region by shifting available numbers so that no 
Director of International Rescue Committee, one of the previously approved numbers went unused". Rusch also 
resettlement agencies. "The past year", he said, "proves yet said that for fiscal year 1991, "we hope to duplicate this 
again that the so-called 'compassion fatigue' does not exist effort, and facilitate the arrival of refugees over the course
within the American voluntary sector", of the year in an even-keeled fashion so as to avoid last 

quarter surges and unused numbers". 
The single largest group of refugees that arrived during the 
year were Soviet Jews who continue to face persecution and Over the course of this past year, refugee arrivals by
harassment inside the Soviet Union, despite glasnost and regions of the world broke down as follows: 
perestroika. More than 40,000 Soviet Jews were resettled, 
many of them through the auspices of the Hebrew Im- Africa 3,445
migrant Aid Society (HIAS). The willingness of Soviet Eastern Europe & Soviet Union 56,449
authorities to allow emigration on such a large scale "is a East Asia, 51,596
signal of an exodus of Soviet Jews that may well reach Latin America/Caribbean 2,308 
more than 2 million, mncluding those who depart for Israel", Near East/South Asia 1 31 
said Karl Zukerman, executive vice president of HIAS. Total 118,731
Despite the pressures and costs involved in helping so many For fiscal year 1991, President Bush and the State Depart
refugees adjust to a new life in the US, he said "it is the ment have proposed to resettle 131,000 refugees, 10,000 of
happiest kind of challenge we could ever hope to face", whom are privately funded cases. These numbers include: 

Another special group of refugees are the Amerasians -- Africa 4,900
children fathered by American troops -- and their family Eastern Europe & Soviet Union 55,000
members, who have been helped to leave Vietnam. More East Asia 52,000
than 13,000 Amerasians arrived in the past year, many of Latin America/Caribbean 3,100 
them as a result of political negotiations that allowed them Near East/South Asia 6,
to leave directly from Vietnam via the Orderly Departure Total 121,000 
Program (ODP). According to Michael Kocher, Director of 
InterAction's Amerasian Resettlement Program," a lot of For further information on the US refugee program, contact 
credit must go to the US Department of State, Bureau for Timothy McCully, InterAction's Program Officer for 
Refugee Programs, and to officials from the ODP." Kocher Refugee Affairs, at 212/777-8210. 
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IMF ACTIVITIES 

Managing Director's Address... 

Experience of Other Countries Suggests 
That Reform Must Be Comprehensive and Bold 
Following are excerpts from an address by IMF Managing 
Director Michel Camdessus to a Joint Session of Parliamentary 
Committees in Sofia, Bulgaria, on October 10: 

We are very proud that Bulgaria has joined the IMF, making 
us an even more universal institution. Your country is at an im-
portant turning point in its history. The decisions that you are 
taking, and will take in the coming months, will shape the lives 
and future of the Bulgarian people. The economic system that 
you are now in the process of devising will not, by itself, create 
wealth and prosperity. But it will have the potential to establish a 
framework within which the 
Bulgarian people will be 
able to work, to innovate, to 

tries, in Europe, Asia, and elsewhere, that are moving to a mar 
ket-oriented system. Most of these countries, like you, have a dif 
ficult legacy of the past-economies that are relatively inefficien 
and unproductive and that allow only low living standards fo: 
their populations. In embarking on the path of systemic reform 
they are testing the various ways that economists and politica 
leaders and thinkers have been debating. This has been-and stil 
is-a period of intellectual ferment, and dramatic change. None 
of us should claim to have found all the answers. I would nol 
pretend at this stage to have a blueprint of successful reforms tc 

offer to Bulgaria, which face! 
starting conditions for the 
transition to a market econ. 

take risks, and in so doing 
create the possibility of a 

process of devisingwill not, by itself,create wealth 
and prosperity." 

omy that are exceptionall) 
difficult. No: you will have 

better life for themselves. to work out for yourselves-
This is a stimulating exercising your national 

prospeci, as well as a daunting responsibility. It must surely be sovereignty-how best to establish your own reformed economic 
daunting, because of the complexity and magnitude of the task, system, in a way that will equip your economy to be integratec 
and because your country also faces very severe immediate eco- most productively with the world economy and benefit from in. 
nomic problems, including the disruption of its trading system, a creased exposure to world trade and competition. We can give 
severe oil shock, an upsurge of inflation, and a heavy external,,.-you advice on all aspects of that-indeed it is our responsibilit) 
debt. This is really an exceptionally hard conjunction of adversi-
ties. The adjustments needed to correct the present internal and 
external imbalances will undoubtedly be major and difficult, and 
will require sacrifices in order to establish a sound basis for de-
velopment of the economy. And, as always in such critical cir-
cumstances, the corrective measures will need to be imple-
mented quickly, and with determination. Their successful 
implementation will require the unity of your people. No one 
should fail to take a full share in these efforts, and the interna-
tional community should extend commensurate assistance. 

Are these severe-but hopefully temporary-difficulties a rea-
son to delay introducing the systemic reforms, or to be less deter-
mined in implementing them, in order to deal first with the hort-
term difficulties? Certainly not! Rather, it will be important to 
press forward simultaneously on both fronts. This is because the 
sooner you have a viable and functioning economic system in 
place, the sooner you will see the gradual emergence of a 
stronger Bulgarian economy. 

I should remind you immediately that you are not alone! Not 
only in the sense that other countries in similar circumstances 
have started already on the road to a market economy; the 
lessons from their experience may be useful to you. But also in 
the sense that the eyes of the world are on you: you can expect 
the encouragement and assistance of other countries and interna-
tional institutions, as the reform process unfolds. 

Mr. Chairman, Bulgaria is joining an impressive set of coun-

to do so, and to remind you of the rules of the game that goverr 
the family of nations that make up the membership of the IMF. 
But the basic choice of system is yours. 

The experience of other reforming countries may help you tc 
make the best choices for Bulgaria. Let me touch briefly on five 
of the key features of their reforms. 

Firstly, reforms should be as comprehensive as possible from 
the outset. This is important, because all the main elements of a 
market-oriented system have to be in place for it to work effi
ciently and equitably. Moving to market determination of prices 
is an essential step, of course: but the linkages between prices, 
wages, employment, production, foreign trade, and other parts o 
such a system are so close that it is desirable to introduce a con
siderable degree of freedom, and of decentralized decision-mak. 
ing power, with respect to each element. In addition, the neec 
for comprehensiveness is shown, and I think conclusively, by the 
history books; they are littered with the sad tales of numerou; 
failures of partial reforms. 

Secondly, should reforms be implemented speedily, or siowl) 
and carefully? There has been much debate about the merits oi 
shock therapy versus gradualism. I do not think that debate ha! 
been very conclusive, beyond reinforcing our understanding thai 
either approach, taken to excess, can be very harmful. An exces. 
sive shock therapy, based on a simplistic application of eco. 
nomic theories, would be dangerous. By contrast, an excessive 
degree of gradualism can be very costly to the country, and can 
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even threaten the success of the reform effort. This can be most (through firm budgetary and monetary policies) and at the lev 
vividly illustrated by the need to tackle the problem of inflation, of the enterprise. This is particularly true at the outset, when ri 
whether open or repressed, at the outset, and decisively, 

The optimal approach to reforms is both bold and careful. 
Bold, in the sense of moving with vigor and dispatch toward a 
market-oriented economy. Careful, in the sense that reforms are 
complemented by an appropriate provision of social safety nets, 
such as unemployment compensation, and measures to retrain 
workers and improve mobility. 

Thirdly, one of the most frequently asked questions about re-
forms, even by those who are most convinced of the need for 
them, is how quickly will they produce results. It is a question 
that is difficult to answer in advance. As a general proposition, 
we may expect a reform package to take a long time to produce 
its full results. Some sectors will be 
particularly slow to respond. But in 
other sectors, agriculture, for example, 
a quick supply response may be forth-
coming. The supply response may also ... 
be quicke,, of course, with small-scale 
enterprises in the private sector, in 
agriculture, light industry, and ser-

vices Thissuggets thtan ffectve -:correct
vices. This suggests that an effective 
optimal strategy is to introduce greater 
freedom for these sectors rapidly, and 
Ito] let the farmers or other en-
trepreneurs exercise their talents and 
initiative. The resulting boost to pro-
duction can be most beneficial: it can 
help dampen inflation; it can provide 
;ome early boost to the balance of 
payments; and it can help maintain 
public support for reforms, by showing 
concretely that they produce good re-
suits that help the living standards of 

IMF Managing Director Michel Camdeussus:the population. an 	 Bulgaria "In atImportant turning point In Its history." 	 tasks and maintain price stability.
The importance of sustained public 

support for the reform process leads me to my fourth topic, which 
is the desirability of a high degree of transparency in policymak-
ing. The IMF's experience in many member countries supports the 
general thesis that governments are more likely to succeed with 
their economic strategies if they marshal a popular consensus, in 
the following ways: by encouraging public participation in the 
analysis of the causes of the existing problems, in debating alter-
native solutions, and then in the implementation of appropriate 
strategies. Public support is more likely to be strong if there is 
widespread confidence that policies are applied uniformly and eq-
uitably: that there is an avoidance of hidden subsidies, for exam-
pIe, or special favored treatment for vested interests. The need for 
popular support and approval is especially necessary, I think,
when the initial sacrifices are heavy and painful, and the full ben-
.fits of reforms in terms of improved living standards will only be 
eaped over an extended number of years. 

The fifth and final feature that I wish to stress today is that the 
.eforms will only succeed if they are introduced in an economic 
environment that is supportive. There is a domestic and an inter-
national aspect to this, and I shall touch on these separately. 

Domestically, a reform package will produce its best results if 
it is introduced at a time when the authorities are maintaining 

forms are introduced, and there is the danger of an upsurge of ii 
flation. Indeed, an initial corrective increase of some prices 
probably inevitable-such as you have seen recently in Bulgari, 
In these circumstances it is important to maintain financial disc 
pline to prevent the initial price ;,,creases from triggering off 
wage-price spiral that could escalate into hyperinflation. The r( 
cent example of Poland is an excellent illustration: after an initii 
sharp increase in prices in late 1989 and early 1990, the pace ( 
inflation has been brought down substantially, through a consi! 
tent and steady application of careful budget, monetary, an 
wage policies. Inflation is now running at less than 2 percent 
month, compared with 40 percent a year ago. 

After the initial phase of reforms, 
! 	 steady application of sound macroeco 

nomic policies continues to be impor 
tant. The objective should be to estab 
lish and maintain a noninflationar 
environment in which the economii 
actors of the country will make th, 

-to save, t(
kinds of decisions-t ae 

]invest, to work, to consume-in way
that contribute to sustainable growth 

Z In our experience, a strong centra 
bank is an essential element in th( 
creation of such an environment-es 
pecially through its decisions relatinj 
to interest rates, the exchange rate pol. 
icy, debt management, and the pru. 
dential supervision of banking activi. 
ties. [The] parliament and [the] 
Government have the responsibility to 
ensure that the central bank has suffi
cient independence to carry out these 

A supportive international environ
ment is also essential if economic reforms are to produce their 
full results. This is true for several reasons. Most obviously, of 
course, a reforming country can expect to become more produc
tive, and earn a higher quality of life for its population, if it is 
able to participate more actively in the international exchange of 
goods and services. But in addition to the gains from trade, it is 
possible that the discipline of a world price structure can be very 
useful as a means of curbing domestic inflationary pressures; but 
taking proper advantage of these international opportunities re
quires an open trade and paymelits system and smoothly func
tioning relations with commercial bank and official creditors. An 
early and fair agreement with creditors on your external debt will 
be essential. 

One final word, with my deepest conviction. Maintaining a na
tional consensus will be essential to your success: the orderly 
transition to a market economy is not just another program, it is a 
crucial moment in the history of your people. This is history. 
These changes cannot be imposed by anyone, they can only b. 
achieved with the support of a very broad national consensus. 
am certain that your parliament will be inspired by a longer-run 
vision of the country, and will bring about a major contribution 
to the consensus and these achievements. 

strict financial discipline, both at the macroeconomic levels I wish you, and the Bulgarians that you represent, all success. 

October 29, 1990 

I 
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As the 1990s begin, the development debate
144 Development: The Market 

has all but disappeared in the West. Monumen-
Is Not Enough 

changes in Eastern Europe and Latin Amer-
Robin Broad,John Cavanagh &tal 

ica are widely interpreted as proof of the supe-
Walden Belo are led byriority of development models that 

the private sector and oriented toward exports. 
Free-market capitalism is said to have prevailed 
because only it promises growth and democracy 
for the bartered economies of Africa, Asia, and 
Latin America. World Bank President Barber 
Conable summed up this prevailing view in 
remarks made in February 1990: "If I were to 
characterize the past decade, the most remark
able thing was the generation of a global con
sensus that market forces and economic cffi
ciencv were the best way to achieve the kind of 
growth which is the best antidote to poverty." 

Ample evidence exists, however, to suggest 
caution in the face of triumphalism. Waming 
signs are surfacing in South Korea and Taiwan, 
the miracle models of capitalist development. 
After decades of systematic exploitation, the 
South Korean labor force erupted in thousands 
of strikes during the late 1980s, undermining 
the very basis of that country's export success. 
Meanwhile, decades of uncontrolled industrial 
development have left large parts of Taiwan's 
landscape with poisoned soil and toxic water. 

Additional evidence reveals extensive suf
fering throughout Africa, parts of Asia, and 
Latin America, where privatized adjustment 
has been practiced for more than a decade in a 

ROBIN BROAD, author of Unequal Alliance: The 
World Bank, the International Monetary Fund. 
and the Philippines (1988), isaprofessorin the School 

of InternationalSer'iceat tbe American Uniersit' in 
(Vashington, D.C. JOIIN CAVANAGH codirects' the 
World Economy Working Group at :be Institute for 
Polio' Studies.*WALDEN BEI 1.0, executi:'e director of 
the institute or Food and De:-elopment Policy, Js 
co-authorof Dragons in Distress M990). 
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world economy of slower growth. As the 
United Nations Children's Fund noted in its 
1990 annual report, "Over the course of the 
1980s, average incomes have fallen by 10 per 
cent in most of Latin America and by over 20 
per cent in sub-Saharan Africa. . . In many 
urban areas, real minimum wages have declined 
by as much as 50 per cent." The World Bank 
estimates that as many as 950 million of the 
world's 5.2 billion people are "chronically 
malnourished"-more than twice as many hun-
gry people as a decade ago. 

In Latin America, people are talking about a 
lost decade, even a lost generation. In Rio de 
Janeiro, the lack of meaningful futures has given 
birth to a new sport: train surfing. Brazilian 
street children stand atop trains beside a 3,300 
volt cable that sends trains hurtling at speeds of 
120 kilometers per hour. During an 18-month 
period in 1987-88, train surfing in Rio pro-
duced some 200 deaths and 500 gruesome inju-
ries. "It's a form of suicide," said the father of a 
surfuta who was killed. "Brazilian youth is suf-
fering so much, they see no reason to live." 

This generalized failure of development in 
the 1980s is producing a ver-y different kind of 
consensus among people the development es-
tablishment rarely contacts and whose voices 
are seldom heard. A new wa,'e of democratic 
movements across Africa, Asia, and Latin 
America isdemanding another kind of develop-
ment. Through citizens' organizations millions 
of environmentalists, farmers, women, and 
workers are saying they want to define and 
control their own futures. The\- are beginning 
to lay the groundwork for a new type of devel-
opment in the 199s--one that emphasizes eco-
logical sustainability, equity, and participation, 
in addition to raising material living standards. 

The false impression that the free-market 
model has triumphed in development is rooted 
in three misconceptions about the past decade: 
•that the newly industrializing countries 

(NICs) of East Asia were exceptions to the "lost 
decade" and continue to represent models of 

successful development; 
* that socialist command economies in East-

ern Europe or the developing world failed prin-
cipally because they did not use market mech-
anisms: 
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6 that the export-oriented stin ctural adjusi
ment reforms that were put in pla:.e in much of 
the developing world have laid the S.'oundwork 
for sustained growth in the 1990s. 

The Nics did achieve the fastest growth rates 
among developing countries over the last three 
decades. Put as the Berlin Wall was dismantled, 
the costs of high-speed, export-oriented indus
trialization were beginning to catch tup with 
South Korea and Taiwan. The foundations of 
these supposed miracles of capitalist develop
ment were cracking. 

In South Korea centralized authoritarian de
velopment has created a virtual time bomb. 
From afar, South Korea's spectacular growth 
may seem to have justified so-called transitional 
costs like severe labor repression. But many 
South Korean workers feel differently. Taking 
advantage of a small democratic opening be
tween 1987 and 1989, more than 7,200 labor 
disputes broke out, compared with only 1,026 
from 1981 through 1986. No major industry 
was spared; over the 1987-88 period the num
ber of unions increased two and a half times. In 
perhaps the best known confrontation, 14.0)0 
policemen stormed the Hyundai shipyard in 
March 1989 to put down a 109-day strike. 

The priority of many South Korean workers 
is not the maintenance of Korea's export com
petitiveness but rather acquiring what they" 
regard as their overdue share of the fruits from 
three decades of growth. Indeed, the 45 per cent 
rise in average Korean wages over the last three 
\'ears constitutes a central factor behind the 
erosion of Korea's export competitiveness. As 
export growth falls, the country is like!y to 
experience its first trade deficit in years in 1990. 

A new type of development will 
emphasize ecological sustain
ability, equity, and participa

tion, in addition to raising ma
terial liv.ing standards. 

While a resentful labor movement threatens 
South Korea's traditional growth model by de
manding greater equity and participation, a pow 
erful environmental movement in Taiwan is 
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challenging the island's fragile social consensus 
on export-oriented growth. This decentralized 
multi-class movement comprises consumers, 
farmers, influential intellectuals, residents of pol-
luted areas, and workers. Although less-
publicized than Eastern Europe's environmental 
devastation, Taiwan's is also severe and results 
from the same technocratic assumption that 
"some" environmental damage is the necessar'y 

price of economic growth. As it turned out, 
"some" damage included at least 20 per cent of 

the country's farmland, now polluted by indus-
trial waste. Dumping of industrial and" human 
waste (only I per ceni of the latter receives even 
primary treatment) has been unregulated. Un-
controlled air pollution has also contributed to a 
quadrupling of asthma cases among Taiwanese 
children in the last decade. 

A growing awareness of these environmental 
realities has led some Taiwanese to fight back. 

Citizen actions have halted work on a Dupont 
chemical plant, shut down an Imperial Chemical 
Industries petrochemical factory, stoppecvexpan-

sion of the naphtha cracker industry, and pre-

vented construction of a fourth nuclear power 

plant on the island, thus thwarting the govern-
ment's plan to build 20 nuclear plants by the end 
of the century. Large segments of the popula-

ions ofKorea and Tawanhe 
 for the Thirdas .modelgrowth long touted 

World. According to one 1985 survey, 59 per 
cent of Taiwanese favor environmental protec-
tion over economic growth. 

These points do not mean that South Korea 
and Taiwan are about to become basket cases. 
Nor does the argument deny that they experi-
enced periods of economic growth greater than 
that of most other developing countries. Instead, 
the evidence demonstrates that both countries 
can no longer practice a growth strategy based on 
repression of workers and abuse of.the environ-
ment. It is now clear that each would have been 
better off trading some economic growth for 
more democracy and more ecological sensitivity 
from the start. Korea and Taiwan hardlr serve as 
exemplary models for development. 

While the cracks in the NIC model of develop-
ment have been largely ignored in the West, the 
failure of socialism as an agent of development 
has been overplayed. There is no disputin! this 
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model's collapse; one cannot argue with the 
millions who have taken to the streets across 
Eastern Europe. Yet an overlay of the NICs 
experience with that of Eastern Europe suggests 
a less facile explanation for the failure of social
ism than blaming it solely on the suppression of 
market mechanisms. 

During the 1960s in Eastern Europe, the 
government-led "command" economies achieved 
growth rates higher than those of the capitalist 
world, according to a 1984 United Nations Con
ference on Trade and Development report, while 
building the infrastructure for further industrial 
advance. Omv the Japanese, who seem less 
blinded by free-market ideology and more appre
ciative of the role of a centralized state, have 
reconciled the two models in a more insightful 
lesson. As an editorial in the Japan Times argued 
in December 1989: 

Communism has never been a complete failure, nor 
has capitalism been a complete success. If there are 
any lessons to be gleantd from the events of 1989. 

do not point to a total victory or defeat for 
either system .... Command economies have the 
power to jump-start large scale industrialization, 

but the' are unable to maximize efficiency. Such 
countries expand economically by making huge 
investments in productive capacit., but they cannot 
produce efficiently enough to compete with those of 

estern industrialized world. 

The authoritarian regime in South Korea also 
achieved spectacular growvth rates by practicing 
command economics. This fact flies in the face of 
conventional development dogma. Government 
incentives, subsidies, and coercion fueled the 
drive for heavy industry in such areas as iron and 
steel that market forces would have rendered 
uncompetitive in the early stages. These sectors 
then built up the infrastructure South Korea 
needed to become a world-class exporter of such 
higher value-added goods as cars and 'CRs. 

South Korea's technocrats enlarged the appli
cation of market priiciples in the early 1980s, 
wherezs the East European economies failed to 
do so. The South Korean economy's resumption 
of growth after a brief period of stagnation at the 
onset of the 1980s and Eastern Europe's slow
down after rapid growth in the 1960s confirm a 
more complex truth than that purveyed by free
market ideologues: Command economies ma' 
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propel societies through the first stages of devel-
opment, but further growth into a more sophis-
ticated economy necessitates a greater role for 
mirket mechanisms. 

At the same time, there should be no illusions 
about the adverse consequences of market mech-
anisms on equity. Both China and Viemam, for 
example, have increased agricultural output by 
freeing market forces. Yet both countries bave 
experienced growing inequalities. While some 
farmers are getting richer, some consumers are 
going hungry in the face of rising food prices. 
Post-1978 economic reforms in China have in
creased income inequalities in both urban and 
rural areas. 

Other lessons emerge from Eastern Europe 
and the socialist developing world. While some 
of these countries did perform redistributive 
reforms, providing significant health and educa-
tion services, thev, like the Nics, have failed in 
the realms of ecological sustainability and polit-
ical participation. Indeed, proponents of the free 
market fail to address acommon demand coming 
from the citizens of China, Eastern Europe, 
South Korea, and Taiwan: Free markets are not 
a panacea; the average citizen must participate in 
decision making that affects his or her life. 

Most developing countries, however, fall nei-
ther into the category of the NiCs nor into the 
socialist worid. For the development establish-
merit, the lesson drav.n from the experience of 
the .ics and the socialist counties is that devel-
oping countries' only hope rests with exporting 
their wav to NIC status through the purgatory of 
structural adjustment. D-zens of countries 
across Africa, Asia, and Latin America have 
been force-fed this harsh prescription. 

Supervised by the World Bank and the Inter-
national Monetary Fund (I.\w), these adjustment
packages mandate severely cutting government 

spending to balance budgets, eliminating trade 
barriers and social subsidies, encouraging ex-
ports, tightening money policies, devaluing cur-
rencies, and dismantling nationalist barriers to 
forein investment. 

Part of the West's sense of triumph flows from 
a feeling that a worldwide consensus has devel-
oped about the necessiry of these reforms. But 
manv Vestem development authorities ignore 
that this "consensus" has been pushed on 
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developing-countr governments with a heavy 
hand. After borrowing sprees in the 1970s most 
developing countries ran into debt-servicing dif
ficulties in the 1980s. Creditor banks, using the 
World Bank and IMF as enforcers, conditioned 
debt rescheduling on acceptance of export
oriented snrucrural adjustment packages. In fact, 
many"least-developed countries (LDCs) faced se
rious external constraints on export 
opportunities-from growing protectionism in 
developed-country markets to increased substi
tution for raw-material exports. 

The Failures of StructuralAdjustment 

The strategy urged on the LDCs suffers from 
other shortcomings as well. Structural adjust
ment in practice has damaged environments, 
worsened structural inequities, failed even in the 
very narrow goal of pulling economies forward. 
and bypassed popular participation. Now many 
of the democratic movements expanding across 
the globe are rejecting the profoundly undemo
cratic approach of structural adjustment. 

Ecological sustainabilitv has been undermined 
in country after cotvatr. In their frenzy to 
export, countries often resort to the easiest short
term approach: unsustainable exploitation of nat
ural resources. 'The stories of ecoloical disasters 
lurking behind export successes have become 
common: Timber exporting has denuded moun
tains, causing soil erosion and drying critical 
watersheds. Cash crop exports have depended 
on polluting pesticides and fertilizers. Large 
fishing boats have destroyed the coral reefs in 
which fish breed and live. Tailings from mines 
have polluted rivers and bays. 

One example is the production of prawns in 
the Philippines. Prawns were one of the fastest 
growing Philippine exports during the 1980s and 

are heavily promoted throughout Asia b some 
U.N. and other dvelopment agencies. By 1988, 
Philippine prawn exports had reached $250 mil
lion, ranking them fifth among the countr's 
exports. The government's Department of 
Trade and Industry is seeking to boost that 
figure to $1 billion b\" 1993. 

'See Robin Broad andJohn Ca-'anaeh, "No 41ore.'cs, 
FOREIGN POLICY. 72 (Fall 1988, 81-104. 
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Prawn farming requires a careful mixture of 
fresh and salt water in coastal ponds. Vast 

quantities of fresh water are pumped into the 

ponds and mixed with salt water drawn from the 
sea. But some rice farmers in the Philippines' 
birggest prawn area fear that as salt water seeps 

into th'eir nearby lands, their crop yields will fall 

as they have in Taiwan. Ot'.er farmers complain 
that not enough fresh water remains for their 
crops. In one town in the heart of prawn coun-
try, the water supply has already dropped 30 per 

cent: Potable water is being rationed. Like many 
cash crops, prawns do little to increase equit\. 
Invariably, they make the rich richer and the 

poor poorer, weakening the prospect for mass 
participation in development. In one typical 
Philippine province, the substantial initial invest-
ment of approximately $50,000 per hectare lim-
ited potential prawn-pond owners to the wealth-
iest 30 or 40 families, including the province's 
vice governor, the ex-govemor. and several may-
ors. Moreover. as the wealthy renovated old 
milklish ponds into high-tech prawn ponds. the 

supply of milkfish, a staple of the poor, fell and 

its price rose. 
Structural adjustment hurts the poor in otner 

wavs, too. As government spending is reduced. 
social programs are decimated. One Ma' 1989 
World Bar.k working paper concluded that a 
byproduct of the "sharply deteriorating social 

indicators" that accompany contractionar. ad-
justment packages is that "people below the 
poverty line will probably suffer irreparable 

damage in he.,lth. nutnition, and education." 
Another World Bank working paper, published 
in September 1989. on Costa Rica, El Salvador, 
and Haiti sugested that the concennation of 

land in the hands of a few, along with population 

growth, was a major cause of nvironmental 
degradation. Skewed land distribution, it ar-

gued. pushed marginalized peasants onto fragile 
ecosystems. However, as the report noted, the 

adjustment programs in these countries failed to 
address distributional issues, focusing instead on 
correcting "distorted prices." In this regard, Tai-
wan and South Korea offer historical precedents: 
Their economic success rested on an initial redis

tribution of the land. Although some recent 
agricultural policies have been biased against the 
peasantry, extensive land reforms in the 1950s 
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helped create the internal market that sustained 
the early stages of industrialization. 

The failures of structural adjustment in the 
areas of environment and equity might appear 
less serious if the adjustment packages were 
scoring economic successes. They are not. The 

first World Bank structural adjustment loans 

were given to Kenya, the Philippines, and Tur
key a decade ago; none can be rated a success 
story toda'. A new U.N. Economic Commis
sion for Africa stud\ has highlighted the World 

Bank's own findings that after structural adjust

ment programs, 15 African countries were worse 
off in a number of economic categories. 2 

None of these examples is meant to deny that 

developing countries need substantial reforms, 
that some governments consistently overspend, 
or that markets have an important role to play. 
Rather, the lesson of the 1980s teaches that there 

are no shortcuts to development. Development 
strategies will not succeed and endure unless 
they incorporate ecological sustainability, eq
uir., and participation, as well as effectiveness in 

raising material living standards. 
Countries focusing on any of these principles 

to the exclusion of others will probably fall short 
in the long run, if the" have not already. The 

World Bank and the IMF, either by ignoring these 

first three principles in their structural adjust
ment reforms o',, at best, by treating them as 
afterthoughts, have adjusted economies to the 
short-term benefit of narrow elite interests. 
Their fixation on high gross national product 

growth rates ensures that the costs in terms of 
people and resources will mount and overwhelm 

an economy at a later date, much as thev have in 
South Ko-'ea and Taiwan. 

People Po,.er 
While governmental approaches to develop

ment are failing across Africa, Asia, and Latin 
America, development initiatives are flourishing 
among citizens' organizations. Indeed, a natural 
relationship exists between the two levels. The 

failure of governments in development has given 
birth to many citizens' initiatives. 

2For another 'iew regardingAfrica, see Stephen Brent. 

"Aidin Africa," FOREIGN POLICY 80 (Fall 1990). 
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Popular organizations are taking on crological 
destruction, inequitable control over resources 
and land, and governments' inability to advance 
the quality of life. A d often the people are 
struggling in the face c ,overnment and military 
repressioi. Many cit-,ens' groups are pushing 
for acentral role in development-a concept they 
do not measure solely in terms of economic 
growth. At the core of almost all these move-
ments lies an emphasis on participation of mem-
bers in initiating and implementing plans, and in 
exercising control over their own lives. Hence, 
democracy becomes the central theme. 

In the Philippines some 5 million people par-
ticipate in citizens' groups. Alan Durning of the 
Worldwvatch Institute estimated in the Fall 1989 
issue of Foreign Policy that across the developing 
world more than 100 million people belong to 
hundreds of thousands of these organizations. 
Official development organizations have diffi-
cult' taking these groups seriously' and to date 
act as though they have little bearing on national 
development strategies. Our research suggests 
the opposite: The programs and experience of 
these grassroots groups will form the basis for 
new development strategies of the 1990s. 

During the past decade, many of the most 
vibrant organizations have been born in battles 
over the destruction of natural resourcer. The 
Philippines clearl illustrates this phenomenon 
as various L.izens' groups raisc ecological issues 
as a key measure of sustainable development. By 
some estimates, the destruction of forests and 
other natural resources in the Philippines has 
been among the most rapid in the world. The 
Philippines loses more than 140.000 hectares of 
forest a year. leaving only 22 per cent of the 
country covered with trees-versus the 54 per 
cent estimated as necessary for a stable ecosys-
tem in that country. 

But out of the Philippines' devastation dozens 
of environmental groups have sprung up, with 
farming and fishing communities at their core. 
The largest and most influential isHaribon(from 
the Filipno words "king of birds." a reference to 
the endangered Philippine eagle). Haribon ma-
tured in a battle to save Palawan, an island that 
contains the country's most extensive tropical 
rain forests. A local citizens' group evolved into a 
Haribon chapter and took on the wealthy logger 
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whose forest concessions control 61 per cent of 
Palawan's productive forests. Among other strat
egies. Haribon launched a nationwide campaign 
to gather a million signatures to save Palawan's 
forest. In 1989 Haribon also joined with other 
Philippine organizations (more than 500 by April 
1990) to launch a "Green Forum" that is defining 
what equitable and sustainable development 
would involve at both the project and national 
levels. 

By the end of the 1980s, tnousands of organi
zations across the developing world were cam
paigning against timber companies, unsustain
able agriculture, industrial pollution, nuclear 
power plants, and the giant projects that man% 
governments equate with development. In 1989, 
60,COO tribal people, landless laborers, and peas
ants gathered in a small town in India to protest 
a series of dams in the Narmada Valle' to which 
the World Bank has committed $450 mllion. On 
the other side of the world, Brazilian Indians 
from 40 tribal nations gathered that 'ear to 
oppose construction of several hydroelectric 
dams planned for the Xingu River. Soon, there
after, Indians, rubber tappers, nut gatherers, and 
river people formed the Alliance of the Peoples of 
the Forest to save the Amazon. 

In struggles over the contrcl of resources, 
many also have ended up challenging powerful 
entrenched interests and inequitable structures. 
It is in this context that the president of Haribon, 
Maximo Kalaw, summed up the struggle over 
Philippine forest resources: "In the past fifteen 
y'ears we have had on]y 470 logging concession
aires who own all the resources of the forests. 
The process created poverty for 17 million peo
pIe around the forest areas." 

In addition to ecology and equity, people's 
organizations have acted on the inability of gov
ernments to meet ..., nost basic human needs 
and rights outlined in the U.N.'s International 
Covenant on Economic, Social and Cultural 
Rights: the rights to "adequate food, clothing and 
housing." All over the world, informal economic 
institutions have sprung up to fill the economic 
void left by cuts in government spending. De
velopment analysts Sheldon Annis and Peter 
Hakim have filled a book. Direct to the Poor 
(1988), with examples of successful worker
owned businesses, transportation collectives, 
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peasant leagues, micro-enterprise credit associa-
tions, and other citizen initiatives across Latin 
America. Africa specialist Fanru Cheru, in his 
1989 book Te Silent Re',vo'ution in Africa, refers to 
such groups in Africa as participants in a "silent 
revolution." 

Will this decade see coalitions of citizens' 
organizations drawing on mass partiLyation cre-
ate government- with sustainable development 
agendas in Brazil, the Philippines, South Africa, 
and elsewhere-much as they' ushered new gov-
ernments into Eastern Europe in 1989. Even 
where citizens' coalitions do not take over the 
reins of state power, will these new, innovative 
groups be able to build links to segments of 
bureaucracies -and even militaries that express 
openness to the sustainable development agenda' 

Our research has uncovered positive signs in 
many countries. But a caveat is important: In 
order to gauge the success of these initiatives one 
must shift away from exclusive interest in agire-
gate gro\%-h figures toward the more meaningful 
indicators of ecological sustainabilirv, participa-
tion, equity, and quality of life for the poorer 
majority. 

Bey'ond the sheer number of citizen initiatives 
that advance these indicators, a further measure 
of success revolves around the ability of local 
groups to form countrywide associations that 
address naticnal issues. Over the past half decade 
in the Philippines, for example. a coalition of 
dozens of peasant organizations representing 1.5 
million members has gathered tens of thousands 
of sigmatures for acomprehensive and technically 
feasible national "People's Agrarian Reform 
Code." The code could become the centerpiece 
of a national development stratem" in this pre- 
dominantly agrarian country that suffers from an 
awful land-tenure situation. The Philippine land 
distribution problem isalso seen in the loophole
and scandal-ridden 1988 land-reform bill passed 
by" President Corazon Aquino's Congress. Ac-
cording to land-reform expert Ro' Prosterman, 
it is"likel" to redistribute bareh' I'per cent of the 
Philippines' cultivated land." By contrast, the 
peasant groups' code would cover all lands, 
abolish rampant absentee landownership, and 
offer support se.'ices to peasants acquiring land. 

As the peasant supporters of the People's 
Agrarian Reform Code lobb" Congress for pas- 
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sage of dheir Lode, the%- are simultaneously taking 
steps to implement portions of the desperately 
needed reform on their own. A 1989 report 
documented 14 representative cases at uund the 
country: actions by thousands of poor families to 
occupy 800 hectares oi id.e or abandoned lands, 
the sei'ure of idle fishponds, boycort of rent 
partei s on land, spread of organic farming 
techniques, reviv'.l of traditional rice varieties. 
and the reforestation of manroves in coastal 
a, eas. In other African, Asian, and Latin Amer
ican countries, coalitions of peasants, workers. 
women, cnd small entrepreneurs are banding 
together to craft policy alternatives. 

Ultimately, the greatest successes in sustain
able development will come when citizen groups 
seat their representatives in government. Gov
ernments that are more representative can help 
transform sustainable development initiatives 
into reality. SUL., puvernment; i: help nuild up 
an economic infrastrucrure and an internal mar
ket, create a network of social services, and -. t 
rules for a countrn's integration into the world 
econom'. These thr-e tenets do not represer.t 
anothr 1,niversal model to replace those of free 
marketeers, Marxist-Leninists, or the World 
Bank; the past four decades are littered with the 
failures of universal models. However, the out
lines of a more positive government role in 
development can be s-"etched using the princi
pies of ecological sustai.iabilitv. equity. partici
pation, and effectiveness, 

Even popular governments can

not provide the answer to the 
wide array of development 
problems. 

South Korea and Taiwvan offer positive lessons 
for the ideal Fovemmental role 10the C OnGmv. 
The main lesson is not that the goernment 
should be taken out of the ecoromy. Instead. the 
NICs' experiences suggest that success depends 
on governments standing above vested interests 
to help create the social and political infrastruc
rure for economic growth. Indeed. though it may" 
sound paradoxical, one needs an effective go%
emient to create the market. 
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The problem in many developing countries is 
not too much government, but a government 
that is too tangled in the web of narrow interest 
groups. The Philippine government, for exam-
ple, serves as the private preserve of special 
economic interests. In South Korea, on the other 
hand, the weakness of the landed and business 
elite allowed the government to set the direction 
for development in the 1960s and 1970s. Without 
an assertive government that often acted against 
the wishes of international agencies and big 
business, South Korea would never have gained 
the foundation of heavy and high-technology 
industries that enabled it to become a world-class 
exporter of high value-added commodities. 

Placing governments above the control of eco-
nomic interest groups presents no easy task in 
countries where a small number of powerful 
families control much of the land and resources. 
To increase the chances of !.uccess, strong citi-
zens' groups must put their representatives in 
government, continue to closely monitor govern-
ment actions, and press for redistributive re-
forms that weaken the power of special interests, 

While independent governments can help 
push economies through the early stages of de-
velopment, progress to more mature economies 
seems to require more market mechanisms to 
achieve effective pr(oduction and distribution, 
For market mechanisms to work, however, there 
must first be a market. And for the majority of 
the developing world, creating a market with 
consumers possessing effective demand requires 
eliminating the severe inequalities that depress 
the purchasing power of workers and peasants. 
The "how to" list necessitates such steps as land 
reform, progressive taxation, and advancement 
of workers' rights. 

Pragmatism is also essential for the integration 
of developing countries into the world economy. 
The choice facing these countries should not e 
viewed as an ideological one between import 
substitution and export-oriented growth. neither 
of which alone has generated su.tainable devel-
opment. Basing development on exports that 
prove to be ecologically damaging not only ig-
nores sustainabilir, it fails to ask the more 
fundamental question of whom development 
should benefit. But building an export base on 
top of a strong internal market does make sense. 
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In this scheme, foreign exchange receipts would 
shift from primar. commodities to processed 
commodities, manufactures, and environmen
tally sensitive tourism. China, India, South Ko
re3, and Taiwan all based their early industrial 
development on slowly raising the real incomes 
of their domestic populations. Each opened up to 
varying degrees to the world market and to 
foreign capital onl.y after substantial domestic 
markets had been developed and nurtured. 

Concerted citizen action can bring about more 
participator .',equitable, ond ecologically sus
tainable development. At least one historical 
precedent can be cited, albeit on a subnational 
level: the postwar experience of Kerala. tradi
tionall' one of India's poorest states. With a 
population of 27 million, Kerala has more people 
than most developing countries. A lona history 
of large movements by peozIe of the lowver castes 
culminated in the election :)fprogressive state 
governments beginning in 1957. Constant pres
sure by India's most active agricultural labor 
unions and other peasant organizations forced 
these governments to abolish tenancy in what 
was one of the most sweeping agmarian'reforms in 
South 2nd Southeast Asia and place a high 
priority on health and literacy. In periods when 
conservative governments were voted into power 
in Kerala, the nongovernmental citizens' organi
zations remained strong enough to win reforms 
and ensure enforcement of existing laws. Today. 
despite income levels below the Indian average. 
Kerala boasts the highest life expectancy and 
literac" rates among Indian states. as well as the 
lowest infant mortalityv and birth rates. 

Kerala also highlights an important caveat: 
New, more accountable governments should not 
be seen as a panacea. Even popular governments 
cannot provide the answer to the wide array of 
development problems. No matter who wields 
state power, strong independent citizens' groups 
will continue to be central to sustainable devel
opment. Perhaps South Korea and Taiwan 
would be more successful societies if thev had 
combined their early land reforms and thought
ful state intervention with a prolonged commit
ment to ecology, equity, and participation. 

Democratic participation in the formulation 
and implementation of development plans forms 
the central factor in determining their medium
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moveand long-term viability. This, however, is a 	 gloom%" one. Why then should citizens' 
such 	 ments pushing for more equitable, sustainable,controversial premise. Indeed, a pro-

nounced emphasis on democracy flies in the face and participatory development stand achance in 

of political scientist Samuel Huntington's claim the 1990s? Much of the answer lies in the 

in the 1960s that order must precede democracy extraordinary possibilities of the current historical moment. 
in the early stages of development. Many still 

believe autlorit~irian governments in Eastern Eu- Develooment .after:be Cold War 
rope, South Korea, and Taiwan served as the 
catalysts for industrialization that in turn created For four decades, the Cold War has steered 

3' .	 almost all development discussions toward ideothe conditions for advancing dcmocr'-
Experiences of the last two decades suggest logical arguments over capitalism versus comnu

versus It has also diotherwise. Africa, home to dozens of one-party 	 nism, market planning 
verted public attention away from nonideologicalauthoritarian states, rermvins a development di-

saster. Argentina, Biazil, the Philippines, and global concerns (such as environment, health, 
other Asian and Latin American countries ruled and economic decay) and toward the Soviet 

asby authoritarian governments have suffered sim- Union the source of problems. Hence, the
 

ilar fates. As political scientist Arul Kohli has dramatic winding down of the Cold War opens
 

documented, the economies of the relatively great opportunities for development.
 
democratic regimes in Costa Rica, India. Mala\y- At the very minimum, real debate should no"
 

sia, Sri Lanka, and Venezuela have 'grown at become possible, getting beyond sharply drawn
 
moderate but steady rates" since the 1960s and ideological categories in order to discuss develop
income inequalities have "either remained stable ment in more pragmatic terms. WA'hat are the
 

proper roles of government and market' If oneor even narrowed." 
Moreover, in South Korea and Taiwan, au- values both effectiveness and equity, what kind 

thoritarian characteristics of the government of checks should be placed on the market' What 

were not re. nonsible for industrialization and do the experiences of Japan, South Korea, and 
growth. Far-reaching land reforms and each Taiwan offer to this discussion? 
state's ability to rise above factions in civil sociery The 1990s provide other opportunities to cut 
deserve credit for spai king growth. The only across Cold War polarities. Paranoid Cold War 
,,positive" gro-wth impact of repression by these governments often saw communists lurking be
governments was to hold down wage levels, hind popular organizations fighting for a better 
thereby making exports more competitive. Yet societw. But citizens' movements played acentral 
heavy dependence on exports no longer serves as role in the recent transformation of Eastern 
an option in today's increasingly protectionist Europe. A greater openness should emerge from 
global markets. The percentage of imports into this phenomenon. Not only should governments 

the major developed countries that were affected and development experts treat such nongovem
by nontariff barriers to trade rose more than 20 mental organizations with the respect they de
per cent during the 1980s, atrend that islikely to serve, but they should realize that these groups 

continue. In this hostile global economic climate, h2ve vital roles to play beyond the reach of 

respect for workers' rights can lead to the cre- governments and individuals. 
ation of local markets by increasing domestic Beyond the Cold War, global economic shifts 
buying power. Democratic development there- also offer new possibilities for the sustainable 

fore implies shifting emphasis from foreign to development agenda. While much attention has 

domestic (or, for small countrie,, to regional) been focused on the relative decline of the United 

markets. This shift meets more needs of local States, this shift offers potentially positive open
people and takes iiao account the difficult world ings. A decade of unprecedented U.S. military 

market of the 1980s and 1990s. spending, for example, has bequeathed fiscal 

The portrait painted at the outset--of aglobal deficits that preclude significant increases in for

development crisis masked by triumphant W\est- ein aid. This situation adds impetus to propos

em development orthodoxy-was a decidedly als that the United States give less but better aid. 
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That can be accomplished by slashing military 
aid that in areas like Latin America has often 
been used to suppress citizens' movements, and 
by redirecting development assistance away 
from unaccountable governments and toward 
citizens' organizations. 

Likewise, persistent trade deficits are pushing 
tbe U.S. government to restrict imports that 
enter the domestic market with the assistance of 
unfair trade practices. The United States could 

assist developing-country movements for equity 
and workers' rights by implementing existing 
legislation that classifies systematic repression of 
worker rights as an unfair trading practice. Fi-

nally, the failure of the Baker and Brady plans to 

halt the pile up of debt should reopen the door 
for substantial debt plans that shift payments 
or sustanetiaopens
toward sustainable development initiatives, 

Japan's displacement of the United States as 
the world's most dynamic large economy and 
biggest ,aid-giv'er provides perhaps more intmgU-
ing questions about development efforts in the 

next decade. Japan stands at a juncture fraught 
with both danger and opportunity. It can take 
the easy road and mimic what the United States 
did: alh"with local elites and subordinate devel-
opment policy to security policy. Or Japan can 
practice enlightened leadership by divorcing the 
two policies and opening up the possibility for a 
qualitative change in North-South ties. Will 
Japan seize the opportunities' During the Mar-
shall Plat, years, the United States bestowed 
substantial decision-making power on the recip-
ient governments. Can Japan, using that experi-
ence as a starting point, broaden the decision-
making group to include nongovernmental 
organizations' In fact, voices within Japan are 
calling for the Japanese government to redirect 
its aid flows to include citizens' organizations. As 
aJanuary." 1990 editorial inthe Asahi Eving ,e's 


commented: 

It is a task for Japan in the 1990's to provide aid for 
welfare and growth purposes according to the needs 
of the receiving countries as well as increase the total 
amount, It is also necessary to invite the participa
tion of the people in the receiving countries so that 
its benefits will not be taken up exclusively by a 
particular group of leaders and bureaucrats. 
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The question also remains whether Japan will 
follow the U.S. example of using the World 
Bank and I.MtF as extensions of its aid, commer
cial, and trade policies, further eroding the cred
ibilitv of these institutions in the Third World. 
Perhaps Japan's ascension will encourage these 
institutions to delve more objectively into the 
development lessons of Japan, South Korea, and 
Taiwan, thus adding realism to their prescrip
tions. 

Finally, both Japan and the United States will 
have to face the need to respect the emerging 
citizens' movements as the groups reach out 
intemationally to work with one another. The 
realization that governments suffer from severe 
limits in the development field should not be 
seen as negative. Rather, this understanding 

a variety of possibilities for new forms of 
government-citizen initiatives. In February 

1990, for instance, African noncoernmental or
ganizations, governments, and the U.N. Economic Commission for Africa jointly planned 
no ic issin f frice tly aned 

and participated in a conference that adopteda 
strong declaration affirming popular participa
tion in development. NGOs may also enjoy an 
enhanced role at the 1992 U.N. Conference on 
Environment and Development in Brazil as the 
realization spreads that governments alone can 
do little to stop forest destruction and other 
activities that contribute to the emission of green
house gases. 

In the face of such opportunities, the seeming 
death of the development debate in the industrial 
world represents an enormous travesty. Rekin
dling that debate, however, requires listening to 
new approaches from the rest of the world. 
Excessive confidence in free-market approaches 
melts when one examines the mounting crises in 
the supposed success stories of South Korea and 
Taiwan. Exciting alternatives to the dominant 
development paradigms are emerging in the hun

dreds of thousands of citizens' groups that 
flourish amid adversity and repression in Africa, 

Asia, and Latin A-nerica. These voices must be 
heard in the dev'elopment establishments of 
Washington, Tok.yo, and Bonn. 
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SECOND GLOBAL PROSPECTS CONFERENCE
 

Problems for the Nineties
 

to result in significant

The decade of the nineties is expected 


to be known as the "lost decade of the
 
what has now come
improvement over 


The Second Global Prospects Conference sought 
to address the problems
 

eighties." 

facing developing countries for the coming 

decade by inviting a number of experts
 
a
 

topics of general interest together with 

views on selected
to present 
 identify
The broad objective was to 


representative sample of country studies. 

faced by policy makers in the
 

the problems of development to be 

and discuss 

nineties with a bias towards the practical 

perspective.
 

for the
 on general topics: economic issues 
were five papers
There 

flows and developing country


foreign resource
role of government,
nineties, 

growth, Eastern Europe and finally a paper 

updating work on the global accounting
 

nine country studies. The countries were chosen to
 
There were
framework. 
 distribution,


number of criteria--offer a reasonable geographic

reflect a 


successful and not so successful experiences, 
small and large countries, together
 

From Latin America, Mexico and
 of the less fashionable countries.
with some 

Chile were chosen; from the Caribbean, Jamaica; 

from South Asia, Bangladesh; from
 

South East Asia, Malaysia and the Philippines; from the Mediterranean region,
 

West Africa were represented by Malawi and Guinea
 
Turkey, while East and 


Each paper had an official discussant and 
the conference concluded
 

respectively. 

with a Round Table discussion on issues 

for the nineties.
 

General Tonics
 

The opening paper provided a review of global 
economic developments
 

in the eighties together with a broad tour 
d'horizon of economic issues for the
 

a strong performance largely

The industrial countries enjoyed
nineties. 
 of the decade.
 

policy changes introduced at the beginning

resulting from 


to contain inflationary

involved restrictive monetary policy
Typically these 
 supply conditions
 

pressures and a wide range of structural reforms 
to enhance 


developing
markets. The performance among

and improve the functioning of 


Those that did well, largely in Asia, had investment
 countries varied greatly. 


to GDP ratios above 22 percent and were able to achieve 
a policy mix that enabled
 

In the nineties
 
them to take advantage of opportunities in the 

global market. 

are
to continue. The industrial countries 


this broad pattern is expected 

a slightly lower level than in the
 projected to maintain robust growth but at 


economy is expected as
 
late eighties. Increased globalization of the world 


Among developing
are intensified.

trade, financial and production linkages 


countries the more dynamic economies especially in 
Asia are expected to achieve
 

growth rates of around 6 percent while the prospects 
for many of the countries
 

about half that level. When one
 
in Latin America and especially in Africa are 


factors in population growth rates the new decade does 
not hold too much promise
 

The financing of development has
 for many of the poorer countries in Africa. 

The most notable change has
 undergone major changes during the past decade. 


been the precipitous decline of flows from commercial banks 
compared with the
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levels earlier in the decade. This in turn has led to an increasing role for
 
the official lending agencies. In short this means that for the great majority

of developing countries resources for development will have to be increasingly

generated domestically. 
This in turn implies the need for a credible government

policy that can ensure the flow of adequate fiscal resources and at the same time
 
provide the right milieu for private investors. Among events on the
 
international scale are Europe '92 and structural changes in Eastern Europe.

The former is expected to lead to a larger and freer market in Europe in a more
 
competitive environment. There is also ixicreasing discussion of reciprocity

which may be a vehicle for some protectionist forces. This may lead to 
some
 
difficulties especially for the dynamic export-oriented economies of Asia.
 
Developments in Eastern Europe are likely to lead to some resources being

channeled in that direction. Over time it is expected that this region will
 
attract significant direct investment flows and maybe some redirection of flows
 
to other L4ICs. As these economies restructure it is expected that they will
 
generate increased competition in the global economy but over time it is also
 
expected that increased effective demand will result. 
 Perhaps an even more
 
interesting fallout will be the lessons or new paradigms that may result for
 
development from the rapid changes occurring in Eastern Europe.
 

A major theme that pervaded a number of the papers was what should
 
be the appropriate role of the state. The paper by Shapiro offered 
an
 
illuminating case study of the automobile industry in Brazil in the period 1956
1968. The analysis indicated that in this instance the state was able to extract
 
rents from the private sector and use them to shape investment behavior. Thus
 
she argues that, with stable policy and concomitant credibility, the state was
 
able to 
reduce the role of uncertainty and essentially eliminate the role of
 
directly unproductive rent seeking activities. 
This offers one possible approach
 
to ensure that state intervention does not necessarily lead to an inefficient
 
outcome in either a static or dynamic sense.
 

The paper by Taylor focussed on the role of foreign resource flows 
in the growth of developing countries. Based on n set of studies of 17 
developing countries he estimated that an additional inflow of about US$40 
billion would be needed to support an extra one percentage point in faster
 
capacity growth in the medium term. 
In order to restore historical growth rates
 
to Sub-Saharan Africa and Latin America much larger transfers would be needed.
 

Gronicki discussed the recent changes in Eastern Europe and the
 
likely economic evolution in the next few years. The demise of the central
 
planning paradigm in those countries marks a watershed in economic policy making.

The debate will continue on the appropriate role for the state and how to ease
 
the transition towards more market-based economies. Many problems remain to be
 
addressed, from determining the ownership of property to putting some form of
 
security net in place, to moderate the social costs and concomitant pressures

from the consequences of restructuring the economy. The problems faced by policy

makers vary across these countries from the relatively well managed

Czechoslovakia to the impoverished Romania.
 

In a somewhat more technical vein Riordan reviewed progress on the
 
Global Accounting Framework. This is part of an ongoing effort at the World
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Bank to develop a unified data system for all major global economic accounts.
 

The author indicated that country-specific data bases are now being added and
 

he provided examples of both cross-section and.time-series views of selected
 

country databases. It is expected that this data base will be made available
 

to the public at large in a format that can be readily adopted to suit individual
 

country groupings.
 

Country Studies
 

There were three Latin American studies which covered a wide range
 
Chile has managed to generate a
of experiences: Chile, Jamaica and Mexico. 


stable economic milieu while Mexico, after rescheduling its external debt, is
 

Jamaica had a number of stabilization plans in the
beginning to resume growth. 

early eighties which failed to induce the needed reforms. Presently it seems
 

that it will need some restructuring of its official debt.
 

The two African case studies were symptomatic of many of the problems
 

of that continent. Guinea has seemingly a whole plethora of problems of
 

from institutions through illiteracy to
underdevelopment ranging poor 

In addition Malawi is faced by a major challenge from the AIDS
malnutrition. 


epidemic.
 

The one country from the Mediterranean region, Turkey, presented an
 

interesting analysis of winners and losers under a structural reform program.
 

was argued that the traditional rentiers, the industrialists, were gradually
It 

replaced by financiers.
 

The three countries from Asia were Bangladesh, Malaysia and the
 

Philippines. Bangladesh continues to face major problems of poverty exacerbated
 

by a high population growth rate. The Philippines is torn by domestic political
 

few good stories is Malaysia, where a pragmatic
strife. Perhaps one of the 

policy mix seems to be achieving remarkable results.
 

In short, many of the problems of the eighties are still with us as
 
exacerbated.
we enter the nineties. In many countries these have become 


However, the debate has become less polemical and more practical. Perhaps the
 

nineties will see a much more pragmatic approach to policy so that the major
 

problems of development will begin to be redressed.
 

Economists studying the development process have always been ready
 

to admit that economics is only part of the problem. Social, legal and
 

institutional factors, together with the historical perspectives, were recognized
 

by many to be of major importance. However, it now seems that economists may
 

not be able to solve even the economic problems; in many instances a new paradigm
 

is needed. Countries such as Malawi seem to have followed the "right"
 
seems to have achieved a
prescription but with little success while Malaysia 


great deal of success with policies that traditionalists might eschew.
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BEYOND CATCH PHRASES: 

WHAT DOES SUSTAINABLE
 
DEVELOP M ENT REALLY MEAN?
 

countries. Indeed, sustainable The inability to understand • Satisfaction of basic human 
development has become what sustainable development needs. 
official policy in dozens of means has led to its mistaken *Achievement of equity and 
organizations around the acceptance by many social justice.
world, most notably the World organizations. Those using it aProvision for social 
Bank. as a standard often do not self-determination and 

* 	 All of this, and yet few comprehend its implications, cultural diversity. 
people can offer a good eMaintenance of ecological 
explanation of what Some Misconceptions - integrity. 
sustainable development and a Better Deflnitlon These challenges are so 
really means. As always, Because misconceptions strongly interrelated that it is 
conlusion and surround the term sustainable difficult, and indeed 
misunderstanding are development, a few clarifiers unhelpful, to arrange them in 
frequent side-effects of lofty should be kept in mind. The hierarchical or priority order. 
proposals on environ nent adjective is "sustainable" not Each is both a goal itself and a 

David Brooks and economic development. "sustained." The noun i prerequisite to the 
The Brundtland Report 'development* not "growth" achievement of the others." 

'Sustainable must take at least some and the word 'economic" This definition of sustainable 
development is responsibility for the does not appear. development is better than 
development that confusion, for its own Although these distinctions that of the Brunddand Report 
meets the needs of definition is ambiguous. may appear simplistic, they because it does not rely on 

the present without Its definition is not new, are important. Growth, for one specific axis for 
compromising the ability of clear, nor is it really complete. instance, means to increase in explanation. It pcints to the 
future generations to meet The authors have turned out size by adding material, many implications and 
their own needs" - Our to be their own worst Development, on the other interconnected aspects
Common Future (the enemies - they failed to hand, is the realization of inherent within the term 
Brundtland Report). draw out the implications of potential. sustainable development. It 

This is the concise definition their own statements. Simply Many people use the term also confronts the incorrect 
of sustainable development put, the authors want to have "sustainable growth" but it is a notion that environmentalists 
offered in what is arguably the their cake anc: -at it too. contradiction in terms. are not interested in people. 
most important document of Sustainable development is Sustainable refers to limits 
the second half of the century. a fundamentally radical notion whereas growth means Where Are We Now? 
In many ways, the Brundtland that we must learn to use in physical increase - the two Sustainable 
Report is important not so all of our work. But, at the concepts do not mix. Development 
much for what it says, but for same time, it is conservative in Sustainable development, as a Microconcept 
the reaction it has stimulated, that it can work within the however, means limits placed Environmentalism has made 

It has had a galvanizing traditional framework of on potential - quality can significant gains at the 
effect on international economic theory. It is an always be expanded, and in individual project level. New 
development at a crucial time. alternative economics not an many more ways than mere tools such as "environmental 
It made sustainable alternative to economics. physical size. and social impact 
development a political issue Sustainable development A better understanding of assessments" can indicate to 
by the very fact that it was a does not mean economics the idea of sustainable what degree economic activity 
consensus document - not should be ignored, simply development can be found in affects the environment. 
just from the East and West looked at from a significantly a report by the World These tools allow for the fact 
but also from the North and different perspective. It Conservation Strategy, which that the environment serves as 
South. contracicts many common actually predated the a repository for waste as well 

Clearly, the Brundtland ideas about economic Brunddand Report: as a source of materials for 
Report achieved its purpose: it growth - but it does not say, "The emerging paradigm of production. They also show 
got people talking about in a knee-jerk fashion, that all sustainable development.., an increased recognition of 
sustainable development. As a economic growth is bad. seeks to develop strategies the aesthetic value of nature 
result, we have had a burst of and tools to respond to five and its resources. 
analyses and articles about broad requirements: 
what we are doing and where ° Integration of conservation 
we are going in both and development. 
developed and developing 



"It is a fl 

alternative 
eco0 0mics n0t 

an alternative 
to e conomics." 

There is a growing 
recognition that, in many 
cases, bad economics is bad 
environment. Getting price 
signals right and getting rid of 
subsidies for vested intcrests 
may be the best thing for the 
environme 

But all of these gradual 

observations share the same 
philosophy: the present 
economic system is fine; we 
just have to fine tune it. We 
can continue to do what we 
are now doing, just do it 
better. But this is ignoring the 
key issue of sustainable 
development - the 
macroperspective. 

Going Deeper: 
Sustainable 
Development as a 
Macroconcept 

Sustainable development is 
not fundamentally about 
microeconomics or individual 
project analysis. 't instead 
must focus on the big picture, 
macroeconomics and policy 
analysis. The key i sues do 
not involve questions of 
how - how to allocate 
resources - but how much 

the size of the economy 
We have to look at how many 
people can live on this earth 
and, more important, how rich 
they can be in terms of thei: 
use of natural resources. 

Traditionally, macro-
economics has within it no 
concept of the maximum size 
of an economy. There are no 
restrictions on the scale of an 
economy; bigger is always 
better. 

But the environment 
imposes very real constraints 

on the size of an economic 
system. Human activity has 
pushed against the physical 
limits of the world. We are 
beginning to go beyond a 
scale at which we can 
comfortably survive. The 
problems of global warming 
and rising sea levels are only 
the most visible example of 
going beyond our limits, 

Economic textbooks have 
emphasized the circular flow 
of income through a capitalist 
economy - the greater the 
flow the larger, and thus more 
prosperous, economy. But the 
inability, or unwillingness, to 
realize that economies must 
be limited in scale has pushed 
u back against awall. 

Sustainable development 
suggests an alternative 
perspective. Instead of 
focusing on a circular flow of 
incone, we should be looking 
at a linear flow of natural 
resources - the depletion or 
degradation of resources 
caused by human use. By 
moderating this linear flow, 
we can go far toward ensuring 
that resources, whether 
renewable or nonrenewable, 
will be available for the future. 

Some think the limitations of 
our environment can be offset 

by technology or by recycling, 
They can, but only partially, 
Technology and recycling can 
graft on new solutions without 
addressing the root o! the 
problem: the mentality that an 
economy can grow 

indefinitely, 
To address the problem, 

most environmental 
economists have concluded 
that, just as we need ethical 
criteria to help determine the 
distribution of income in an 
economy, so too do we need 
ecological criteria to help us 
determine appropriate limits 
to the scale of an economy. 

One of the foremost 
altemative economists, 
Herman Daly of the World 
Bank, prefers this approach. 

He argues that there isa 
fundamental difference 
between quality development 
and growth. An economy, he 
believes, should be efficient 
enough to ensure quality 
development. But growth in 
the scale of that economy 
must become increasingly 
cons:rained by the capacity of 
the ecosystem to regenerate 
natural resources and absorb 
waste outputs. Growth, in 
other words, must be limited 
by the environment, 

Sustainable 
Development and the 
Third World 

We are still learning how to 
introduce these notions of 
sustainable development 
into larger economic 
considerations Thus, it is too 
early to state categorically 
how it might apply to 
developing countries. 
However, we can suggest that 
the introduction of the 
concept will have four 
important benefits. 

First, sustainable 
development will force both 
economists and ecologists to 
look much more carefully at 
their models and their 

definitions. Many things 
previously on the fringe of 
economic theory, such as the 
concept of entropy, will now 
rightfully move toward the 
centre. 

Second, we will get some 
specific tools to measure the 
effects of human activity on 
the environment. Economic 
indicators, such as gross 
national product, will come to 
include the depletion of 
natural resources and their 
degradation through pollution. 

The third benefit, and most 
relevant to international 
development agencies, is the 
introduction of sustainable 
development as a set of 
criteria into both project 
analyses and reviews of wider 
policy choices. We are a long 
way from having a full set of 

criteria -a economic, social, 
cultural, and ecological - but 
the ground is being laid. 

Fourth, and maybe most 
important in the long run, 
sustainable development is on 
its way to becoming a 
philosophical concept that 
will infuse all work on 
development, whether in 
richer or poorer countries. If it 
is accepted seriously, 
apparent rates of return on a 
nonsustainable proposal are 
simply irrelevant when 
compared to a proposal that 
has a lower yield but is 
sustainable. Whether or not a 
project is 'sustainable' will 
become the standard of 
success in international 
development. 

By DavidBrooks, Associate 
Director Enironmental 
Policy, )DRC, Ottawa. 
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Tronsitlon The World Bar*/CECSE 

Nicaragua: Challenges of the
 
New Strategy
 

nJanuary 25, 1990a fourteen-

party coalition led by Violetta 
Chamorrorecordeda stunning 

electoral triumph in Nicaragua, cap-
turing 55 percent ofthe popular vote. 
Mrs. Chamorro's victory laid the 
groundwork for fundamental trans-
formation ofthe Nicaraguan economy, 
away from the statist approach ofher 
Sandinista predecessors and the oi-
gopoly of the earlier Somoza regime, 
toward a market economy driven 
mainly by exports of agricultural 
products such as cotton and coffee. 

For this transformation to happen, 
the formidable legacy of the previous 
government must be overcome, 
stripping away structural rigidities 
introduced over the past fen years 
and recreating competition as the 
basis for supply ofgoods and services. 

Sandinistan heritage 

The Sandanistas came to power in 
1979 with an agenda for the complete 
political and economic transformation 
of Nicaragua. This was achieved in 
theirelevenyearsofpower.Thestate's 
role in production, finance, and coin-
merce expanded dramatically. The 
Sandinista Front (Frente Sandinista 
de Liberaci6n Nacional) became an 
important social agent. However, as a 
result of various internal and exter-
nal factors, such as the continuing 
civil strife with the Contras, the U.S.-
imposedeconomicsanctions, thesheer 
mismanagement of the economy, and 
a miscalculation cupublic sentiment, 
the Sandinistas were forced togive up 
power after being defeated in free 
elections.Theyleftbehindan economy 
in total disarray and a country deeply 
divided along ideological lines, 

Totaloutputhasfalleneachyearsince 
1984, and by the end of 1989 was 10 
percent lower than at the beginning 
of the decade. Inflation in mid-June 
1990 stood at880 percent on an annual 
basis, after having reached 1,690 
percent in 1989, and over 33,000 
percent in 1988. Additionally, the 

October 1990 

volume of exports has been falling 

since 1983 and now is about half the 
level of 1980. By mid-1990 the 
country's total external debt had 
reached $10billion, almostninetimes 
as much as the present GDP; of this 
amount$3.5 billion wasin arrears, 44 
percent ofit unpaid interest. By mid-
1990, the per capita burden of the 
arrears alone was almost four times 
larger than GDP per capita. 

At the sectoral level the picture is 
equally bleak. In agriculture, for ex-
ample, the area planted to cotton in 
1989 was about half what it had been 
at the start of the decade. The num-
ber of cattle in the country was esti-
mated to have fallen from 3 million 
head to 1 million during the same 
period. Concerning education, 
whereas significant gains in enroll-
ment were recorded in thefirstpartof 
the decade, these flattened out in re-
cent years. Both pre-school and pri-
mary school attendance was low, and 
the illiteracy rate was on the rise by 
the end of the deimde. 

How the economy came to deteriorate 
so completely and rapidly is a complex 
issue. Certainly, the Sandinistas in-
herited a strife-torn economy and a 
highly skewed distribution of re-
sources. Over time, the continuing 
civil strife required significant mili-
tary expenditures, and the U.S. eco-
nomic sanctions led the government 
to rely on a highly inefficient system 
of bilateral economic assistance. But 
these factors - not denying their 
importance - were an overlay to the 
centrally managed economy, estab-
lished by the Sandinistas, where it 
was difficult to enforce fiscal or 
monetary discipline, provide incen-
tives, or set relative prices. The result 
was macroeconomic disequilibria: 
highly negative real interest rates, 
hyper-inflation, price distortions, 
multiple exchange rates, and a 
thriving black market. 

The critical element in this develop-
ment proved to be the state's role in 
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the economy as envisioned by the 

Sandinistas.The Constitution of 1987 
reserves to the state both domestic 
and foreign trade activity. Asa result, 
the state became the primary com
mercial agent, the sole marketer of 
agricultural exportcrops, the importer 
and distributor ofagricultural inputs, 
and the owner ofmajor retail outlets. 
It also fixed domestic prices, includ
ing wages, as well as the exchange 
rate, where it instituted a system of 
multiple exchange rates that penal
ized exporters. 

The state also owned a large share of 
the country's capital stock, acquiring 
it by the expropriation of the proper
ties owned by General Somoza (his 
agricultural holdings left the 
Sandinistas with over half the 
country's cultivated area) and his 
cronies, and later - through decree 
- the property ofother private own
ers as well. By the end of 1989 the 
market share of about 300 state
owned enterprises and Frente-asso
ciated cooperatives had increased to 
about 40 percent in the manufactur
ing sector and above 50 percent in 
agriculture. The combination ofwage 
and price (including exchange rates) 
fixing and lack of control over fiscal 
accounts eroded production incen
tives. This led to the downward spiral 
of output, decline of capital invest
ments, and deteriorating financial 
conditions for individual firms. 

The financial sector was also reserved 
to the ,tate by provisions in the 
Constitution. Inevitably, standard 
credit norms were disregarded and 
loan losses mounted. Negative real 
interest rates encouraged producers 
to act as financial intermediaries. As 
a consequence, the sum total of do
mestic credits increased and the 
quality of the loan portfolio deterio
rated. By 1990 all four commercial 
banks in the country were insolvent, 
and the Central Bank, being respon
sible for back-stopping the banks, 
recorded large losses as a result. 
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The World Bonk/CECSETrarstion 

When the Chamorrogovernmenttook more specific pbout the requiredqre- tion, the appropriate mechanism fur 

office in April, 1990, it faced a grossly forms, bringing it about is not clear. 

overvalued exchange rate, depleted 
international reserves, a large swell Thegovernmenthasoutlinedfiveba- The recently announced reform 

in domestic credit, and a swollen fis- sic objectives for the next threeyears: measures, as outlined above, go a 

cal account that was largely absorbed * eliminating the underlying long way toward correcting the cur

by public sector wages. Its first 150 causes of inflation by reducing the rent situation and achieving a true 

days were further marked by con- fiscal deficit to a level that can be transformation of the economy. Ad

frontations with the opposition, which financed without monetary creation, ditionally the government is working 
drew on its network of labor unions linking the growth of bank credit to closely with the international com
andpublicsectoremployeestodispute the ability of the financial sector to munitythroughabroadlyconstituted 
and disrupt the government's eco- attract new resources, and exercising consultative group to address the is
nomic plans. In the period between greater control over state-owned en- sues of debt overhang, technical as

the election and Chamorro's as- terprises. sistance, and new financing. Funda
sumption of power, the Sandinistas * full introduction of the new cur- mentally they seek to harness the 
raised wages, increased spending and rency (and anchoring it to the dollar), fiscal and monetary forces generating 
increased credit to thwart the new thus addressing the decline in de- hyperinflation and instability. Thia 

government's announced intention of mand for the old hyper-inflated cur- implies not only tighter control on the 

reducing inflation to zero in three rency and completing the process be- central government but also - in an 
months. gun several months earlier. initial stage- the imposition ofstrict 

• improving efficiency and corn- supervision of state-owned enter-
Basic objectives petitiveness through deregulation, prises, including the banks, and later 

liberalization of the financial sector a large-scale privatization effort. 
The government itself was ill-pre- and foreign trade, tax reductions, for
pared to mount a stabilization and eign investment, and privatization. To do this, however, the government 
reform program. Largely because no * alleviating the social costs of must tackle the iaeological issue in 

one expected them to win, the adjustment and eradicating extreme three ways. First, it needs to take 
Chamorro government came to power poverty through the social emergency charge of the state machinery where 
with only broad objectives and few and social investment funds. it has not yet done so, to be able to 
specific measures to achieve them. o creating a climate of confidence implement its announced goals and 
The paradox that emerged in the to permit a speedy reactivation of objectives. Second, given Nicaragua's 
initial days of the Chamorro govern- production, investment, and employ- adverse social indicators compared to 

ment has characterized the stabili- ment through the return ofexpropri- its neighbors, the government must 
zation and reform process ever since. ated assets where justified, a cleav pay careful attention to the social 
On the one hand is a deep and bitter definition of property rights, and a costs of adjustment and design well 
ideological division in the country, process of national consultation. targeted programs of assistance. And 
with neither side having a dominant third, it must continue to work at 
position but each well organized to Barriers of ideology maintaining a national consensus on 
rally around their respective cause. the need for reform. As the new gov-
On the other hand is the realization Three factors make the Nicaraguan ernment has said on several occa
that attacking the fundamental eco- transformation distinctive: sions: the costs of doing nothing are 
nomic disequilibria in the economy * It is being done in the context of far greater, and the benefits of idle
will require consensus building, public an external debt overhang that poses ness much smaller, than the cost of 
awareness, and compromise. an insurmountable financinggap and undertaking these far-reaching re

puts in doubt the sustainability of the forms. 
Nonetheless, the government intro- reforms. Without considerable debt Richard Clifford 
duced some corrective measures, and forgiveness on current debt and 
there are some initial signs that the concessional terms on new monies to 
transformation is taking hold. A new finance the government's stabiliza
currency, the cordobas oro, linked to tion program, reform will not be pos- Do--- ir

the dollar, is being phased in slowly; sible. /11FLA.7cAT4 
multiple exchange rates were dis- * Large-scale demobilization of the 
continued, public utility rates in- Nicaraguan army and the Contra 
creased, and some state-owned en- forces is necessary to provide relief to oV 
terprises privatized. The government the budget and free resources for the 
has been able to eliminate the ex- proposedsocialemergencyprograms. I* 
change losses of the Central Bank. o Above all, a significant segment 
Broader fiscal and r,-onetary disci- of the population, although a minor- * 

pline, however, has proved elusive ity, has not rejected the ideology and " 

and has prompted the government to political impetus of the forn.er statist 

examine more closely the causes of approach. Thus, while the govern
the current economic chaos and be ment has a mandate for transforma- from the Yugosaov maga.zine Jeza 
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1 

Introduction 

as a cornerstone of economic and social development.
Education has been recognized1.1 

important to the development process aseven moreMore recently, however, it has become 
accelerated technological change and new organizations of production transform the world 

- more than machines or 
economy. Information, biological enhancement, and new materials 

-
- are the bases of new sources of wealth. Development in all its forms 

labor alone 
will depend increasingly on knowledge-intensive industries,-economic, social, and cultural 

Education is a key to developing that knowledge and the sense of 
agriculture, and services. 
personal efficacy needed to adjust to rapid change. 

Although these new conditions place new demands on the educational system world
1.2 even to 
wide, the continuing economic crisis has jeopardized the ability of many countries 

-
maintain the present levels and quality of their educational services. The "knowledge gap" 

the disparity in the capability of countries or groups within countries to participate in the gains 

- is growing Many countries are 
of technological innovations and new production processes 

falling farther behind in providing the education and training needed by their youth to create 

and adapt available k.,owledge to their environment. A widening gap has serious implications 
It guarantees that they

for the future economic development of those countries falling behind. 


will be increasingly hindered in efforts to enhance and shape their own economic ane social
 

Their already low standard of living could also fall.
development process. 

and betterThere is a need for more
1.3 These new conditions suggest a new message. 

and low
countries industrialized and less-industrialized, high-income

education in all --
income. Proviling universal primary schooling in India or reducing high school dropouts b 

the United States is each a crucial development issue in that particular society. Developing the 

cadre of scientific and technical personnel to lead the country into an age of transformation in 
But the 

information, biological, and materials sciences is important in France and Zimbabwe. 

rapid changes in the world economy and the growing gap between rich nations and poor also 

suggest that not all countries face the same educational problems. All countries should be 

access to knowledge, and all can learn 
striving to increase student learning and to equalize 

But lower-income countries with 
from each other in using educational techniques that work. 

out of school may also require qualitatively different 
high rates of illiteracy and children 
approaches to improving and expanding schools than those possible in higher-income coun

tries with much higher average schooling levels and more resources. 

Detailed data on the major areas of educational policy and practices are available to 
1.4 
produce a new analysis of these challenges and to recommend coherent, practical policies for 

The World Bank has been active in this field for 25 years, other international
the future. 
agencies such as UNESCO have collected massive amounts of data, many countries have been 

investigating their own education at a national and comparative level, and individual scholars 

worldwide have also produced a wealth of educational research. Three decades of educational 
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analysis and investment - much of it by the Bank - provide a solid base for understanding the 
relationship between education and economic development, for analyzing the contribution of 
various I.-vels and types of education, for evaluating measures to improve the quality of educa
tion, for assessing the successes and failures of past educational policies, and for suggesting 
concrete alternatives for countries facing different economic and educational conditions, to 
cope with the changed circum'stances of the 1990s. 

1.5 The World Bank plays a singularly important role in international lending for educ.-
tion. In many countries the Bank is the major source of educational advice, and other agencies 
increasingly follow the Bank's lead in such policy and lending. Therefore, its experiences 
carry particularly significant weight in how educational development and lending proceeds 
worldwide. An analysis of these experiences, past educational policies, and new directions for 
policy would make an imp.,,tant impact on educational change - hence economic develop
ment - in the coming decade. 

1.6 This is therefore a particularly opportune moment for taking a fresh look at educa
tional development and donor educational policy. 

1.7 In order to address these themes on education, an extensive bibliographical review 
was carried out and available statistics, research n-sults, and policy studies were scanned. Not 
only has there been an enormous body of statistics compiled by UNESCO and other agencies 
over the past 25 years on enrollment growth and edL cational spending and costs, but the World 
Bank and other international and bilateral lenders have amply documented and analyzed their 
vast experience in financing educational projects. In addition, these same lenders and academ
ics have carried out hundreds of research studies on various aspects of educational policy. For 
presentation purposes, these available statistics aid studies are divided into four sections: 
(1)The Contribution of Education to Economic and Social Development; (2)Trends in Educa
tional Development; (3) Lessons from World Bank and Other Donor Experience in Assisting 
Education; and (4) Policy Issues and Directions. Data availability in each of these categories 
is assessed below. An extensive bibliography is also attached (pages 73-99). 
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DEVELOPMENTAL IMPACT OF RURAL INFRASTRUCTURE 
IN BANGLADESH 
RAISUDDIN AHMED AND MAHABUB HOSSAIN 
The role of infrastructure in development of rural 
areas of developing countries has been controver-
sial, and in recent years donors have shied away 
from funding such projects. The difficulty of meas-
uring the direct and indirect effects of infrastructure 
has also contributed to the lack of solid data con-
cerning its impact on the rural poor. In this study, 
Developmental Impact of Rural Infrastructure in 
Bangladesh, Research Report 83, Raisuddin Ahmed 
and Mahabub Hossain establish an empirical basis 
for evaluating infrastructure development's effects 
on rural areas. It shows unequivocally that infra-
structure is the central element of a rural growth 
strategy. Its effects are positive and profound. For 
example, where infrastructure is developed, crop 
output is 32 percent highe- and household income 
33 percent higher. Wage income for the landless 
almost doubles. Moreover, although the research 
is based on Bangladesh, its findings are likely to 
hold true for many developing countries in Asia and 
Africa. 

This comprehensive approach for measuring 
the effects of infrastructure in 16 villages in Bang-
ladesh, grouped according to their degree of infra-
structure development, is derived from data col-
lected in an extensive 1982 survey by the Bangla- 
desh Institute of Development Studies in collabora-
tion with the International Food Policy Research 
Institute. It links rural infrastructure to economic 
growth and alleviation of poverty through arange of 
potential effects on agricultural production, em
ployment, household income, consumption, sav-
ings-investment behavior of rural households, and 
market and social development. Implications for 
public policies on infrastructure development are 
drawn, and factorsthatoften hinder public resource 
allocation for development of rural infrastructure 
are examined. 

AGRICULTURAL PRODUCTION 
Infrastructure affects agricultural production through
prices, diffusion of technology, efficient use of in-

puts, and efficient combination of outputs. The 
study finds that fertilizer prices are 14 percent lower 
and the wage rate is 12 percent higher in the 
developed villages (those with more infrastructure) 
compared with those that are underdeveloped (those 
with less infrastructure). Irrigation tubewells are 
more numerous and more likely to be in working 
order in villages that have better infrastructural 
facilities. Due to the strong relationships between 
irrigation and high-yielding varieties (HYVs) and 
between infrastructure and irrigation, the rate of 
adoption of HYVs is 71 percent higher indeveloped
villages (Figure 1). The combination of lower fertil
izer prices, increased access to supplies, and greater 
diffusion of HYVs (which require more fertilizer)
results ina92 percent higher fertilizer use indevel
oped villages. Although the increased adoption of 
HYVs leads to an increase in the demand for hired 
labor, the total increase in labor use in developed 
villages was small-only 4 percent-because de
mand is partially offset by increased real wages. 

Crop output is 32 percent higher in developed 
villages because the technical and overall eco
nomicefficiency of producers is greater. Farmers in 
the developed areas tend to be more efficient in 
allocating labor according to its costs and the value 
of its output, which accounts for 8 percent of the 
production increase. And, the output of farmers in 
developed areas is24 percent higher for the same 
amount of labor and fertilizer. 

EMPLOYMENT AND LABOR MARKET 
The development of infrastructure generates 

more productive nonfarm employment for house
holds whose members have the necessary capital 
and skills. This opens up opportunities for wage
employment in agriculture for the remaining house
holds. Lan-less households in developed areas 
spend nearly 33 percent more time on agricultural 
labor than those in underdeveloped areas, where 
they are self-employed in less-productive nonagric
ultural activities. These changes inthe employment 
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u ture occur in all household groups. The num-s 
ber of days spent in construction, transport, serv-
ices, and cottage industries are significantly higheridusris ae sgniicaflyhigerice, ad cttae 

in the developed villages. Employment opportuni-

ties are also greater for poor women in developed 

villages,where, among the landless, women make 

up almost 22 percent of the work force, compared 

with 10 percent in the underdeveloped villages, 
There isevidence that infrastructure expands 

the size of the wage-labor market in general, given 
out bythat the number of days of labor hired 

household members in developed villages was 77 

percent higher than in underdeveloped villages. 

More important, infrastructure indirectly affects wage 

rates, which are about 12 percent higher in devel-

oped villages. The shifting of labor from one sector 
ato another increases productivity, representing 

more efficient allocation of labor resources. Both of 
these effects contribute to the alleviation of rural 

poverty, 

HOUSEHOLD INCOME AND POVERTY 
sources of household in-In a comparison of the 

come in the three most and the three least devel-
oped villages in the sample, it can be seen that crop 

in-income increases about 24 percent due to 
creased output, whereas income from livestock 

and fisheries increases by 78 percent. Wage in-

come almost dot,bles, while income from business 

and cottage industries increases by only 17 per-

cent (Figure 2). The overall increase in income 
attributed to infrastructure is about 33 percent. 

Incomes of landless and small farmers from 
wage labor and livestock and fisheries increase 
proportionately more than those of large landown-
ers. Although the increase in income from business 
and industry is captured mainly by the large land-

owners, who may have the capital to take advan-
tage of opportunities, the landless and small land-

owners could increase their income from these 
sources f they had improved access to credit 
through institutions such as the Grameen Bank. 
Increased crop income in developed areas is also 
based on better access to markets, to credit, and to 

new technology. Therefore, incomes of the land-
less and small landowners could be enhanced by 

improving their access to these elements. The 
increased income-earning opportunities for the 

rural poor in areas where infrastructure is devel-
oped have a substantial positive effect in alleviat-
ing rural poverty, 

INFRASTRUCTURE AND CONSUMPTION 
LINKAGES 

Detailed estimates of the relation between income 
and consumption by commodity are compared for 
the developed and underdeveloped villages. With 
savings accounting for only about 14 percent of 
household income, spending on consumption goods 

has important potential linkage effects with the rest 
The conomy.
 

structure development, which leads to a reductionThe consumption basket changes with infra

in the share of food expenditures ar,d an increase 

inthe share of food expenditures (Fincrease
 

in the share of nonfood expenditures (Figure 3). 

The share of the food basket devoted to cereals is 

sharply reduced, even though the average share of 

noncereal food increases only modestly. Although 

changing tastes, prices, and availability of food
 

change the composition of the food basket in devel

oped areas, they do not lead to any loss in nutri
tional status.
 

Infrastructure development does,however,result
 

in a change in expenditure elasticities, reducing the 

elasticity of cereals while enhancing that of all other 

products except milk and milk products. In devel

oped villages, because higher-income households 
spend a larger share of their income on foods other 
than cereals and on nonfood items, the linkage 
effects on other sectors are greater. In underdevel

oped villages, the budget shares follow the same 

pattern for households in all income groups. 

SAVINGS-INVESTMENT BEHAVIOR
 

The study also measures the influence of rural 
infrastructure on household savings and invest

ment within a comprehensive framework that con

siders infrastructure along with other determinants. 
rate for all villages is 14The average savings 

percent, but it is slightly higher in the developed 

areas. While 36 percent of all households have a 

zero or negative savings rate, gross savings are 

concentrated, with about 75 percent generated by 

households in the top two income deciles. How

ever, the main effects of infrastructure are indirect; 
current income is the most important factor influ

encing savings, and infrastructure has a substantial 
positive effect on income. 

acre of cultivatedAgricultural investment per 
land did not increase in the developed areas even 
though more land is sown in HYVs. Analysis shows 
that, although modern technology requires large 
amounts of inputs, the fixed capital requirements 
are not so high because irrigation infrastructure is 

largely provided by the government. The cost of 

irrigation (treated as a current input) is equivalent to 

about 18 percent of gross capital formation in devel
oped villages, while the cost of fertilizer is 23 per
cent. If these costs are treated as investments, the 
impact of infrastructure on agricultural investment 
is quite high. It should also be noted that in the 

developed areas, investment in livestock and fish
eries is higher-sectors that provide important 
sou, _es of income for the rural poor. Investment in 
housing is also common; whenever rural house
holds have surplus income above what they need 
for food, they allocate the largest share of it to 
housing. 



MARKET AND SOCIAL DEVELOPMENT 
.ice markets play a critical role in rural life in Bang-
ladesh. The consumption of milled rice instead of 
home-pounded rice increases substantially with 
infrastructure development, rising from 40 percent 
of total rice consumption in underdeveloped vil-
lages to almost 74 percent in developed villages, 
The prices paid to farmers for their paddy vary 
considerably from season to season, with greater 
variation in the underdeveloped areas. Poorer farm-
ers tend to market more of their paddy production 
just after harvest when the prices are lowest and to 
purchase rice when the prices are highest. Infra-
structure Improves market access so that price 
variations are reduced. In the developed areas, 
there is increased marketing of paddy and other 
agricultural output by farmers across all landowning 
groups. 

Access to institutional credit is mostly limited to 
landowning households; borrowers from the small 
landowning and landless groups depend on friends, 
relatives, and private moneylenders. Infrastructure 
development does improve access to institutional 
credit, but mainly for the landowning classes, 
However, infrastructure development also trans-
forms the noninstitutional supply system from one 
dominated by friends, relatives, and a few money-
lenders, to a system composed largely of money-
lenders. AnE ysis of the utilization of credit finds that 
infrastructure development helps shift credit from 
nonproductive to productive activities, 

Illiteracy is widespread and related to a house-
hold's ownership of land and the sex of the individ-
ual. No direct link between infrastructure and liter-
acy could be shown, although the study finds that 
members of the landless and small landowning 
households in underdeveloped villages drop out of 
school earlier than those in developed villages. The 
development of infrastructure, however, does have 
a significant direct effect on health through im-
proved access to health care and dissemination of 

information. For example, family planning is twice 
as likely to be practiced in developed areas. 

POLICY IMPLICATIONS 
In view of the crucial role of infrastructure in the 
economic development of agriculture-based, low
income developing countries such as Bangladesh, 
a fresh look at public policies for rural infrastructure 
is called for. 

Assuming that infrastructure development con
stitutes a central element of a country's develop
ment strategy, all potential infrastructure develop
ment projects should be identified and their pro
spective benefits and costs estimated; then they 
should be ranked in the order of benefits relative to 
costs. Public resources should be systematically 
allocated to develop the highest ranking infrastruc
ture first. This ideal approach is, however, ex
tremely difficult to practice. The task of estimating
benefits is achallenging ore, involving sequencing 
the elements of infrastructure and imaginatively 
exploring the potential for long-term development. 

These resource allocation measures should be 
complemented by simultaneous development of 
local government institutions, which should have 
the authority to generate resources at the local level 
and to hire skilled manpower. The flow of central 
government funds should be linked to local initia
tive. Asystematic mechanism for sharing revenues 
(from land taxes and foreign aid, for example) 
between the local and central governments should 
be devised. 

In recent years, development of infrastructure 
has lost its priority status in the donor community, 
parily as the result of "aid fatigue" and partly be
cause structural adjustment policies discourage 
publicexpenditure. But privatization and infrastruc
ture development have to be treated separately. 
Based on the results of this study, the donor com
munity should make an effort to restore infrastruc
ture development to its priority level in the 1960s. 



Figure 1 Figure 3 
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Figure 2 

Crop Income per acre and other Income per capita In underdeveloped and developed areas, average of all households 
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Book Published by IMF Explores
Fiscal Issues Facing Developing Countries 
Public finance and macroeconomic policy 
,tn open developing economies is the focus 
of a new IMF publication. Edited by Vito 
Tanzi, Director of the IMF's Fiscal Affairs 
Department, the book is entitled Fiscal 
Policy in Open Developing Economies. 

The volume, which has an introductory 
overview by Tanzi, comprises two sec-
tions. The first deals with general issues 
that affect the relationship between deve-
loping countries' public finances and their 
external sectors. The second presents case 
studies of four countries (Chile, Korea, 
Mexico, and Turkey) and two areas: the 
Arab world and commodity exporting de-
veloping countries, 

In the first chapter, Johannes Linn of the 
World Bank and Deborah Wetzel of Ox-
ford University examine the links between 
fiscal policies and trade policies. They 
note that a failure to examine these links 
"will likely lead to inconsistent and unsus-
tainable policies, thus hindering a coun-
try's trade and development prospects." 
Linn and Wetzel stress three conclusions: 

A competitive real exchange rate, im-
:roved trade performance, and trade liber-
alization are based on sound fiscal man-
agement, as the experiences of, for exam-
pIe, East Asian newly industrializing 
economies show. Trade policies and trade 
liberalization may, however, have a nega-
tive effect on fiscal balances, which must 
be considered and compensated for. 
9 Improving competitiveness and reducing 
protection are likely to involve reforms of 
both trade tariffs and domestic taxation 
because tax policy is often used as an in-
strument of protection. More efficiently 
designed user charges for publicly pro-
vided goods and services can strengthen a 
country's international competitiveness. 
* Correct priorities should be set for public 
expenditures to ensure that they support 
trade and tradable goods production. No-
tably, public spending on physical infras-
tructure and human resource development 
can play an important role in this regard. 

The interaction between trade and fiscal 
policy is also the subject of a paper by 
Mario Blejer and Adrienne Cheasty of the 
IMF, who discuss the fiscal impact of trade 
liberalization. They note that, although 
'nany empirical studies have confirmed 
:he advantages of freer trade, "the benefits 
)fa liberalization take longer to become 
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evident than the costs, not only for the 
economy in general but particularly for 
the budget. Moreover, any attempt by the 
government to speed up the process of 
adaptation tends to require an increase in 
the budgetary burden imposed by the lib-
eralization policies." 

Blejer and Cheasty point out that trade 
tax revenue will bear the most direct im
pact of a liberalization policy involving 
tariff reduction. However, such revenue 
will not fall by the value of the tariff cut; 
much will depend on the price and in
come elasticities of the demand for im
ports, the elasticity of substitution between 
imports, the market structure of import 
trade, and the degree of exchange rate 
flexibility, among other influences. Apart 
from affecting trade taxes, liberalization 
may have a budgetary impact that arises 
from an initial contraction in activity and 
from a redistribution of income and con-
sumption patterns brought about by 
changes in relative prices. In sum, "de
spite the promise of a better long-run fu
ture, the economy may face a temporary 
drop in income and a deterioration in the 
budget balance (as well as in the trade 
balance) in the short term." This does not 
mean liberalizationpublic finances and their externa secor. 

sector in the economy and negatively as
sociated with the level of per capita in
come and the share of income taxes in 
total tax revenue. 

Juan Carlos G6mez-Sabaini of the Inter-
American Center for Tax Studies in 
Buenos Aires, Argentina, discusses why 
developing countries use export taxes, the 

..
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Vito Tanzi: Many economists don't fullyapprecllte the Interaction between developing countries' 

until the macroeconomy is balanced, the 
authors caution. Indeed, such balance 
might be difficult to find in the presence 
of trade distortions. An important purpose 
of the paper, they suggest, is "to highlight 
the short-run costs of liberalization, so that 
they might be explicitly budgeted for. If 
the likely size and duration of adjustment 
costs could be estimated ... the task of 
liberalization would be that much easier." 

Theo Hitiris of the University of York, 
United Kingdom, investigates empirically 
the relationship between tax structure and 
economic development using data from 
105 industrial and developing countries. 
He finds that both tax rates and tax struc-
tures in developing countries tend to differ 
from those in industrial countries. In par-
ticular, the effective trade tax rate and the 
share of trade taAes in total revenue fall 
with economic development, while the 
total tax burden and the share of income 
taxes in total tax revenue rise. Moreover, 
the degree of developing countries' fiscal 
dependence on trade taxes is positively as-
socialed with the relative size of the trade 

ways in which they do so, and the eco
nomic effects of such taxes. He points out 
that developing countries with poor tax 
administrations find, in primary exports, "a 
significant taxable base that can be easily 
exploited." Some have taxed their primary 
exports when a substantial devaluation of 
the exchange rate has taken place. Under 
these circumstances, substantial tax rev
enues can be obtained from temporary ex
port taxes, while private expenditure is 
contained. Export taxes have also been 
used to 
° provide an indirect subsidy to local in
dustries that manufacture or process pri
mary goods, to encourage exports with 
higher value added; 
o hold down urban wages, because such 
taxes often amount to a subsidy to local 
consumers of essential primary goods; and 
* reduce inflation that results from the rise 
in the prices of taxed commodities on 
world mdrkets. By reducing the income 
derived from the exports of these com
moqities in the short run, the tax can ab
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sorb some of the increase in their prices, or two), while imports suffer from the ef- cause "fiscal reform is often a ... pre-
In short, export taxes have been im- fects of the devaluation but fresh invest- requisite to correct overvalued and multi

posed not only to incredse revenue, but ment on exports has yet to be made. pie exchange rates." 
also to achieve stabilization and to im- Seade suggests that, in real life, devalua- The problem of revenue instability that 
prove the allocation of resources and the tion would probably raise revenues, be- affects many developing country exporters 
distribution of income, cause tariffs are almost always present in is the subject of a paper by Fuat Andic 

Gomez-Sabaini suggests that the proba- many developing countries, and they have and Suphan Andic, formerly of the Univer
ble negative effects of export taxes on the the effect of shifting taxable value added sity of Puerto Rico, and Irma Tirado de 
level of production and the volume of ex- toward the foreign trade sector, which is Alonso of Florida International University. 
ports are one of their main disadvantages, easier to tax. On the basis of evidence from 27 non-
He adds, however, that some of the other In the second parer on the relationship oil, export-dependent countries, the au

thors find that many governments face the 
problem of revenue instability in the face 
of a secular growth in expenditure, which 
comrpli'-te-; fical management. They in
vestigate the feasibility of policies to stabi

lize tax revenue. One such scheme is an 
"export tax revenue stabilization fund,' 
into which both exporters and govern
ments make deposits when export prices 
rise relative to a "norm" and from which 

they make withdrawals when export 
S_ 'prices fall below the norm. The authors 

7,Z,. - show that such schemes have, at best, a 
" /! .l •.,,r• limited scope because they are feasible 

, ,. ,a * . only if export prices fluctuate around a 
.•* 6t rising trend, which is often not the case. 

. - Moreover, they require effective demand 
Mario Bleler and Adrienne Cheasty: The benefits of trade liberalization take longer to become evident management policies, which are often po
than the costs, not only for the economy In general, but particularly for the budget. 

litically difficult. 

objectives of these taxes-for example, between fiscal policy and the exchange Ke-young Chu of the IMF focuses on th. 
that of achieving slabilization-could, at rate, Helmut Reisen of the Organization impact of unstable commodity prices on 
least in principle, justify their use." He for Economic Cooperation and Develop- developing countries' public finances and 
concludes with a brief description of how ment deals with the impact of real the policy implications. Comparing the 
export taxes have been used in Argentina. changes in the exchange rate not on tax structure of public finances of 17 con-

The relationship between fiscal policy revenue but on the public budget, espe- modity exporting developing countries 
and the exchange rate is the focus of two cially in the presence of large external with those of 11 industrial countries dur
papers. In the first, Jestis Seade, Mexico's debt. He points out that the presumption ing 1972-83, Chu finds that fiscal deficits 
Ambassador to the General Agreement on that devaluation improves the government in the first group substantially exceeded 
Tariffs and Trade in Geneva, discusses budget has "not been confirmed for prob- those in the second. Notably, revenues 
whether an adjustment in the exchange lem debtor countries." In these largely in- were "conspicuously more unstable' in 
rate affects tax revenue. Does a devalua- ward-oriented economies, the rise in local the commodity exporting countries. This 
tion, for example, necessarily raise tax currency tax receipts and new inflows of instability reflected both the narrowness of 
revenue? Using a general equilibrium foreign finance have been too limited to tax bases in these countries and unstable 
framework, Seade concludes that the an- make up for the rise in local currency world commodity prices. Foreign financ
swer depends ver, much on the structure costs for foreign currency debt service fol- ing, which is determined largely by condi
of taxes. Specifically, devaluation will: lowing the devaluation. He then examines tions in donor countries, also tended to be 
* increase tax revenues if tariffs are pre- the conditions under which devaluation unstable. 
sent and imports are relatively price in- will improve the fiscal accounts. Chu points out that, given the limited 
elastic. This result will most likely occur With regard to policy, Reisen concludes availability of revenue-side policy instru
in countries whose imports consist largely that the negative fiscal implications of de- ments, revenue instability in commodity 
of necessities; valuation do not necessarily imply that de- exporting countries leads to serious fiscal 
s tend to lower revenues in countries that valuation should be avoided. Alternative difficulties. Maintaining a stable deficit 
rely heavily on wage taxes; policies, such as deflation, are likely to path would result in volatile expenditure, 
* lower revenues in countries where the have the same, or even a worse, fiscal im- which would involve social and economic 
devaluation is used to finance repayment pact. Moreover, experience suggests that costs. On the other hand, maintaining a 
of foreign debt, thus causing leakage from the currencies of problem debtor countries stable expenditure path would imply a 
the economy; add were largely overpriced as long as foreign volatile deficit, domestic financing, and 
- lower revenues-or erode potential capital was readily available. The best domestic prices. This, in turn, often implies 
gains in revenues-in the short run (a year policy is to reduce fiscal imbalances, be- a volatile real exchange rate, which ad
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versely affects external balance. 
Revenue instability is also the subject of 

a paper by Abdullah EI-Kuwaiz, Secretary 
General for Economic Affairs at the Gulf 
.Cooperation Council in Riyadh, Saudi Ara-
'bia, who reviews the experiences of oil 
exporting Arab countries. EI-Kuwaiz points 
out that the impact of the dramatic decline 
in oil revenues since 1985 has by no 
means been all negative. While the de-
cline has jeopardized earlier, more ambi-
tious industrialization plans and caused 
much economic dislocation, it has also 
provided governments with incentives for 
economic reform. Illustrating from the ex-
periences of Algeria and Kuwait, El-
Kuwaiz points out that falling oil revenues 
have led to a general review of fiscal and 
monetary objectives that, "almost without 
exception, has resulted in more rational 
economic planning, greater reliance on 
private sector initiatives, and a re-evalua-
tion of taxation policies." Both capital and 
current budgets have been trimmed back, 
and development projects are now evalu-
ated more carefully. -le adds that "this 
process, while more or less p.,inful, has 
been healthy and has left the Arab oil ex-
porting countries well placed for the next 
phase of their development.' 

The book's last four articles deal with 
the relationship between public finance 
and economic performance in individual 
countries. Vittorio Corbo of the World 
Bank focuses on the role of public finance 
and tradp policies in the adjustment expe-
rience of Chile during 1973-88. At the 
start of the period, Chile faced major 
macroeconomic disequilibria, including a 
large and unsustainable current account 
deficit, a public sector deficit of almost 
one third of GDP, and an inflation rate ap-
proaching 500 percent. Microeconomic 
distortions were also rife. 

According to Corbo, Chile's experience 
suggests that 
* reducing fiscal deficits requires strong 
actions on both the revenue side and the 
expenditure side. In Chile, the tax syslem 
was dramatically restructured to reduce 
distortions, and the system of public ex-
penditure was revamped to enhance the 
productivity of spending. 
* controlling the public sector deficit is 
necessary but not sufficient to reduce in-
flation. Incomes policies are also needed, 
especially when inertial inflation is pre-
sent. 
* once macroeconomic imbalances are 

corrected, growth with low inflation can 
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be achieved even in the face of reduced 
net transfers from the rest of the world and 
unfavorable terms of trade. 

Guillermo Ortiz, Mexico's Undersecre-
tary for Finance and Public Credit, ex-
plores the links between internal and ex-
ternal adjustment in Mexico's response to 
the debt crisis. He notes that Mexico has 
undergone substantial fiscal adjustment 
since the outbreak of the debt crisis in 
1982. External adjustment has also taken 
place; Mexico has contin-
uously achieved current 
account surpluses since 

a 

1983 (except for a small ,.- .University 
deficit in 1986, because of s. 

the oil shock). However, . , 

the internal adjustment 
has been insufficient to 
stabilize the economy. 
Notably, inflation has re 
mained high. Ortiz at-
tributes the inflation not to 
the fiscal deficit-he ar-
gues that in Mexico, infla-
tion has caused the fiscal 
deficit to rise rather than . 

the other way round-but 

and exchange rate policies in Turkey dur

ing 1984-87. One conclusion they reach 
is that a significant rise in the public sec

tor deficit, accompanied by real exchange 
rate depreciation and increasing real wage 
stickiness, can result in a surge in infla
tion. "In essence," they suggest, "protec
tion of the balance of payments through 
real depreciation without tackling the root 
cause of the problem, namely, the fiscal 
imbalance, is not a viable option over the 

medium term." 
M In the last chapter, Tae

won Kwack of Seoul City 
in Korea exam

ines how fiscal incentives 
helped Korea succeed 
with an export-oriented 
growth strategy. Kwack 
first reviews the main fi
niancial and fiscal incen
tives that were provided 

' to exporters in Korea dur
ing the twenty-five years 
to 1988. Financial incen
lives included commer
cial bank loans at below

market interest rates and 
to actions taken to protect Guillermo Ortiz: The servicing of "export loans," which are 
the bdlance of payments external debt created substantial loans proportional to the 
from external shocks and nftationary pressures InMexico. value of exports provided 
to resource transfers needed for external 
debt servicing. Notably, external debt-ser-
vice obligations, combined with the cur-
tailment of external finance, required a 
transfer of savings from the private to the 
public sector. The reluctance of society to 
effect this transfer forced the Government 
to resort to the inflation tax, which was 
brought about through exchange rate de-
preciations. Ortiz adds that the servicing 
of external debt might also have reduced 
Mexico's ability to grow by reducing the 
availability of resources for investment. 

The experience of Turkey in the 1980s 
is the focus of a paper by George Kopits 
and David Robinson of the IMF. They note 
that at the start of the 1980s, Turkey 
emerged from a severe balance of pay-
ments crisis and five decades of virtual 
economic isolation through a comprehen-
sive stabilization and liberalization pro-
gram. The program, in which fiscal policy 
played an important role, led to both a 
substantial reduction in the external im-
balance and satisfactory economic growth. 

After providing an overview of Turkey's 
macroeconomic development from 1980 
to 1987, the authors build a model to sim- 

ulate alternative combinations of fiscal 

to exporters who present evidence of an 
export contract. Fiscal incentives included 
generous corporate tax exemptions on in
comes from exports and various "tax-free 
reserve systems," under one of which, for 
example, 1 percent of the total value of a 
firm's exports is deducted from its taxable 
income and kept in reserve. After a two
year grace period, the amount is prorated 
over the following three years and added 
to taxable income. Other incentives for 
exporters included accelerated deprecia
tion al!owances on machinery and equip
ment, tariff exemptions on importec inter
mediate goods, and preferential rates on 
the use of electricity and rail transport. 

Kwack develops a model to quantify the 
effects of the various export incentives, 
from which, he shows, exporters have 
benefited considerably. He finds, how
ever, that tax incentives have played, at 
best, a minor role in export promotion, 
whilc financial incentives have played a 
major role. 

Copies of Fiscal Policy in Open Developing 

Economies are available for US$t 5.00 each 
from Publication Services, Box 5-306, Inter
national Monetary Fund, 700 191h St., 

NW., Washington, DC. 20431, U.S.A. 
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I. Donald Pressley- A.I.D.
 

A. Congress
 

1. Legislation for Eastern European support (SEED 1) began
 
in the summer of 1989, following President Bush's trip to Poland
 
and Hungary. The President stated that the United States would
 
continue support as Eastern Europe moves towards democracy.
 

2. SEED 1 passed in the Fall of 1989, while Eastern Europe
 

was in the process of political and social renovation. The U.S.
 
government was not prepared to involve Eastern European
 
governments in the democratization process according to SEED 1.
 
SEED 2 will address this issue as well as plans for various
 
economic goals which will involve the new standing governments.
 

B. Agency for International Development's (A.I.D.)/
 
Assistance
 

1. The Polish Stabilization Fund was created to stabilize
 
currency and reduce inflation. Its current status is encouraging,
 
as reserves are higher than anticipated. Investments are taking
 
place within the country on market terms, the profits of which
 
are being turned over into new projects within the country.
 

2. The Private Sector Fund involves the Import-Export Bank
 
and enables small programs to help private farmers.
 

3. The Technological Training Scholarship ensures
 
educational exchanges and promotes democracy channeled through
 
the Endowment for Democracy to make sure that elections are fair.
 

4. Environmental Assistance is investigating the effects of
 
propane fuels in Krakov and establishing an Environmental
 
Protection Agency in Budapest to evaluate problems regionally.
 

5. Medical assistance has been targeted towards children's
 
hospitals and the Center for Disease Control.
 



C. Plans for 1991
 
1. The G-24 has asked the European Community Commission to
 

be its Secretariat in a coordinating role to determine how other
 
countries are providing aid, as well as provide an information
 
exchange to improve aid allocation. It will help to sort through

the various international offers for assistance to choose those
 
which are useful for the present and the future.
 

2. Assistant Secretary Lawrence Eagleberger stated that
 
there is presently a mechanism to coordinate assistance from 35
 
U.S. agencies offering aid.
 

3. Assistance will depend on how much and how quickly
 
Eastern European countries are willing to move toward democracy,
 
an open market and friendly relations with the West. If they show
 
only limited efforts, then the U.S. limit their role to aid to
 
purely humanitarian purposes.
 

4. Technical assistance will be given over the next 5 to 10
 
years until the region reached an acceptable level of technical
 
expertise.
 

5. The privatization process will continue to be supported
 
but the process will be neither easy nor quick due to diverse
 
social and economic approaches. Eastern Europe needs to focus on
 
developing international business and accounting skills that can
 
be linked with management training.
 

6. Aid will be given to encourage governments to make their
 
industries environmentally conscious and energy efficient.
 

7. Various institutions are bidding for grants to develop
 
human resources by making current skills more business worthy.
 
The proposed program must be cost efficient and when the chosen
 
institution leave. there must be a stable infrastructure the
 
Eastern Europeans can sustain.
 

II. Philippe Nouvel-World Bank
 

A. The World Bank in Eastern Europe
 
1. Eastern Europe is not a new regional focus for the World
 

Bank. Poland has been a member since 1940. Current dealings in
 
Eastern Europe include Yugoslavia, Czechoslovakia, Romania,
 
Hungary, Poland and Bulgaria. The World Bank lent over one
 
billion US dollars to Eastern Europe from July 1989 to June 1990.
 

2. Consideration for aid relies on the countries
 
willingness to adopt and adhere to the Bank's proposed packages.
 

3. Poland is still not credit worthy, as it has not yet

cleared its present debt. Yugoslavia is considered to be in a
 
good credit situation. Hungary has a good market but its huge
 
debt continues to drain the economy regularly.
 

B. Issues critical to reform
 
1. Following liberalization, Hungary and Poland have
 

experienced hyperinflation. The World Bank has tried to provide
 
incentives to continue with the liberalization by assisting them
 
with stabilization programs.
 

2. During the initial consequences of the stabilization
 
program, the countries will experience a contraction of their
 
economy, unemployment, and losses in their markets.
 



It is difficult to estimate the affect of dismantling
3. 

the old system of trade relations (COCOM); they project the loss
 

will be 4% to 8% of their trade.
 
4. The World Bank will support the reform process by:
 

a. providing incentives to the financial sector
 
b. establishing a framework that provides a sense of
 

stability now, and for the future to relieve social tensions
 
c. restructuring the enterprise sector through
 

privatization of joint projects and ventures
 
d. harmonizing banking and financial sectors
 
e. restructuring industry on realistic terms
 
f. Improving roads and railways to help market
 

products and entice joint ventures
 
g. Decreasing the high level of energy consumption
 

III. Frank Vukmanic- Inter-American Development Bank
 

A. Why did the Inter-American Development Bank create motive
 

objectives?
 
1. In 1989 and early 1990, the European Community led by
 

French President Francois Mitterand, proposed the creation of a
 

development bank for Eastern Europe, the EBRD.
 
2. By creating a bank exclusively for development purposes
 

rather than using existing infrastructures, Eastern Europe was
 

assured that it would have no competition for funding.
 

B. The focus of European Bank for Reconstruction and
 

DevelopmentLEBRDI
 
1. The bank wants to promote political and economic
 

liberalization as stated in the preamble of the organization's
 
charter: "At least 60% of banks lending in any one year or over
 

five years mus' be to private sector firms or firms changing to
 

private sector and the remaining goes to the development of
 
infrastructure."
 

2. The purpose of the bank is to promote business
 
autonomous from the state and to serve as a catalyst for other
 

lenders to invest. If the countries move away from the
 
progression towards a market economy the aid will be cut off.
 

C. Dimensions of membership
 
1. The European Economic Community, International
 

Investment Bank and forty other donor countries comprise the
 
membership. The larger industrialized countries are required to
 
invest a set percentage of the total shares.
 

2. The capital is sizeable and denominated in European
 
currency appropriate to the investment size. Those shares offered
 
in cash are accepted in yen, U.S. dollars or European currency.
 

3. Loans will be offered for the best possible rates with a
 
small commission required.
 

4. Bank will be termed functional when two-thirds of the
 
members have subscribed (paid membership dues). The closing date
 
is March 31, 1991 for subscribers but the more likely scenario is
 
December 1991 or January 1992 in which the earliest transactions
 
will be in February 1992.nE-cp2200
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Military Expenditures 

Global Trends 	 spending trends in both current dollars, reflecting inflation, 
and constant dollars, based on 1988 exchange rates. 

World military expenditures declined slightly In 
1988 despite surpassing the one trillion dollar mark for In constant dollar terms, the overall slowdown in 
the second year in a row (Main Table I). This decline of world military expenditures that began in 1985 is 
$1.7 billion in current dollars was entirely the result of evident. The average growth rate for the second half of the 
decreased military spending by developing countries, decade 1978-1988 was 0.8%, compared to 2.4% for the 

total period (Table 1). Sizable increases in military 
With the drop in the value of the dollar to more realistic expenditures initially continued into !he second half of the 

levels since 1985 and with the change to the use of 1988 decade; however, they were not sustained, and in 1988, 
exchange rates in this edition, world aggregates in dollars expenditures fell to pre-1985 levels. 
rose to new heights.* Figure 1 shows world military 

Mirroring the global trend, military spending by the 
developed countries also declined in 1988 for the first 

Figure 1 time during the decade. Despite this decline, however, the 
World Military Expenditures, 1978-1988 developed countries experienced fairly strong annual 

growth since 1978 (3.1% for the decade and 2.1% during 
Billions of dollars (ratioscale') 	 the last half). Military spending by developed countries 

declined 1.2% in 1988, bringing the level of expenditures to 
$865 billion, a total that not only represents more than four
fifths of world military expenditures, but also accounts for 
roughly one-third of the global decline. 

orld The pronounced decline in military spending by 
1000 ....iooo developing countries, particularly since 1984, has been 

...1....... the principal cause of the global slowdown. Developing
country military expenditures rose during the first half of.


....... 	 an average rate of 2.8%. 

600 	 1984, however, rnilitary spending declined rapidly through 

the end of the penod for an average -4.7% rate in the second 
half of the decade. In 1988, military expenditures for 

400 .developing countries decreased $25.1 billion from the 
previous year, to $167.3 billion. Besides being the largest 
single decrease of the decade, this represents the lowest 
level of military expenditures by developing countries for 

Developing the entire decade. In addition, this decrease accounts for 

200 70% of the global decline. 

.... Deelpeloped the decade at 	 After peaking in 

..... 
 .........
....
..
, , I 


See Statistical Notes, Conversion . . . to Dollars, for a 
discussion of the effects of exchange rate changes. 

10 *The logarithmic or ratio scale used in this and other figures 
- - - is designed to facilitate growth rate comparisons. A ratio 

1978 1980 1982 1984 1986 1988 scale iscompressed as values increase so that equal vertical 
distances show equal ratios of value and equal slopes show 

Constant 1988 dollars ---- Current dollars equal growth rates anywhere on the chart. 
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Table I 
Military Expenditures: Shares and Growth 

(In percent) World Share Real Growth Rate* 


Decade 2nd Half 
1978 1988 78-88 83-88 

World 100.0 100.0 2.4 0.8 

Developed 77.1 83.8 3.1 2.1
 
Developing 22.9 16.2 -0.5 -4.7 


Region:
 
Africa 
 1.8 1.4 -1.0 -3.4 

East Asia 7.6 7.5 1.9 1.9 
Europe, all 54.1 51.4 1.6 0.9 

NATO Europe 14.8 14.5 1.0 0.8 
Warsaw Pact 37.1 34.7 1.5 0.9 
Other Europe 2.2 2.1 1.5 0.6 

Latin America 1.4 1.2 0.8 -3.2 
Middle East 11.4 5.9 -2.5 -10.4 
North America 22.3 30.8 5.9 4.1 
Oceania 0.6 0.7 4.5 3.5
 
South Asia 0.9 1.2 6.5 5.7 


Organization 
NATO, all 37.1 45.3 4.4 3.0 
Warsaw Pact 37.1 34.7 1.5 0.9 
OPEC 10.3 5.0 -3.1 -10.8 
OECD 41.7 50.6 4.3 3.0 

* 	 Average annual rate, calculated as a compound rate curve 

fitted to all points. (See Statistical Notes.) 

Regional and National Trends 

Among the developed regions, North American 
(mainly US) military expenditures increased rapidly 
through most of the decade but slowed at the end (Figure 
2). Although for the period as a whole the growth rate was 
a strong 6%, it dropped to 4.1% in the second half and to 
0.6% in 1988. 

Military spending by NATO countries continued to 
grow steadily throughout the decade at a rate of 4.4%, 
slowing to 3% during the last five years. This slowdown 
is due to the combined effect of slower growth in North 
America, as well as in NATO Europe, which grew modestly 
by 1% annually oer the entire decade and by 0.8% during 
the last half. At the end of the decade, the largest changes 
in the level of military expenditures amongst NATO 
member countries occurred in Italy, the United Kingdom 

Figure 2
 
Military Expenditures by Region, 1978-1988
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and the US. Military expenditures in the United Kingdom 
decreased roughly $1.3 billion in 1988, a decrease that was 
almost exactly offset by the nearly $1.3 billion increase in 
Italian expenditures. US military expenditures increased 
$1.7 billion in 1988, accounting for almost the total increase 
in NATO military expenditures of $1.8 billion. Spending by 
the rest of Europe, other than NATO and the Warso,'' Pact, 
grew at a rate of 1.5% for the decade and 0.6% during the 
last half. 

Warsaw Pact military spending showed modest but 
steady growth for all but the last year of the decade. 

2 
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Figure 3
 
Leading Military Powers, 1988
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Help the Children, Here and Abroad
 
By Matilda R. Cuomo 

omorrow. leaders from 
more than 70 nations 
will convene at the 
Un ted Nations to par-
ticipate in a World 

for Children. 
The meeting will reflect a growing 
world wide commitment to the rlhLs 
of children everywhere.

Every day 40,000 children under the 

TSumml 
age of 5 die In developing countries. 
Millions of other children are killed 
each year by curable and preventablo 
Illness" such as mesles, whooping 
cough, tetanus, pneumonia, polio and 
diphtheria. War and poverty ha 
crippled tens of millions more. 

Surely we cat. provide the dollar's 
worth of health care, the nutritious 
food, the clean water and sanitation 
that would save mostoftheselives. In 
fact. Unicef reports that an additional 
2.5 billion a year more In spending 

Matilda R. Cuomo Is the honorary 
chairwoman of the New York Sl t 
Council on Children and Families. 

would gave the lives of 50 million 
children under the age of 5 by the 
year 2000. How can we afford to 
pendleus?

How, too, can we tolerate the esca. 
Ition of drugs, violence and family
breakdown that Isravaging the lives 
of children Indeveloping and industri-
allied nations alike? How can we turn 
our backs on the children betnr vie. 
timIzed by political upheival?

In 198, as part of a Unicef delega-
tin, I traveled to Zimbabwe to par-
ticipate in the "Ihltarnalrm]Sym-
posium for the Survi,al and Develop-
ment of the Child." W' wie 
flrsthand parthelid's Impact on the 
lives of the children in the frontinesutent 
sates. 

In Mozambique, I saw 10,000 chil-
dren crowded into a single refugee 
camp. They were homeless, or-
phaned, starved, mutilated and ter-
rorized'.. children who had watched 
as their parents were murdered ... 
children traijed to kill, and forced to 
flire on friends and relatives. In one 
hospital we saw children missing 
Ilmbo, bearing the weight of crude, 
wooden Prostheses ... vacant4aed 

children in their mothers' arms, their 
bellies distended from hunger. 

These were not my chllJren. Nor 
are they yours. But they are our dil. 
dren. They are gifla from God and we 
are their stewards, charged with the 
obligation to give them the but poml. 
ble care. 

The World Summlt for rCir-

Z= 

WrrW e can save 
%m illion 

0m0 
l s 

minds us that the health sad welfare 
of the world's children must be a top 
priority for leaders ofall nations.The 
World Summit will enable all nations 
to expres that commitment by ratil-
fying the historic IN U.N. Conven-
tion on the Rights of the Child, which 
sets minimum slandards for survtv-
Al,health and cation w "as won ll 

explicit protection against. vioke,9c 
and exploitation. 

The United States should ld the 
world in supporting the convention. 
And its ratification here would be 
more than a symbolic gesture: It 
would be a recognition of the vulner. 
ability of our own children. Today,' 
three mllle.n more American chil
dren live in poverty thin In 1M0. The 
number of children living in foster 
carv homes, detention centers and 
homeless shelter is risinL as are the 
numbers of crack-addicted mother, 
giving birth-to babies with beatin 
and bruid bodies. 

to I.nc a~ Govern-
teC.t- -reduce ur daa 

At we lucfor• the FederDaI ecde of 
a iso 

ith mtli to e rovie 
infant mortlity rate, to help provide 
universal pre-kindergaren aduca. 
tien, to begin a national campaign to 
reduce accidental deathr and to In
sure that young Americans have 
medical insurance up to age is - we 
can, as nation, take agiant ste for
ward by helping the children of the 
world. The World Summit provides a 

de ppoeawtty tobegiL 0 
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UN Can Help Build Democracy
By LUCY KOMISAR 

Soviet support of the United Na-
tions role in the Middle East has 
given new importance and influ-
euce to that international body. But 
Iraq ought not be the only focus of 
the United Nation's attention. It 
needs to take on a role as a peace-
keeper inside, as well as between, 
countries. 

Indigenous movements In the 
developing world which have struo-
gled for years against government
repression have been accelerated 
in some places by the end of the 
Cold War, which has cut off dicta-
lors' options of playing cans0 
against Soiiels. 

But the horrble carnage that 
has attended efforts at change in 
Haiti, Liberia and Burma demon-
strates the dangers these move-
ments run. Washington, which
played a role in the emergence and 

long, vity of some dictatorships and 

now understands the inherent insta. 
bility of authoritarian rule, ought 

to help devise a way to limit the 

casualties as citizens throughout

the world try to attain democracy. 


That help is dramatically

needed in Zaire, which exemplifies
the challenge to U.S policy.,.-Thehagoy US. policy of 

Thgoleshadowy 19ime erM ofe 
Congolese Prime Minister Patrice 

Lurnumba, who was opposed by

Washington, the CIA-aided defeat 

of rebel troops in 1963 and the 1965 

coup by Col. Joseph Mobutu, saidndtoa
be 
be an agent of both Belgian and 
American intelligence agencies, led 
to 25 years of dictatorship by Mr. 
Mobutu. Now there is a nationwide 
demand for democracy and Mobutu 
Sese Seko - who changed his name 
for *authenticity' when he re-
named the country Zaire - was 
nervous enough to promise amulti-
party system April 24. 

His announcement was prompt.
ed by a swing around the country
for *consultations' with the popula-
tion and by a conversation with 
U.S. Secretary of State James A. 

Baker, who apparently told Presi-
dent Mobutu to reform or risk 
withdrawal of U.S. support.

But the outpouring of joy - and 
the founding of new political 
parties and newspapers - chilled 
Mr. Mobutu's family and tribal es-
tablishment, which has looted the 

. 

M U $ 

aget ofbot[.,,plannee' Belian 

country for years. He quickly
scaled back his promises. 'Not this 
year,' be said. Then, to reinforce 
the old terror, aecurity forces at-
tacked students at the univers ity in 
Lubumbashi in a five-hour night
time nampagethat left from 30 to 
300 dead, according to various 
sources, 

Mr. Mobutu also declared that 
parties would not be legal yet. Se-
curity forces raided a meeting of 
the Union for Progress and Democ. 

racy, the underground opposition 
party whose members - some of 
them ex-parliamentariaus - have 
been in and out of prison, internal 
exile and house arrest, for a dec. 
ade. Activists were beaten, bayo-
ueted, arrested, raped. 

Mr. Mobutu says be i willing to 
-

7 

,$ 

co 

1 

"negotiate' with opposltonlsts, but 
be has refused their demand for a 
rqtional conference of political 
g,-oups to organize elections. 

An aide to the president ex-
pressed the fear that the massacre 
at Lubumbashi might not be an 
isolated event. 'The U.S. has to 
give us a strategy to neutralize the 
presidential guard,* be told me. 
The guardsmen are members of 
Mr. Mobutu's Ngabande tribe who, 
he said, are "trained to kill odlk-

criminately" on behalf of their 
leader. 

Zaireans are frightened by what 
they see around them and by West. 
ern inaction. 'We look to America 
to defend democracy," said Kititwa 
Tumansi, a former Zairean ambas
sador to Moscow and Paris and 
now a member of the opposition
Democratic Social Christian Party. 

The United States bears some 
responsibility for supporting this 
dictatorship. Jimmy Carter sent 
planes to transport Belgian, French 
and Moroccan troops to repel exile 
invasions of Zaire in 1977 and 1978, 
convincing Zr reans that revolt 
would be futil is long as Washing
ton backed the Mobutu regime.
Ronald Reagan also embraced the 
Zairean leader, who transshiped
US. arms to Angolan rebels. 

Similarly, the United States sup
ported the regin.i of Haiti's Duvarlier ibo -ia's late presidentand of 
Samuel Doe, as well as Doe's au
thoritarian predecessors. U.S. aid 
helped build up the security forces 
that now threaten the attempts to 
achieve democracy in those coun. 
trie;. 

Washington ought to promote an 
international consensus to make 
acceptance rf U.N. forces to over
see free elections a condition for 
the international and bilateral as
sistance on which many Third 
World dictatorships depend. Haiti'spld dectaDec.h16een.wouldibDec. 16 election~s would be 
an appropriate beginning.

Othr wise w egi 
of U.S.-supported "authoritarian'regimes subjecting their citizens toofgU.S-supported thritin' 
bloodbaths as the communist dicta. 
torships they were supposed to re
pel are trasformed into democra
cies. 

Lucy Komisar, a New York jour
nalist who recently spent a month 
In Zaim is writing a book on U.S. 
foreign policy on a grant from the 
Joan D. and Catherine T. MacAr
thur Foundation. 
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velpttent" over the past 30 years - the sedsed, building a well here,.a.maternity 

By Pierre Pradervand 
totallack ofgrass-roots participation. "De-
velopment" has been done to people, frr 

ward there,,handing out a Tvi pills mid 
even vaccinating millions ofjchildroti will 

people, despite ald against people, and es- not umdamentally alter the ptctur . ' 'he 

AASTRICIi Conlkience on 
Africa: avetinq a niglitniare,' 

vv cries out the title of a recent 
poptilatioit newsletter. Glootmt and doom 
steem to have become alhntost the norm 
when people start speaking about sub-Sa-
haran Africa. Yet sctlh a p)essitislm is dau- . 
getonsly one-sided. New leadeiship is 
splrhging up. nCw political Ireelottus are 
being won,atl above Al a startling mobili-

tit is taking place at the grass rots 
Imainly in rural areas. 

'or anyone familiar wit It the glass roots 
of Allica for tie past 15-20 years, this evo-
h-ttiott is stunning. Isolated peasant farm-
ers who once felt like helpless victims of 

Authentic enilpwerntent, or even 
meaniall t titnerslip, is impossible
where ther'.is iatil eedency on 
donot - be they so-called N6rthern NGOs 
(nongovernmental volutintary organiza-
tions), Western govet ninents, or interna-

ioalinsitntilts. 

hits dependency expresses the "char-
ity" orientationi or nilost aid coining from 
the volilaiy sector in the North. It is itu-
perative to replce traditional rtms of as-
sistance with innovative schemes for fi-
nancing grass-toots developinett 
schemes which empower our partners in 
the South to become financially independ-
ent. Such aproactes already exist and are 

structural injustice will continue. Funda
mental changes in world econotic polit~is 
are needed, and they will couime only

ic opiio. 
In November I attended the general as

sembly of Africa's largest peasant faimer 
NGO, the so-called "6-S Association." In a 
startling thove the representatives of 
400,0() third-world peasant farters gave 
their otganization a new goal: the educa
tion of the public it the Northl A growing 
number of voices in the South are Iessilig
their NGO partners in the North to devote 
more and more of their time, effort, and 
money to educating their own public.' 
NGOs front the North, they say, should 
concentrate in the South on institution 

I1 

S..'. 

tsecurity 

ccunistantces have set tip wcll-orgattized, 
..-. .increasinglyeicietoranizations. 

The Naam movement of Buikina-Faso 
is an example. This organization has over 
200,000 intethers it niore than 4,000 vil-
lages ighting successfully sgainst desertifi-
cation. They are setting tip peasant social 

and credit and banking systems,
organizing sophisticated barter exchanges 
on an international scale, and undertaking 
family planning education in remote vil-
lages. . 

This grass-roots mobilization is not only 
happening in rttral areas, or only in Africa. 

beginning to funuction well. Thanks to 
t o ganizations are setting 
up businesses with the ait of making a 
profit and they'e making onel 

For three decades, thousands of private
voluttary organizations in the North have 
solicited fulnls Flou the public, with the 
protnise that these donations would create 
'development." Yet never in the history of 
humanity have so Iany people suffered 
from hunger (35,000 die each day as the 
result of chronic undernourishment). 
Never have so many been unemployed, 
homeless, illiterate. Children eat newspa-

building nd traiitt.'Their top ptiority
should to nake themselves useless as 
soon as possible. After all, isn't this what we 
have been preaching for 30 years - self
help for the poor?

In the coming five to 10 years, private 
voluntary agencies in the North should be 
spending at least 50 percent or their ini
come for massive educational campaigns at 
home. They need to set deadlines for 
handing over the totality of their projects 
to their partners in the South - the indlg
enous NGOs and especially the people's 
organizations. Thomas Jefferson once 

OM s -ti 

Fresh Hope 
As Alan Durning of the Washington, D.C.-
based Worldwatcl. Institute illustrated in
his pioneering study "Actioniat the Grass-

roots: Fighting "'ovetty amid Environ-
mnental )ecline," this empowerment isF r A r c,,,e,,itg woildwide, frotm, the shantyFtowns of Lima to the Iisliet men of Kerala, 

per instead of bread, prostitute themselves 
for 6 cents in Bangkok brothels, and I have 
met womnen who walk daily 24 ntiles for 

water. Between 700 million and I billion 
people live it conditions of poverty that 
defy any definition of lhumnatn decenc¢y. 
Clearly, 'chat ity" has ntot worked in ternts 

wrote, "1 know of no safer depository of 
the ultimate powers ofthe society titan the
people themselves; and if we think them 
not enlightened enough to exercise their 
control with a wholesome discretion, tle 
rect;edy is not to take it frot, them, but to 
inforn their discretion." 

Successful development 
at the grass roots 

- India. Though it is often still fragile, it is 
possibly tie most hopeful sign on the 
world development scene. 

Grass-roots empowerment points to the 
main failure of what has been called "de-

ofalleviating massive poverty, even ifit has 
helped millions on ait individual basis. 

Why? Because in a world where the 
economic :;tructurcs ate fundamentally 
weighted against the poo- attd dispos-

Do we believe that? 

U Pierre Pradeivandis authorof "Liteningto 
Africa - Developing Africa fwm the Grass 
Roots" (Praeger,N.Y, 1990). 
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Testimony by Alan Greenspan (Chairman, Board of Governors of the 
Federal Reserve System) before the Committee on Blnkinog, Finance, 
and Urban Affairs, U.S. House of Representatives, Novembcr 28, 1990 

Mr. Chairman and members of the Committee, I appreciate the
 

opportunity to participate in your examination of the economic
 

implications of developments in the Persian Gulf.
 

The world economy is being profoundly influenced by these
 

developments, including t.;eir effects on oil markets during the past
 

four months. However, before turning to an examination of the effects
 

of higher oil prices on the U.S. and world economy, it is useful to step
 

back for a moment and review the trends that our economy appeared to be
 

following prior to the Iraqi invasion of Kuwait. On the positive side,
 

the data released in recent weeks have confirmed that the economy was
 

still expanding when the oil shock hit. Indeed, real GNP currently is
 

estimated by the Commerce Department to have increased in the third
 

quarter. In addition, the index of industrial production increased at a
 

3.7 percent annual rate last quarter, indicating that much of the
 

strength in the economy during the summer was in the goods-producing
 

sectors, where a weakening of overall activity typically would be
 

expected to show through most clearly. On the negative side, however,
 

growth of private payrolls was at a virtual standstill in July, and the
 

unemployment rate, which had fluctuated narrowly for several quarters,
 

began to rise around midyear, albeit from a level that was quite low by
 

recent historical standards.
 

On the inflation front, data through July suggest that price
 

increases had not yet begun to decelerate as of mid-summer. In fact,
 

there were disturbing signs in the first half of the year that the core
 

rate of inflation had crept up somewhat. However, the latest data on
 

hourly compensation hint that labor cost increases were beginning to
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slow in the third quarter, and, had oil prices not jumped after
 

August 2, some easing of underlying price pressures might well have
 

become evident by now.
 

To summarize, Mr. Chairman: The data that we have received
 

during the past four months indicate that, prior to August 2, the
 

economy was expanding at a moderate pace and underlying inflation
 

pressures probably were beginning to ease. This suggests that things
 

were developing in line with our policy objectives, which were to
 

achieve a slowing of inflation in the context of continued expansion of
 

real activity.
 

Regrettably, however, the events in the Persian Gulf have
 

altered the inmiediate economic situation rather substantially. Consumer
 

and producer price indexes have jumped in the past couple of months
 

because of surges in the prices of energy products. Other, less direct,
 

effec:ts are becoming evident as the higher cil ccsts are being passed
 

through into the prices of items that are heavily dependent on oil-

notably airline fares and other transportation costs and materials that
 

rely heavily on petroleum feedstocks. Over time, the higher prices may
 

feed through to labor costs, as workers seek to delay the inevitable
 

declines in their real incomes. These same influences are being felt,
 

in one degree or another, in most other economies regardless of whether
 

they are net oil importers or net oil exporters.
 

Not only have the higher oil prices added to overall price
 

pressures here and abroad, they also have begun to restrain real
 

activity. These effects work through several channels and are difficult
 

to sort out with great precision. First, to the extent that the United
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States is a net importer of oil, a hike in oil prices drains away 

to foreign oil producers.purchasing power from American energy users 

Specifically, the higher prices cut into the real disposable income of 

households, which in turn reduces their spending on all categories of 

goods and services. Second, the weaker path for consumption 

subsequently in likely to spill over to business investment as many
 

firms--their profit margins already squeezed by higher energy costs-

lower capital spending in response to the reduced demand for their 

output. 

In addition to the effects of the higher oil prices per se, the
 

enormous uncertainty about how, and when, the tensions in the Persian
 

Gulf will be resolved also affects the economy in a negative way. Such
 

uncertainty tends to engender withdrawal by producers and consumers from
 

their normal activities as they respond cautiously to new developments.
 

However, the surveys of people's concerns about the outlook have pointed
 

to greater weakness than has been revealed by what people, at least to
 

date, are actually doing.
 

Most of these sam influences on prices and activity are
 

affecting the economies of our major trading partners. Although
 

countries that are not net oil importers, such as Canada and the United
 

Kingdom, do not face the net drain on real national income from higher
 

oil prices, they are adversely affected by economic developments in the
 

oil-importing countries and by higher oil prices which tend to depress
 

real personal income, at least in the short run. Consumers and
 

producers in these countries are also affected by the uncertainties
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surrounding the entire situation. All this has negative feedback 

effects on our own economy through lower exports. 

In the current episode, the clearest manifestation of th~e
 

actual effects on V.S. activity is in the labor market, where private 

employment and hours of work dropped markedly in October, and where 

initial claims for unemployment insurance have moved significantly 

higher over the past several weeks. In addition, industrial
 

production--especially in the motor vehicle and construction supplies 

sectors--fell in October, and the weekly data through mid-November point
 

to pronounced further ueakness. The drop in employment and hours is 

causing personal incone to decline at the very time that rising energy
 

prices are squeezing many household budgets; this drop in real 

purchasing power, along with plunging consumer sentiment, does not bode
 

well for the near-term trends in consumer demand especially in the
 

context of an already-low saving rate. It is noteworthy that retail
 

sales in October were about unchanged in nominal terms, and undoubtedly
 

fell significantly in real terms.
 

Higher oil prices, however, are not the only force restraining
 

activity. In particular, as I reported to the Congress in July, there
 

was considerable evidence at that time that banks--along with other
 

lenders--had tightened the terms and other conditions for supplying
 

credit. Data since then, including Federal Reserve surveys of bank
 

lending officers as well as the recent sluggishness of the monetary
 

aggregates, suggest that the tightening of credit has proceeded somewhat
 

further since July.
 



As yet, there is only limited statistical evidence on the 

extent to which tighter credit conditions have directly affected 

However, the available anecdotal informationbusinesses and consmers. 


clearly suggests that many types of businesses are encountering greater
 

difficulty obtaining financing. This has been seen most clearly in the 

to borrowing for a varietycomerciel real estate market, but it extends 

of other purposes as well. 

The interaction of rising oil prices, Persian Gulf
 

a greateruncertainties, and credit tightening is apparently creating 

sum forcessuppression of economic activity than the of the 

although economic seems to have beenindividually. Thus, activity 

better maintained through the summer than many forecasters had expected,
 

all indications are that a meaningful downturn in aggregate output
 

occurred as we moved through October and into November. 

Amidst these adverse developments, the depreciation of the
 

dollar we've seen this year, other influences aside, may be expected to
 

provide some stimulus to our exports and restrain our imports. However, 

a weaker dollar also is a cause for concern: It adds upward pressure to 

U.S. import prices, compounds the inflation impulse emanating from the
 

higher oil prices, and may put at risk our ready access to net inflows
 

of foreign saving.
 

In the oil market itself, rates of overall production of crude
 

petroleum currently appear to have been restored to pre-crisis levels,
 

after a temporary disruption in the wake of the Iraqi invasion. At the
 

end of July, OPEC had agreed to reduce its production rate from about
 

23-1/2 million barrels per day to 22-1/2 million barrels per day. 
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Before the new accord could take hold, of course, Iraq invaded Kuwait.
 

The subsequent United Nations-sanctioned embargo removed 4.3 million
 

barrels per day of Iraqi and Kuwaiti crude oil production from the
 

market, an amount equal to almost 10 percent of production in market
 

economies.
 

This loss has since been fully replaced through increased
 

liftings by other members of OPEC, chiefly Saudi Arabia, as well as
 

significantly increased production in the North Sea. As a reszt, in
 

October, crude production in market economies was back up to about the
 

same rate as during the first half of this year, almost 46 million
 

barrels per day. Although the replacement crudes are slightly "heavier3
 

than the lost oil, and therefore yield less output of light products
 

such as gasoline and kerosene, such differences appear manageable.
 

While the response of world crude oil production to the Iraqi
 

invasion can be gauged fairly readily, the reaction of world oil
 

consumption is more difficult to discern. Available data on world
 

shipments of petroleum products actually show a greater-than-normal
 

incrose in the third quarter. But a substantial portion of this
 

increase is thought to have been reflected in secondary and tertiary
 

stockbuilding, rather than in an increase in actual consumption.
 

Secondary stocks, incidentally, are those held by product retailers and
 

distributors, while tertiary stocks are held at the point of
 

consumption, such as industrial plants.
 

Primary commercial stocks of petroleum and products held on
 

land by refiners and marketers in the industrial countries appear to be
 

a bit above normal for this time of year. In addition, rough indicators
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of the level of stocks afloat suggest that after a small decline in the
 

third quarter, these stocks may be increasing. Some of these stocks,
 

which are held in ocean tankers, represent unsold heavier crude oil from
 

Overall, world stocks of petroleum and products
Saudi Arabia and Iran. 


currently are at levels tnat, under normal circumstances, probably would
 

be viewed as being comfortable or perhaps even slightly excessive. This
 

relatively comfortable situation is consistent with the current pattern
 

of futures prices, which show a decline of about $6 to $8 a barrel by
 

the second half of next year from the recent spot price levels of about
 

$33 per barrel for West Texas intermediate crudes. Indeed, at the
 

current apparent balance of supply and demand for crude oil, spot prices
 

might have been expected to be substantially lower were it not for the
 

What we have
uncertainties associated with the situation in the Gulf. 


seen in varying degrees since August 2 is a general scramble for
 

existing inventories by refiners here and abroad to guard against a
 

possible further short-term disruption of supplies. This has
 

contributed to the bidding up of prices on pot markets.
 

The situation in markets for a few specific oil derivatives may
 

be somewhat tighter than in markets for crude. The shutdown and
 

blockade of refineries in Kuwait and Iraq removed about 2 percent of the
 

world's refir.:ry capacity from the market. The lighter-end products,
 

such as kerosene or jet fuel, produced by these refineries went
 

primarily to Japan and other Asian countries. Attempts by Asian
 

consumers to replace the lost products, coupled with increased Gulf

related military demand, resulted in a bidding-up of world kerosene and
 

jet fuel prices during September and October relative to crude and other
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petroleum products. But these spreads have since retraced most of their
 

earlier increase. At the time of the invasion, refineries in Western
 

Europe had been operating at relatively low utilization rates, and there
 

appeared to be some excess capacity, globally, in operations that
 

convert heavier products into lighter ones. Production rates have
 

presumably risen in these areas since the invasion.
 

In the United States, gasoline markets were relatively tight
 

over the period prior to the invasion, owing to strong demand and a
 

series of disruptions at refineries. Stocks of gasoline fell further in
 

August, rebounded through September and the first half of October, and
 

have edged off over the past six weeks. The level of stocks last week
 

was roughly in line with its level a year ago, and about 6 percent above
 

what is considered the minimum operating inventory required to ensure
 

against normal operating problems and shortages.
 

The rapid rise in crude oil prices following the Iraqi invasion
 

helped boost the domestic average price of gasoline from $1.10 per
 

gallon in the second quarter to an average of roughly $1.40 per gallon
 

during the past two months. However, average margi.ns between the cost
 

of crude to refiners and retail prices at the pump fell significantly
 

from July through October. Recently, margins have recovered somewhat,
 

but they still appear to be about 5 to 10 cents per gallon below their
 

average level in the second quarter this year.
 

Turning to the question of how the Gulf crisis has affected
 

monetary policy, the first point is that the uncertainties surrounding
 

the situation are considerable and that it is difficult to isolate the
 

Federal Reserve's response to this particular event when so many other
 

http:margi.ns
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things are affecting the policy equation. Moreover, we must not lose
 

sight of the fact that there is no policy initiative that can in the end
 

prevent the transfer of wealth, and cut in our standard of living, that
 

stems from higher prices for imported oil.
 

The role of monetary policy is to provide the financial
 

environment that is consistent with the nation's longer-run economic
 

objectives. Since the spring of 1989 this has implied some easing of
 

reserve conditions, and the federal funds rate has come down from near
 

10 percent to its current level of around 7-1/2 percent. Our latest
 

policy adjustments have been in response to indications of a weaker
 

economy, partly as a consequence of the prospects for a degree of fiscal
 

restraint as a result of the budget agreement, and partly because of
 

some further tightening in the availability of credit since mid-summer.
 

In this context, we shall want to make certain that money and credit
 

remain on appropriate growth tracks, with due attention to the credit
 

situation. Whether further adjustments to policy will be needed cannot
 

be spelled out in advance and will depend on the specifics of the
 

circumstances as they develop.
 

In the final analysis, I can only offer the assurance that the
 

Federal Reserve will seek, as we have in the past, to foster economic
 

stability and sustainable growth. As in the past, this will require not
 

only attention to the level of economic activity but also the pursuit
 

over time of price stability--a task mide all the more challenging by
 

the effects of the Gulf crisis.
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In the 1950s and 1960s, there was widespread inter-
est among economists in the long-run rate of econom-
ic growth. Initially, economists followed the pattern 
set by Robert M Solow's seminal papers and devel-
oped the theory of dynamic models in tandem with 
empiricalwork on growthaccounting 'Butbythel970s, 
theoretical and empirical work on growth and develop-
ment diverged Professional inierest in growth waned, 
despite the paramount importance of these issues. 
Two years ago, we created a growth project to encour-
age the kind of interaction between theory and evidenre 
that once had been so successful. 


Recent Trends in Empirical 
and Theoretical Work 

Two recent sources of data have been influential in 
;timulating renewed empirical work on growth. In Phases 
)f Capitalist Development, Angus Maddison summarized 
nuch of his work on constructing comparable sets of 
Jata that extend over a century or more for a small set 
)f developed countries. Separately, Alan Heston and 
Robert Summers have compiled national income ac-
.ounts data for a large cross section of countries since 
VorldWarl. Because these data correct for differences 
n relative prices in different countries, they permit 
nore meaningful comparisons of the level of income 
)er capita than were previously possible. 

R. M Solow, "A Contribution to the Theory of Economic Growth." 
)uarterly Journal of Economics 70 (1956). pp 65-94, and "Techni-
,a1 Change and the Aggregate Production Function "Review of Eco-
iomics and Statistics 39 (1957), pp 312-320. 
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From the early analyses of these data, several ques
tions emerged. First, why is it that poor countries, on 
average, do not catch up with the rest of the world? 
Traditional theory suggests that convergence should 
take place almost automatically. Further, productivity 
and income per capita within the developed countries 
have converged to a substantial degree. 

Second, why do long-run data show a correlation 
between the rate of savings and the rate of growth? 
According to the neoclassical model of growth, the 
only explanation for the correlation is that variation in 
the rate of technical change induces variation in both 

1P.M Romer. "IncreasingReturns and Long-Run Growth, "Journal 
of Political Economy 94 (1986). pp 1002-1037, and "Crazy Explana
tions for the Productivity Slowdown." in S.Fischer,ed. NBER Mac
roeconomics Annual 1987. Cambridge. MA: MIT Press, 1987. arid 
W. J Baumol, "ProductivityGrowth, Convergence. and Welfare,"
American Economic Review 76 (1986), pp. 1072-1085. 



the rate of savings and the rate of growth. But the mag
nitude and importance of the observed correlation 
suggest other possibilities: that variation in the savings 
rate might cause variation in the rate of growth; orthat 
variation in government policy might cause variation 
in both the savings rate and the rate of growth. 

More textensive investigation of the Heston and Sum
mers data, supplemented by data collected by Robert 
J. Barro, identified other important correlations. 3Every
thing else equal, a higher rate of investment by either 
the private or public sector, a lower share of government 
consumption spending, higher school enrollment rates, 
greater political stability, and lower fertility all are cor
related with a faster rate of growth. This sample, with 
its large number of poor countries, also reveals evidence 
about convergence. Everything else held constant, a 
lower level of initial income per capita is associated 
with a faster rate of growth. This means that poor coun
tries would grow faster if the other variables did not 
vary systematically with the level of income. But they 
dio. Poor countries have lower rates of investment, low
er school enrollment rates, higher fertility rates, and 
les.v. political stability. Barro and Xavier Sala-i-Martin 
also find that income per capita in U.S. regions has 
converged over the past 150 years.' 

All of these empirical findings point to the impor
tance of alternative models in which the tong-run growth 
rate can be influenced by policy variables and individual 
preferences. It is difficult to believe that exogenous dif

ferences in the rate of technological change alone can 
lead to this pattern of correlations. Two complementary 
approaches are developing now to provide more theo
ries linking growth, technological change, savings, 
and policy variables The first assumes that even though 
technology is intangible, it is analogous to education 
or on-the-job experience and therefore can be modeled 
using the same perfectly competitive framework that 
is applied to human capital in the labor market. 

The second approarn emphasizes the observation 
that ideas that constitute a technology differ funda
mentally from other economic goods. According to 
this second view, ideas and technological change are 
not transmitted in the perfect markets used in the neo
classical growth model and in the analysis of human 
capital. Both types of models are described in greater 
detail below. 

Growth with Perfect Markets 
When economists first assumed that technological 

change was determined outside of the economic sys

3R J Barro. "Economic Growth in a Cross Section of Countries.-
NBER WorkAirg Paper No 3720 September 7989. and P M Romer. 
"Humin Capital and Growth. Theory and Evidence. "NBER Working 
Paper No 3173, November 1989 

OR. J Barro and X Sala-i-Martin, "'Economic Growth and Conver
gence Across the United States." NBER Working Paper No. 3479. 
August 7990. 



tem, they intended this specification to be provisional, 
Recent work on growth with perfect markets extends 
neoclassical models so that all economic improvement 
can be traced to actions taken by people who respond 
to economic incentives. Sergio T. Rebelo, and Larry E. 
Jones and Rodolfo Manuelli, construct models in which 
persistent growth can arise from a convex, stationary 
technology if additional variables are added.' Rebelo's 
paper, which builds on work by Robert E. Lucas, Jr., 
shows that a capital good sector with constant returns 
to scale can lead to persistent growth.6 Jones and Man-
uelli show that even such fixed factors as labor can be 
introduced into this sector, provided that output is 
asymptotically a constant returns function of the capital 
stocks, as assumed by Rebelo. In both of these analyses, 
human capital keeps growth going. 

In a paper that also uses a linear technology based 
on human capital, Gary S. Becker, Kevin M. Murphy, 
and Robert F.Tamura examine the interaction between 
the decision by parents to invest in more children and 
the decision to invest in more human capital per child.7 

Adding a description of the preferences that affect fer-
tility decisions, they show that, depending on the initial 
conditions, a country could end up either on a path with 
low growth in the population and rapid growth in per 
capita income or become trapped in an equilibrium 
with rapid growth in the population and stagnant in-
come per capita. The model also reproduces one of 
Barro's strongest empirical findings: that high invest-
ment in education is associated with low fertility, 

A well-known deficiency of the neoclassical model is 
that neither policy nor preferences can affect the steady-
state rate of growth. The importance of this limitation 
sometimes is minimized by observing that even in the 
neoclassical model, policy and preferences do matter 
somewhat along the transition path to a steady-state 
growth path. Robert G. King and Rebelo have shown, 
however, that the transition dynamics in the neoclassical 
model explain only a small part of growth.8 

Growth with External Effects 
Human capital theory as developed in labor eco-

nomics offers one way to model the accumulation of 

IS T Rebelo. "Long-Run Policy Analysis and Long-Run Growth," 
NBER Working Paper No 3325, April 1990. and L E. Jones and R. 
Manuel, "A Convex Model of Eronomic Growth." NBER Working 
Paper No. 3241, January 1990. 

1R. E. Lucas. Jr., "On the Mechanics of Economic Development," 
NBER Reprint No. 1176, May 1988 

IG. S. Becker, K. M. Murphy, andR F. Tamura, "Human Capital, Fer-
tility. and Economic Growth,"NBER Working Paper No. 3414, August 

1R.G. King andS T.Rebelo. "Transitional Dynamics and Economic 

Growth in the Neoclassical Model, -NBER Working Paper No 3185. 
November 1989, and "PublicPolicy and Economic Growth Develop
ing Neoclassical Implications, "NBER Working Paper No. 3338, April 
1990. 

ideas, but there are aspects of innovation and inven
tion that this approach does not address. When a car
penter learns a new skill, like how to hammer a nail, 
there is no threat that someone else will be able to free 
ride on the benefits of his investment in human capital. 
Nor does the new skill raise the productivity of his co
workers. In contrast, some discoveries can raise the 
productivity of many different firms or people at no 
cost to the discoverer, and these discoveries some
times can be exploited by free riders who do not com
pensate the discoverer. 

Many of the recent models of endogenous growth 
have captured these aspects of ideas by allowing for 
oxternal increasing returns and knowledge spillovers. 
In the learning-by-doing formulation first outlined by 
Kenneth Arrow, a discovery is assumed to have no di

rect value to the person who makes it. Discoveries arise 
as an unintended side effect of some other activity and 
then are freely exploited by others. Mervyn A. King and 
Mark Robson show that the particular assumption used 
by Arrow, and subsequently by Romerthat the stock 
of economywide knowledge is proportional to the stock 
of capital, is quite restrictive.9 A plausible, and more 
general form of knowledge spillovers can lead to corn
plicated dynamics, important forms of persistence in 
rates of growth, and very different predictions about 
howsuch policy variables as taxes can influence growth. 

Nancy L. Stokey uses a model based on knowledge 
spillovers from education and skill acquisition to show 
how the introduction of new goods can be linked to 
increases in human capital, and to address the ?ffect3 
of trade between developed and less devel(,peo coun
tries.' 

In contrast, Jess Benhabib and Boyan Jovanovic have 
shown that the cross-country correlation between the 
rate of investment and the ral,- of growth is consistent 
with a model with no external effects." In their model, 
the underlying fundamentals are the same in each coun
try, br': persist -nt random shocks to the technology 
can induce the correlation that is observed. 

One of the interesting developments of the last ten 
years is the increasingly close ,onnection between 
growth theory and tiie theory of macroeconomic fluc
tuations. The real business cycle models that evolved 

from the neoclassical model of growth have analogs 
that are based on growth models with external effects. 
For example, Murphy, Andrei Shleifer, and Robert W. 
Vishny have shown how a specific type of external in
creasing returns could genet ate macroeconomic fluc

6M. A. King and M. Robson. "Endogenous Growth and the Role of 
History," NBER Working Paper No. 3151, October 1989. 

'ON. L Stokey, "HumanCapital, Product Quality. and Growth, "NBER 
Working Paper No. 3413, August 7990. 

J. r,habiband B. Jovanovic, "Externalities and Growth Account
ing," NBER Working Paper No.3190, November 1989. 
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tuations.12 Ricardo J. Caballero and Richard K. Lyons 

use time-series data for manufacturing industries to 

show that business cycle fluctuations are consistent 
with the presence of strong external increasing returns 

to scale. 3 

Growth with Market Power 
Models with learning-by-doing and knowledge spill-

overs can explain how accidental discoveries arise 

and are exploited but cannot explain intentional at-
tempts to make discoveries. In the microeconomic 
analysis of innovation and invention, market power is 
an essential part of the incentives that inducepeopleto 
search for new discoveries. Because of secrecy or ex-
plicit legal protection of patents and copyrights, the 
discoverer of a new idea expects to be able to charge a 
price for use of the idea that is higher than the oppor-
tunity cost (equal to zero) of letting it be used by others. 
Models with external effects depart from the perfect 
markets assumptions of welfare economics, but they 
retain the price-taking assumptions that greatly sim
plify the formal analysis. Models that recognize the im-
portance of market power must abandon price taking 
as well, and for this reason are more difficult to analyze. 

In an extension of earlier work that focused only on 
external effects, Romer argues for the fundamental 
importance of market power in the analysis of innova-
tion and technological change, even at the aggregate 
level." The key concepts in the analysis of ideas are 
the ones developed for the analysis of public goods: 
rivalry and excludability. In general, a good that is not 
rivalrous introduces a nonconvexity into the technol-
ogy. Research in public finance has shown that if this 
nonconvexity is local, perfect price-taking competi-
tion can be supported between groups of people or-
ganized into coalitions called clubs. Jeremy Green-
wood and Jovanovic analyze a growth model in which 
information about investment projects has this partial-
ly nonrival character."5 In their analysis, the clubs are 
interpreted as perfectly competitive financial interme-
diaries. But if the nonconvexity is global, as it is for many 
ideas, then price taking cannot be supported and ex

plicit attention to market power is required. 

In a separate paper, Romer uses a model with market 
power and explicit R and D.' 6 He finds that increased 

'K. M. Murphy, A. Shleifer. and R.W Vishny, "IncreasingReturns, 
Durables, and Economic Fluctuations,'" NBER Working Paper No. 
3014, June 1989. 

"R. J. Caballero and R.K. Lyons. "The Role of External Economies 
in U.S. Manulacturing," NBER Working Paper No 3033, July 1989. 

"P. M Romer. "Are Nonconvexities Important for Understanding 
Growth"" NBER Working Paper No. 3271, February 1990 

'J Greenwood and B Jovanovic, "Financial Development, Growth, 
and the Distribution of Income," NBER Working Paper No. 3189, 
December 1989 

16P. M. Romer, "Endogenous Technological Change," NBER Work-
ing Paper No. 3210, December 1989. 
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trade between similar regions, such as North America 
and Europe, will speed up growth because of the in

crease in market size. In a series of papersthat usethis 
model of the introduction of new goods, Gene M. Gross

man and Elhanan Helpman show that trade can have 

complicated and offsetting effects on growth, especially 
when countries differ in some fundamental way, as in a 

product cycle model of trade between a developed and 
a less developed country.'7 

Innovation in these models is described as being 
associated with the introduction of new goods. Phil
ippe Aghion and Peter Howitt develop an alternative 
model in which innovation consists of improvements 
in existing goods.18 They are able to capture the dual 
character of innovation, which creates monopoly prof
its for some at the same time that it destroys monopoly 
profits for others. Grossman and Helpman refine this 
model of quality improvement, illustrate its close for
mal resemblance to the model in which new goods are 
introduced, and consider its trade implications. 9 

Policy 
One of the conclusions common to all of the endog

enous growth models, both the perfect markets and 
the imperfect markets models, is that policy choices 
and preferences influence long-run growth rates. In 
this sense, all of these models are quite distinct from 
the exogenous growth models. If consumers are more 
patient, growth will be faster. If government taxes or 
distortions discourage the activity that generates growth, 
growth will be slower. All of these models support gen
eral lessons from development wtlined by Anne 0. 
Krueger.2 0 Bad government policies can affect both the 
level of income and the long-run rate of growth, and 
the welfare losses can be very large. In an explicit ex
ample, William Easterly shows how policies that affect 
the sectoral allocation of resources can have large ef
fects on growth rates and welfare.' 

Beyond these general lessons, 	the specific policy 
conclusions depend on the structure of the model. For 

example, in Barro and Sala-i-Martin, the optimal gov

'G. M Grossman and E. Hepman. "ComparativeAdvantage and 
Long-Run Growth," NBER Working Paper No. 2809. January 1989: 
"Endogenous Product Cycles.' NBER Working Paper No 2913. March 
1989. and "Growth and Welfare in a Small Open Economy,)" NBER 
Working Paper No. 2970, May 1989. 

1P. Aghion and P. Howitt, "A Model of 	Growth Through Creative 
3223, January 1990Destruction," NBER Working Paper No 

'1G M Grossman and E. Helpman, "QualityLadders andthe Theory 
of Growth," NBER Working Paper No 3099, September 1989, and 
"Quality Ladders ind Product Cycles," NBER Working Paper No. 
3201. December 1989. 

10A. 0 Krueger, "Government Failures inDevelopment."NBER Work
ing Paper No. 3340, April 1990. 

21W Easterly, "Policy Distortions,Sizeof Government,andGrowth," 
NBER Working Paper No. 3214, December 1989. 
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errment fiscal policy is different in models with per
fect mark,'tis, external effects, and market power. 2 

Project Activities 
To support research on growth and to facilitate com

munication among economists doing research on em
pirical and theoretical topics, the growth project holds 
small research meetings on a regular basis, typically in 
the fall or spring Because their intent is to foster inter
action among different areas of economics, the meet
ings offer an eclectic collection of papers and partici
pants, with interests that include abstract equilibrium 
theory, history, macroeconomics, development, indus
trial organization, the microeconomics of research and 
development, and productivity analysis. The most re
cent meeting is described on pages 20-21 of the Summer 
1990 issue of the NBER Reporter. Many of the papers 
from that meeting are scheduled for publication in a 
special May 1991 issue of the Quarterly Journal of Eco
nomics (QJE) devoted to growth theory.

To facilitate exchange of data and encourage repli
cation of results, the project increasingly is taking re
sponsibility for maintaining and distributing dalasets. 
Heston and Summers have been invited to present 
descriptions and updates on their dataset in two differ
ent project meetings, A paper describing the most re
cent revision and extension (Penn World Table Mark 5) 
will be published in the JE special issue.23 

Conclusions 
The theoretical work of the last few years has estab

lished that policy can have a significant effect on growth. 
The empirical work demonstrates that the range of vari
ation in growth rates is large, so that if only a small part 
of that variation can be traced to variation in policy, then 
the wel'are gains from adopting better policies can be 
very important. Together, the empirical work and the 
theoretical work have outlined the set of policies that 
are most likely to foster growth: support for education; 
incentives for investment in physical capital; protection 
of inteliectual property rights; support for R and D; in
ternational trade policies that encourage the production 
and worldwide transmission of ideas; and the avoidance 
of large government-induced distortions in the market. 
Ongoing theoretical and empirical work is directed at 
going beyond this menu of policy choices. Ultimately, 
economists should be able to quantify the effects of 
these different policies and to lead us sooner to reliable 
answers to the oldest question in economics: What is it 
that determines the wealth of nations? 

'R. J Barro and X Sala-i-Martm. "PublcFinance in Models of Eco
nomic Growth." NBER Working Paper No 3362. May 1990 

?'Anyone interested in obtaining documentation and floppydisks 
containing the cross-century data collected and analyzed by Barro 
:an write to Holgei Wolf at the NBER in Cambridge Also, in 7991, 
floppy disks containing the Penn World table can be obtained by 
writing to the Publications Department of the NBER in Cambridge. 
In the future, we plan to make available a dataset containing person-
It income by state for the United States from 1880 to the present. 

http:issue.23
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The Decline of World Savings
 

n the last few years, economists and others capital shortage in the GDR. 
have become acutely aware of the inadequa- These developments have increasingly focused 

cy of the world's savings. In many developing attention on a major issue in the world econo
countries, the ratio of investment to GDP has my: the decline in savings rates world-wide. 
fallen by a third compared to the level prevail- In the industrial countries, the ratio of 
ing in the 1970s, as aggregate saving to 
nadonal savings had .... GNP in the 1980s 
to be sent abroad .,.I v ri1EsEE-. was about 20 per 
for service of the ' - .. , cent, as against 25 
debt, donmestic capi- ' . ... < percent in the early 
tal sought a refuge , 1tI 970s. Although 
abroad and capital T . ' 's savings rates differ 
inflow ceased. i J -:-4 widely among coun

x p.MOOOOOOOOOOE-E
..- o.:00T 0000 

the United States was universal, with 
swallowed a large some of the largest 
part of the savings declines in Japan 
in the rest of the industrial world, as reduced and Germany. Falling savings rates in these two 
private US saving and a persistent government countries did not lead to current account deficits, 
deficit created a huge current account deficit. as happened in the United States. On the con-
On top of this, the developments of the past trary, both countries ended tp with large cur
year have laid bare an enormous need for rent account surpluses as their investment rates 
investment in Central Europe and the Soviet fell even more sharply. 
Union to modernize factories and the infras- In most industrial countries, reduced govern
tructure, to provide decent housing and, per- ment savings (smaller surpluses or larger 
haps worst of all, to undo decades of abuse to deficits) accounted for a substantial part of the 
the environment. The socialist economics had decline in the overall savings rate, hut private 
been known for their high rates of saving and savings also declined in Japan, the United 
investment. But much of that investment now States, France and the Nordic countries. There 
proves to have been misallocated by central is little evidence in this data to support the the
decision-making operating in the dark in the ory tnat private saving responds by offsetting 
absence of economic prices or interest rates. changes in government saving. There may, 

Throughout the West, the shortage of say- indeed, be a perverse causation in the sense 
ings found its expression, in the 1980s, in a rise that the categories of public expenditures in 
in real interest rates. This rise has received an the United States that have grown most rapid
additional fillip in the last year as the invest- ly in the last two decades (public retirement 
ment needs in Eastern Europe became evident and disability programs, unemployment insur
and as the Federal Republic of Germany showed ance, student aid and housing assistance) are 
its willing'ess to apply par if its savings to the those that tend to reduce personal saving. 

At the same time, L,V0C:oqouoo Eoco. .. tries, their decline 
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One of the important factors in the declin-
ing trend in personal savings has been the 
increased value of household wealth as the 
prices of equities and houses rose during the 
1980s, for example in the United States and 
even more in Japan. According to established 
economic theory, the rise in wealth would 
diminish the need for saving out of current 
income. Or -- to put a diflerent gloss on the 
same phenomenon -- households may have 
spent for consumption a part of their capital 
gains (realized, or with easy access to credit. 
even unrealized capital gains'. In Japan, the 
ratio of household net wealth to GNP quadru-
pled between 1982 and 1987, and this has 
been estimated to account for a decline in the 
savings rate of 3.2 percentage points, or about 
three quarters of the total decline. In the 
United States, IMF staff estimates that the rise 
in the ratio of wealth to income during the 
1970s and 1980s could explain a 2 percentage 
point decline in the personal saving rate. 

Other contributing factors to the decline in 
private savings rates include improvements of 
the relative income position of the elderly, 
financial liberalization which has facilitated the 
access to credit, and tax distortions. 

At the world level, the relative impact on 
the supply of resources for investment brought 
about by the decline in savings in the industri-
a] countries has been compounded by an even 
larger decline (8 percentage points in saving in 
the developing countries. This decline almost 
completely reversed the rise in their savings 
rate since the early 1960s. Here the change 
was not universal. Savings were well-main-
tained in the developing countries in Asia and 
Europe, but fell sharply in the Middle East, 
with the decline in oil prices. and Africa. In 
Latin America, the private savings rate was 
roughly stable through the 1980s but public 
saving fell from 6 percent of GDP in 1980 to 
0.5 percent in 1982; it has since recovered to 
about 4 percent. 
Are these savings tendencies likely to reverse? 

Private savings rates seem to have recovered 
somewhat since the October 1987 stock market 

September/October 1990 

crash. Andi National Bureau of Economic 
Research (NBER) study holds out hope for a 
rise in the US savings rate over the next 30 
years (but not beyond 2020). This improvement 
would be due to the fact that more Americans 
are entering high-earning and high-sa\ing age 
brackets. But demographic trends are not the 
sole determinants of the savings rate; if' they 
were, savings in the 1980s would have been 
twice as high as they actually were. 

Clearly, the most direct way that govern
ment policy can raise nationai saving is to 
increase government saving. ''his is of particu
lar importance to countries with large fiscal 
deficitv:. Since increases in taxes will lead to a 
partial offset by a decline in private saving. 
reducing government consumption is likely to 
ha'e a larger ell'ct on national saving than an 
equivalent increase in taxes ---although a 
choice between the two will, of course, also 
have to weigh the relative value of private con
sumrption verses government services. 

In this general fiscal area, moreover, itis 
important to realize that choices among taxes 
and among categories of government expendi
ture can have major impacts both on savings 
and on economic growth. 

Tax policy can also be used to promote pri
vate sa'ing by exempting some florms of saving 
fiom taxation. In general, ta' incentives of diis 
nature suffer from the fact that some (or even 
much) of ti gain in private saving may be ofil 
set by reduced government saving. In that 
respect, the elimination of tax incentives to 
borrow may be more producti'e in that it 
increases both private and government saving. 

-JacquesJ. Polak 

This review based on. fF Occajional Paper 67, 
"The Role of National Saving in the Ilor/d Economv: 
Recent Trends and Prospects"; WRItlBRD. Finance 
and Development, ,Tune 1990, (articles b), 4ghlvi & 
Boughton: B',tenberg, Ldunussaan); ABR IIloiking 
Paper .\. 3150, "Demogaphics, Fiscal Poli.r and 
US Saving in the 19801 and Beond." 
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Key Features of Deficit-Reduction Bill
 
The five-year, $236.3 billion deficit-reduction measure 

(HR 5835) fell almost $10 billion short of the target set by 
White House and congressional negotiators, but congres-
sional leaders and President Bush agreed that the package 
was close enough - particularly in the last-minute scramble 
for enough House votes to pass the measure. 

Leaders had to slash the agreed-upon savings in Medicare 
spending by about $10 billion to gain passage. 

Nevertheless, the measure represents the largest deficit-
reduction measure in history and includes sweeping changes 
in current law that call for a variety of new and/or higher 
taxes, significant savings in Medicare and farm subsidies and 
a host of other, minor changes in current law. 

The bill's most notable feature is $137.2 billion in new 
revenues, including a higher income tax rate for the wealthy, 
a five-cent a gallon increase in the gasoline tax, higher taxes 
on cigarettes, beer, liquor and wine, and luxury taxes on 
expensive cars, jewels and furs. 

In addition, projected spending for Medicare will be 
slashed by $42.5 billion over the next five years. 

Other Savings: The so-called reconciliation measure is 
the principal component of a five-year $500 billion deficit-
reduction agreement between Congress and President Bush. 
The remainder of the cuts will largely come from reduced 
spending contained in the 13 annual appropriations bills over 
the next five years and reduced interest payments on the 
national debt. 

The lion's share of the appropriations cuts will come from 
the defense budget (about $170 million in the next five years). 

Major Components 
Taxes. 

*The top tax rate for the wealthy will be increased from 28 
percent to 31 percent and the top rate for upper-middle 
income taxpayers will be reduced from 33 percent to 31 
percent. 

* A phaseout of the personal exemption for taxpayers with 
incomes above $100,000 (single return) or $150,000 (joint 
return), 

0 A 3 percent reduction in itemized deductions for income 
above $100,000. 

* Income subject to the Medicare tax will be increased to 
$125,000. 

* Top rate on capital gains of 28 percent. 
" 5-cent-per-gallon increase (to 14 cents) in the gasoline tax. 
* A new 10 percent tax on some of the cost of luxury items. 
" Tax on beer doubled, to 32 cents per six-pack. 
* A 16-cent (8 percent) liquor tax increase, 

*An 18-cent (600 percent) table wine tax increase. 

e A four-cent increase in 1991 and an additional four-cent 


increase in 1993 on the cigarette tax - bringing the tax to 24 
certs per pack after 1993. 

* A 25 percent increase on a number of aviation taxes, 
including the 8 percent tax on airline tickets. 

e State and local government employees who do not have 
other pension coverage will be required to participate in 
Social Security on July 1, 1991. 

" Renewal of the 3 percent telephone excise tax. 

Medicare, Medicaid: 


* Monthly Part B premiums (the voluntary program that 
pays doctors' bills) will be increased from the current $29.90 
to $46.20 in 1995 (a 55 percent increase). Current law calls for 
an increase to $35.40 a month by 1995 (18 percent). 

* The Part B deductible will be raised from the current $75 
to 	$100, effective in 1991. 

eCuts in payments to doctors, including for "overpriced" 

procedures.
 
OA variety of cuts in Medicare payments to hospitals.
 
* Drug manufacturers will be required to lower their prices 

for drugs to be offered by state Medicaid programs. 
Other Key Deficit Reductions: 

*Agriculture savings of $14.9 billion over five years, 
achieved largely through reducing the amount of acreage 
eligible for government subsidy programs. On 15 percent of 
the land now eligible for subsidies, farmers could plant crops 
for which they could not receive federal assistance. 

Savings would also be achieved by reducing dairy price 
supports, charging loan origination fees for farm loans and 
changing the method for calculating deficiency payments. 

e The Federal Deposit Insurance Corporation will be autho
rized to raise deposit premiums charged to member banks. 

0 The Federal Housing Administration's mortgage loan pro
gram will be restructured, including increased up-front costs 
for homebuyers and added mortgage insurance premiums. 

• Tightened eligibility for schools that wish to participate in 
the Guaranteed Student Loan program. Students at institu
tions with high default rates would not be eligible for the 
government-backed loans. 

* Increased civil fines for violations of Occupational Safety 
and Health Administration and Mine Safety and Health 
Administration regulations. 

o Higher premiums paid by companies to the Pension Bene
fit Guarantee Corporation to insure their pension plans. 

• The Nuclear Regulatory Commission will be authorized to 
collect higher fees for its services, making it self-sustaining. 

* New Coast Guard fees of between $25 and $100 for recre
ational boats of more than 16 feet. 

* Elimination of the lump-sum method of paying retiring 
federal workers their retirement benefits. 

@The Postal Service will be responsible for a larger portion 
of civil service retirement benefits. 

e Reductions in certain veterans benefits, including a limi
tation on the inheritance of benefits and elimination of bene
fits for surviving spouses who have remarried, and an in
crease in Veterans Affairs home loan fees. 

Child Care. An omnibus child care bill was included in 
the reconciliation measure. Key features include: 

e A child care block grant to states for their use in providing 
child care services, improving the quality and availability of 
child care and helping poor parents pay for child care. The 
funds would also be used to improve early childhood develop
ment and to provide before- and after-school child care. 

Child care programs receiving funds would have to meet 
minimum safety and health standards. 

The bill authorizes $750 million in fiscal 1991, $825 mil
lion in fiscal 1992 and $925 million in fiscal 1993. 

e Tax credit provisions that will increase the earned income 
tax credit (EITC) for poor families. The size of the credit will 
be related to the number of children in the family. 

* A new child health insurance tax credit. 
Spending Caps. 
To ensure that discretionary spending is reduced by the 

agreed-upon amount, the measure contains spending ceilings 
for the next five years. In fiscal 1991-93, spending caps are 
established for each of three subgroups: defense, interna
tional affairs and domestic programs. 

The defense spending authority caps are $288.9 billion in 
fiscal 1991, $291.6 billion in fiscal 1992, and $291.8 billion in 
fiscal 1993 - about $67 billion less than needed to keep pace 
with inflation. 

For domestic programs, the caps are $182.7 billion, $191.3 
billion and $198.3 billion, keeping up with inflation. 



THE BUDGET
 

One Outcome of Budget Package:
 
Higher Deficits on the Way
 

New policy shift downplays size of deficit, excuses
 
Congressfrom tacklingproblemsit didn't create
 

fter months of back-	 eral budget policy for Price 

Waterhouse, says that withroom bargaining and 
weeks of brawling Reco.cilatioln spending divided into four 

different categories - eachfloor debate, Congress finally 
approved a deficit-reduction Wrapup V" capable of triggering its own 

automatic, across-the-boardbill that could radically re-
shape the way Congress pro- New Budget Process .. 	 3712 spending cuts - the law 

3714 might simply prove too cornduces the nation's annual Final Tax Package ....... 
" plex for Congress to live by. "Ibudget. Ironically, one of the 

new law's most immediate Who Pays'...........3715 don't think the process stays 

impacts will be sharply higher Medicare ................ 3719 in place wore than a year and 
deficits. Medigap Insurance ....... 	3720 a half," he says.
 

Under the bill's complex Help for Poor Kids....... 3721 BUDGET '91
 
new math, the deficit is ex-
pected to climb to more than 
$300 billion for the next two years. 
The number is supposed to trend 
down to zero after fiscal 199.5, but 
some analysts think a souring econ-
omy could keep deficits near the $300 
billion level indefinitely, 

"To paraphrase [former Reagan 
administration budget director] David 
Stockman," said one congressional 
budget aide, "it's $300 billion for as 
far as the eye can see." 

The most obvious reason is revised 
bookkeeping that would inflate the 
apparent size of the deficit. The new 
law changes calculations under the 
Gramm-Rudman antideficit law by 
subtracting the Social Security sur-
plus, which served to offset nearly $60 
billion worth of deficit spending in fis-
cal 1990 and is expccted to grow sub-
stantially in coming years. The bottom 
line will be a much bigger deficit. 

But more importantly, Congress 
approved a major budget policy 
change as part of the new law, decid-
ing that the sheer size of the deficit, 
which has driven the congressional 
budget process since Gramm-Rudman 
was enacted in 1985, should not mat-
ter anymore. 

Instead, Congress will shift to keep-
ing a lid on its own spending initiatives, 
while letting events beyond its control 

a recession, for instance - increase 

B,; George Hager 
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the size of the deficit without penalty. 
Under the new scheme, at least for 
1991-93, the deficit could grow to huge 
proportions without forcing spending 
cutbacks - as long as the growth was 
not caused by any overt act by Con-
gress. 

The new law could also alter the 
balance of budget power between Con-
gress and the White House, giving the 
Office of Management and Budget 
(OMB) closer scrutiny of legislation as 
it is being crafted, and further limiting 
the role of the Budget committees. 

Because it sketches out major 
spending and taxing parameters for 
the next three to five years, the law 
promises what some hope will be an 
era of relative budget peace stietching 
at least through the 1992 elections. 

Others warn, howevs, that the law 
will merely replace one big budget 
showdown at the end of the year with 
a series of budget confrontations 
throughout the session, as various in-
terests find they have to vie for re-
sources within distinct categories, 
rather than reaching throughout the 
budget for money as they often have 
in the past. 

Some predict that the new budget 
process could collapse under the 
weight of the new regulatory complex-
ity and potentially enormous deficits 
even before the '92 elections. 

Stanley Collender, director of fed-

Getting a Final Deal 
Budget legislators who 

just lived through one of the worst 
Octobers in their political lives proba
bly will not care for that prediction. 
Congress cleared the sprawling new 
tax and spending package (HR 5835) 
on Oct. 27, after weeks of extraordi
narily painful debate. 

In the end, frustrated and angry 
lawmakers were forced to stay in ses
sion closer to the fall elections than at 
any time since World War I1 before 
approving the bill, the cornerstone of 
the fiscal 1991 budget package. After 
an all-night session, the House voted 
228-200 near dawn to approve the bill. 
Eleven hours later, near dusk, the 
Senate cleared it, 54-45. The 101st 
Congress adjourned for good only 
hours later. (House vote 528, p. 3764; 
Senate vote 326, p. 3769) 

Over the next five years, the mea
sure, known as a reconciliation bill, is 
supposed to raise nearly $140 billion 
in net new revenues and require 
nearly $100 billion in user fees and 
cuts in entitlement programs such as 
Medicare. When combined with sepa
rate cutbacks in defense spending and 
interest on the national debt, it is ex
pected to reduce the deficit by more 
than $40 billion in fiscal 1991 and by 
nearly $500 billion in fiscal 1991-95. 

The bill was a last-minute compro
mise stitched together to satisfy House 
Democrats without alienating Senate 
Republicans, the two groups that had 



both the political clout and the inclina
tion to block it. Agreement was possible 
only after negotiators worked out differ-
ences over the size of Medicare cutbacks 
and tax increases for the richest taxpay
ers. (Weekly Report, p. 3574) 

No one was thoroughly happy with 
the compromise, but leaders said it was 
the best deal that could be achieved, 
given the sharp divisions between the 
Republican White House and the Dem
ocratic-controlled Congress. 

President Bush promised to sign 
the measure, and he briefly praised it. 
"I think the spending cuts, when you 
look at them, are good. The cntitle-
ment reform is good. The tough en-
forcement provisions are tougher than 
I ever thought we could ever get in any 
way out of this Congress," he said. 

But freed from months of trying to 
hold his fire to get a deal with a Con
gress he did not control, Bush lashed 
out at the Democrats, blaming them 
for the package's tax increases."We're 
not going to take it any more," Bush 
said. "It is time that American people 
say: 'Enougii is enough. No more 
Democratic control of the Congress.' " 

Democratic leaders responded an-
grily. "Our country reeds a leader who 
acts like a president instead of a presi-
dent who acts like a party chairman," 
said House Majority Leader Richard 
A. Gephardt, D-Mo. 

Senate Majority Leader George J. 
Mitchell, D-Maine, accused Bush of 
duplicity, saying he instructed his 
budget negotiators to avoid tax in-
creases for the wealthy, while never 
admitting that policy in public. "He 
protected the millionaires very well," 
Mitchell said. 

Changing the Budget Process 
Often lost in the campaign rhetoric 

and the partisan infighting over the 
raw numbers were significant changes 
in the way Congress will produce the 
budget for the next five years. Con-
gressional staff and budget analystswhson sta inWasnbgt ater Con 
who stayed in Washington after Con-
gress adjourned saw these major new 
shifts in the way congressional bud-
geting will proceed in 1991: 

9 Discretionary spending. The 
Appropriations committees, which 
control discretionary spending, were 
among the biggest winners when new 
a gt pthe 
budget procedures were drawn up. 
Under the new law, appropriations will 
be capped in three separate categories 
during fiscal 1991-93: domestic, inter-
national and defense. For fiscal 1994-95, 
the categories will be lumped together 
under a single cap. But only the defense 

RECONCILIATION 

The Defcit-Reduction Pie 
iscal 1991 Fiscal 1991-95 

Total Savings Total Savings 
$42.5 Billion $496.2 Billion 

3.1% 
$1. billion 13.8% 

58A.4 29.5%14.billion 

231% b 	 $146.3 
billion 

biUl36.7% 
5182.4 " 
billi 

2.6% 20.o%
 
10420.6 billion 99.0
 

billion
 

0 Taxes and Other Revenues 

N Entitlement Cuts, Other Mandatory Spending Cuts and User Foes 

13 Discretionary Spending Cuts 
U Interest on the Federal Debt 

By any measure, the deficit-reduction bill passed just hours before Congress 
ever to turn the tide of federal spending.adjourned was the most ambitious effort 


Projected tax increa3es and spending cuts totaling $42.5 billion infiscal 1991 and
 
the two-year $75 billion deficit-reduction$496.2 billion over five years far exceed 

of the 1987 budget summit, or the $121 billion three-yearpackage 11hat came out 
package of tax increases and domestic and defense spending cuts enacted in 1984. 

The five-year savings projection anticipated that the biggest cuts would come in
 
discretionary spending: $182.4 billion.
 

The first-year discretionary cut of $9.8 billion would come entirely from defense,
 
as would cuts in the second and third year. Although some in Congress - particu
larly House Democrats - assumed the entire five-year discretionary savings would
 
come from defense, that seemed far from certain. Mechanisms to enforce the cuts
 
left sizable leeway in 1994 and 1995 to cut domestic spending and foreign aid.
 

Overall, discretionary spending, which yields 23 percent of the cuts in 1991 and 37 

percent over five years, makes up about two-fifths of all outlays. Virtually all deiense 
and foreign aid spending is discretionary, but domestic discretionary spending is little 
more than 25 percent of all domestic outlays.

The next biggest chunk of the savings would come from tax increases totaling 
$20.6 billion the first year and $146.3 billion over five years. Those numbers include 
$3 billion for fiscal 1991 and 9.4 billion over five years due to enhanced Internal 
Revenue Service tax collection efforts. 

Entitlement cuts - Medicare and farm price- and income-support payments, 
especially - and user fee increases would yield one-fifth of the total deficit reduction, 
$99 billion over five years. Entitlements remain the largest and fastest-growing part of

federal budget. 
Finally, net interest on the federal debt, which is expected to top $1trillion over the 

next five years, would be $68.4 billion more if the other savings evaporated and t*'e 
government had to borrow more to offset the difference, or ifinterest rates do not fall 
in response to the budget-cutting effort. 

souRcL House Budget Committee 
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ECONOMICS A FIPANCE 

New Budget Process for Congress
 
W hen members of Congress get back to business in 

less than three months, they will find that the 
familiar budget process of the past five years has been 
drastically altered. 

Not only has the budget calendar been changed again, 
but the roles of the Appropriations and Budget commit-
tees have been altered, and the scheme of automatic 
spending cuts under the Gramm-Rudman antideficit law 
has been replaced by three discrete "sequesters" that work 
in significantly different ways. Following are the key
changes in the budget process included in the just-passed 
deficit-reduction bill (HR 5835): 

0 Calendar changes. The president's budget request
to Congress, though rarely delivered on time, will now 
be due the first Monday in February, not the first Mon-
day after Jan. 3. If a budget resolution is not adopted by
April 15, the Budget committees will have to report 
spending limits for the Appropriations committeesbased on discretionary spending in the president's bud-

get. And although the fiscal year will still begin Oct. 1,
automatic spending cuts will not be triggered until 15 
days after Congress adjourns. 

a Five-year budgeting. Budget resolutions and nec-
essary reconciliation bills will have to project spending, 
revenues and deficits for five years. 

e Automatic spending cuts. The old Gramm-Rud-
man procedure - an initial automatic spending cut or 
sequester that iscalculated in mid-August and takes effect 
Oct. 1, followed by a final sequester Oct. 15 - is gone.


Instead, there will be a set of three sequesters, each
 
of which kicks in 15 days after Congress adjourns: Th 

first will offset discretionary appropriations for the con-

ing fiscal year that exceed stAtutory limits and will or' : 

affect discretionary spending. The second will 
 be trig
gered if Congress enacts entitlement spending increases
 
or revenue decreases during the year and will only affect 

"non-exempt" entitlements. The third will offset an 

increase in the deficit above the limit set in the law, if 
the first two sequesters have not eliminated the excess 
deficit; it will cover all non-exempt spending. The dis-
cretionary and entitlement sequesters will also "look 
back" to offset spending increases or revenue cuts that 
affected the prior fiscal year.

* Discretionary spending caps. Appropriation:
bills will have to stay within specific caps for defense, 
foreign aid and domestic discretionary spending for fis-
cal 1991-93; for fiscal 1994-95, the law sets overall dis-
cretionary spending caps. Bills exceeding the caps will 
be out of order for floor consideration. Each year these 
caps will be adjusted upward to account for inflation,

* Deficit targets. The law sets new, higher deficit 
targets for fiscal 1991-95. These targets will automati-
cally be adjusted in fiscal 1992-93 to account for changes
in the economy and technical estimates of the cost of 
entitlements. The president has the option of adjusting 
the deficit caps for economic or technical changes in 
fiscal 1994-95. 

* Pay-as-you go entitlements and revenues. Bills 
containing increases in entitlement or other mandatory 

Key
 
Jan. 21 Notice of optional adjustment of deficit target 

for fiscal 1994-95. 
First Monday President submits budget request and eco
inFebuary rioic forecast that will control budget activ

ty for the following year; budget also in
cudes OMB sequester preview (CBO so
quester preview due five days earlier). 

April 15 Congress completes action on budget reso
lution. 

May 15 Approprations bills may beconsidered inthe 
House. 

June 3D Congress comp4otes action on appropria
tions bills. 

July 1 Supplemental appropriations for the current 
fiscal year that exceed discretionary spend
ing targets and are enacted before this date 
trigger 15-day post-enactment sequester. 

Aug.10 Notice of optional sequester exemption for
 
Nice ptonals
 
military personnel.
 

Aug. 15 CBO updates sequester preview.
 
Aug. 20 OMB updates sequester preview.

Oct. 1 Start of the new fiscal year.
 
10 days after CBO final sequester report.
 
adjournment 

15 days after OMBfinalsequester report;presidentissues 
adjournment sequester order. 

30 d:ays later GAO sequester compliance report. 

spending or reducing revenues must be deficit-neutral. 
They will be out of order for floor consideration, unless 
they are accompanied by offsetting entitlement cuts or 
revenue increases. 

* Supplemental appropriations and emergencies,
Supplemental appropriations enacted before July 1 that 
exceed spending caps will trigger sequesters 15 days after 
their enactment; the automatic cuts will offset the excess 
within the spending category in which the excess occurred. 
If requested to do so by the president, Congress could enact 
emergency appropriations, entitlement increases or reve
nue cuts without triggering sequesters.
* Social Security and deposit insurance. Social 

Security receipts and expenditures will no longer be 
included in budget calculations. Increased spending for 
deposit insurance activities - chiefly the savings and 
loan salvage operation - will not be allowed to trigger 
sequesters. 

* War and recession. A declaration of war would 
still cancel the sequester process. Congress could still 
vote to cancel the sequester process in the event of a 
projected recession or measured eronomic growth below 
1 percent for two consecutive quarters. 

-- John R. Cranford 
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Under the new scheme, at 
least for 1991-93, the deficit 

could grow to huge pro-
portions without forcing 

automatic spending cuts. 

cap will bite hard, forcing more than 
$180 billion in spending reductions 
below the baseline (current spending 
plus inflation) through fiscal 1995. 

Domestic spending, on the other 
hand, will be allowed to rise with infla-
tion and will be given an added boost of 
more than $20 billion in budget author-
ity spread over fiscal 1991-93. Congres-
sional staffers described this as a White 
House-approved inducement for pow-
erful Senate Appropriations Committee 
Chairman Robert C. Byrd, D-W.Va., to 
accede to the deal. 

Byrd and his House counterpart, 
Jamie L. Whitten, D-Miss., had both 
gone into the budget negotiations 
looking for substantial increases in do-
mestic spending. 

The broad domestic spending boost 
was quickly translated into increases in 
a variety of programs that Democrats 
argued were unfairly crippled during 
the last 10 years, when Reagan and 
Bush administration policy-makers 
drove spending policy. The House 
Budget Committee distributed a li':,. ' 
25 separate program increases for fis-
cal 1991, ranging from $6.7 billion in 
renewal of expiring housing assistance 
to $2.3 billion in obligation authority 
for highway spending to $400 million 
for the Head Start program. 

Byrd and Whitten also won impor-
tant assurances that automatic 
Gramm-Rudman spending cuts will 
not trouble them until at least fiscal 
1994, as long as they stay within their 
preset spending caps. 

For 1991-93, spending cutbacks 
cannot be ordered because of factors 
beyond the control of Congress, such 
as an economic downturn that lifts 
government spending or a technical 
estimate that inaccurately forecasts 
the money necessary to bai'l out failing 
savings and loans. The president can 
extend that "hold harmless" provision 
through the last two years of the bud-
get deal, and analysts expect him to do 
so. 

Even the automatic cuts likely to 
occur under the new law will be less 
fearsome than they are 'now. Li nder 

current law, a deficit that exceeds the 
Gramm-Rudman target triggers auto
matic spending cuts throughout non-

exempt portions of the budget. While
that could still happen in theory un
der the new law, it is extremely un-
likely, given the new escape hatches 
for events beyond Congress' control. 

More likely, only the spending cat-
egory that exceeds the spending cap
will be subject to a cut. 

Hence, for example, domestic pro
grams would not suffer if defense 
spending exceeded its limit - at least 
while the categories remained separate 
during the first three years of the deal. 

Byrd and Whitten also managed to 
avoid changes sought by the White 
House to reduce congressional author-
ity over spending, such as a line-item 
veto or enhanced rescission authority, 

The White House arid congres-
sional Republic!ans won coacessions as 
well. Through fiscal 1995, appropri-
ators will not be able to raid defense 
or international accounts to boost do-
mestic spending without facing a 
point of ordrr in floor debate, which 
would require 60 votes to overcome in 
the Senate. 

Gephardt described the deal as a 
fair trade. "I think both sides do bet-
ter. Gramm-Rudman should work bet-
ter, be more rational, be more realis-
tic. And, on the other hand, 
[Republicans] know that for three 
years we're not going to cut money in 
one area and move it to another, 
which is something that they sought." 

In one further concession to the 
White House, only the president will 
have the authority to determine that a 
particular supplemental spending bill 
can actually qualify as an emergency 
measure exempt from autorr 'ic 
spending cuts. 

e Mandatory spending. Spending 
for entitlement programs such as Medi-
care will be put on a "pay as you go" 
basis, requiring that any expansion be 
paid for by a corresponding entitlement 
cut or revenue increase. Similarly, any 
tax cut must be paid for by a compensat-
ing tax increase or entitlement cut. 

The chief benefit to Congress is 
likely to be an end to the sort of ag-
onizing battle over reducing entitle-
ment spending that oc'urred over pro-
posed Medicare cuts in October. 

Under the new law, there should be 
none of the current pressure to reduce 
entitlement spending simply to get the 
budget deficit down; any spending au-
thorized by existing entitlement law 
will be tolerated without penalty. 

An explicit congressional vote to 

RECONCILIATION 

The new law could also alter 
the balance of budget power 

between Congress and the 
White House and further limit 

the role of the Budget 
committees. 

change the law to expand an entitle
ment program such as Medicare with
out finding offsetting savings or reve
nue incregses could trigger an 
automatic spending cutback across a 
wide range of non-exempt entitlement 
programs. But if Medicare spending 
balloons simply because more people 
meet the eligibility requirements, 
Congress and the budget vill be held 
harmless. 

Congressional budget aides say the 
White House will pick up enhanced 
authority in this area because the new 
law requires OMB to determine the 
net budget impact of. new entitlement 
legislation on a bill-by-bill basis much 
sooner than it does now. The practical 
effect will be to involve OMB much 
more directly in the legislative pro
cess, giving it increased clout. 

But some congressional staff argue 
that OMB and the White House will 
lose more than they gain when they 
are stripped of their current authority 
to manipulate the economic forecasts 
and technical estimates that produce 
the final deficit number and the nec
essary Gramm-Rudman spending cut
back at the end of the fiscal year. 

One upshot of the new law is that 
the Budget committees will have less 
to do than they have in the past. 

With limits already set for dis
cretionary spending and with pay-as
you-go restrictions on entitlements, 
there will be no need to decide how 
much to trim the deficit. Instead, the 
Budget committees will wrestle with 
how to set spending priorities within 
the various spending caps, and 
whether and how to expand entitle
ment programs. 

Appropriations committees al
ready have their marching orders, and 
Budget committ,-e staff say appropri
ators will likely feel less constrained to 
wait to hear from the Budget panels 
before getting to work. 

"If the Congress wanted to, it 
could set the budget on autopilot," 
said one congressional budget expert. 
"It could be a very easy time." 0 
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Hew Rules of the Game
 
Major shifts inpowerwithin Congress and 

between Congress and 
the White House are 

likely under new 
legislation overhauling 

the congressionalbudgtgue process 

BY LAWRENCE J.HAAS 

he budget process wasn't at the top
of anyone's list of priorities for the 
recent budget summit, at least not 

T publicly. Process doesn't stir public 
emotions the way talk of raising taxes and 
cuning spending does. 

But privately, a few key White House 

and congressional negotiators recognized
its importance from the start and hoped 
to put inplace anew process that would 
help to shape tax and spending choices in 
the years ahead. 

These new rules by which Washington
will draft its budgets reflect the priorities 
of the negotiators-and, in particular, of 
Office of Management and Budget 
(OMB) director Richard G. Darman and 
Senate Appropriations Committee chair-
man Robert C. Byrd, D-W.Va. 

What they have come up with is a new 
law that will shift budgetary authority 
from Capitol Hill to the White House, 
increase the power of some congressional 

~'r9'"' 
6will, 

- ~ 

• . r 

... 
--.. 

Economic Policy Institute president Jeff Faux 
New rules make It harder to shift priorities, 

committees at the expense of others,
[hreaten to saddle business and local gov
ernments with some of the costs now 
shouldered by Washington and force in
terest groups to compete more vigorously
than ever for scarce federal resources. 

So secretive was the process by which 
the changes were drafted that weeks later,
questions are still being raised about how 
they will work. 

A few days before adjournment, as the 
Senate debated its deficit cutting package,
Senate Majority Leader George J. Mitch
ell, D-Maine, introduced an amendment 
to change the budget process rules. Sen. 
Daniel Patrick Moynihan, D-N.Y., 
promptly took the floor to warn that "we 
are in the process ofdiminishing the legis
lative role of the Senate at the behest of 
the President." 

Byrd, defending the work he helped 
craft, responded, "This Senator is not 
knowingly ever going to permit any shift 

of oower from this branch, and ifI there is any Senator who thinks I 
let him stand and say so to me 

now, call my name." 
Moynihan may have exagger

ated the impact of the proposals. 
But, unless numerous public and 
private budget experts are wrong, 
Byrd was on equally shaky ground 
in assessing how the proposals,
which were very similar to what 
Congress finally enacted, would af
fect executive-legislative relations.

In changing the rules the govern
ment follows in acting on its annual 
tax and spending bills, policy mak
ers have shifted power toward the 
White House-and particularly to 
OMB-and away from Congress. 
Just how extensive the shift will be 
ciepends on how aggressively 0MB 
uses its new prerogatives and 
whether Congress, in turn, moves 
to rein OMB in. 

The new budget rules move the 
, focus of debate away from annual 

deficits, where it has been for a dec
ade, and put it instead on the new 
statutory limits prescribed for 
spending increases and tax cuts. 
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And that 'iange has set the stage for a 
realignment of fiscal authority among 
congressional committees, with panels 
that once were allies now likely to clash 
over poficy and jurisdiction. 

Just as important, the few White House 
officials, lawmakers and aides who devel-
oped the new budget rules took a budget 
process that was generally viewed as too 
complicated and made it even more so. 
(See box, p. 2796). 

How complicated? Enough that the few 
congressional aides who worked on or 
were close to the drafting process have 

. 
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Council on Education's David R.Merkowlitz 

He foresees a reduced role for Budget panels, 


been busy trying to explain the rules to 
aides at other committees, private budget 
experts, lobbyists and reporters. 

In early November, a Senate Budget 
Committee aide put out the word that 
he'd conduct two briefings on the new 
process for anyone who wanted to attend. 
At each briefing, about 150 congressional 
aides, budget experts, lobbyists and re-
porters took advantage of the opportu-
nity, packing the committee's hearing 
room. 

Other congressional aides were holding 
smaller briefings at about the same time. 

sions, the statute conflicts with acongres-
sional report that's supposed to explain 
them. 

The confusion is clearly linked to the 
secrecy surrcunding adoption of the new 
rules. Although the budget process has 
been the subject of endless public hearings 
in recent years, this year's changes were 
drafted in private by a handful of individ-
uals and approved after the barest mini-
mum of public debate. 

From the start of the budget summit 
last spring, President Bush had insisted 
that changes in the budget process must 

be part of the package. In the end, 
Administration officials succeeded 
in getting much of what the White 
House, and its Republican allies on 
Capitol Hill, wanted by playing key 
Democratic lawmakers off against 
one another. 

The Administration strategy 
shape in early September, 

when officials presented a package 
of budget process reforms to the 
negotiators who were meeting at 
Andrews Air Force Base, Md., just 
outside Washington. Senate Budget 
Committee chairman Jim Sasser, 
D-Tenn., responded by saying he 
wasn't interested in what the Ad-
ministration was offering and pre-
ferred repealing the 1985 Balanced 
Budget Act altogether. Predict-
ably, meetings among a subgroup 

Stook 

of 6-10 negotiators produced noth-

ing. 

Administration officials then de

cided that they might get further by 
dealing with Byrd. Not only was 
Byrd, as the former Majority Lead-
er and now as the Senate President 
Pro Tem, a power to be reckoned 
with, but he had repeatedly ex-
pressed interest in budget process 

changes during the long months ofbudget 
negotiations. 

Late last year, the failure of some con-
gressional committees to implement a fis-
cal 1990 deficit cutting deal i.,dtriggered 
an across-the-board spending cut-q "se-
quester," in the language of budget insid-
ers-in domestic and defense programs 
under the jurisdiction of Byrd's Appropri-
ations Committee. Byrd and his commit-
tee colleagues complained that these pro-
grams were hit twice-first, when they 
were held to fixed spending levels as part 
of the fiscal 1990 deal and, second, when 

A Congressional Budget Office (CBO) the sequester kicked in. 
staff member briefed about adozen public 
and private budget experts; House Budget 
Committee aides held their own briefings. 

SECRET DEAL 


Part of the problem in understanding 
the new process is that on some provi-
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This year, Byrd's lingering unhappiness 
gave Administration officials an opening; 
by agreeing to alter the process to protect 
appropriations from a double hit, they 
might, they thought, also win Byrd's 
agreement to other changes the White 

House wanted. 
After the Andrews negotiations con-

eluded, a series of private meetings began 
between Byrd, OMB director Darman, 
deputy OMB director William M. 
Diefenderfer Ill and House Budget Com
mittee chairman Leon E. Panetta, D-
Calif. Separately, the OMB officials and 
the Democratic lawmakers consulted 
with House Majority Leader Richard A. 
Gephardt, D-Mo., who chaired the over
all budget negotiations. 

In late September, the key figures 
reached a consensus on budget process 
changes as part of the neg..intor;' 
broader deficit cutting agreement. But a 
lot of work remaiaed. Darman at that 
poirt made public a summary document 
that described the proposed process 
changes, but in ways that didn't reflect 
the consensus, Democrats involved in the 
negotiations said later. 

The precise statutory language in
tended to implement the changes would 
prove critical. Here, too, the Administra
tion tried its best to work with Byrd, and 
around Sasser. Administration officials 
cut separate deals with Byrd and Panetta, 
and made sure that the legislative Ian
guage, drafted by House and Senate Bud
get Committee aides, reflected them. 

Not surprisingly, the adopted changes 
implement the priorities of the White 
House, as translated by its OMB director, 
and the Appropriations Committees, as 
interpretc by Byrd. The losers were 
those whose representatives lost out in thedeal making or weren't seated at the nego

tiating table. 

OMB'$ BASEBAL BAT
 
The new budget rules give OMB a vast 

pool of potential poer. Since 1987, OMB 
has had the authority to calculate 
whether, based on its economic forecast 
and its "scoring" of the costs of new tax 
and spending laws, the oudget would ex
ceed the deficit target set by the Balanced 
Budget Act for the new fiscal year. If 
OMB said it would, across-the-board 
spending cuts would be triggered to cut 
the deficit to the required level. 

But this amounted only to a one-shot, 
year-end threat to impose fiscal calamity 
by means of the across-the-board reduc
tions. Until that point arrived, Congress 
relicd on the CBO to keep score as the 
Senate and House acted on tax and spend
ing bills. 

The new process transforms OMB's 
year-end power into a continuing author
ity to keep the score on all tax and spend
ing bills as they move through Congress. 
Armed with this and related powers, the 
White House would be able to block any 
legislation it opposes. 

"What [OMB] really had before was 
the ability o beat Congress over the head 
with a telephone pole"-a powerful 



though awkward instrument, a congres-
sional budget aide said. "Now, it can beat 
parts of Congress over the head with a 
baseball bat." 

OMB's gain, of course, means a loss of 
power for the CBO and for the staff of the 
Joint Committee on Taxation, the CBO's 
counterpart for tax legislation. With 
OMB's scoring of tax and spending bills 
made binding on Congress, the congres- 
sional offices are relegated largely to advi-
sory roles in the budget process. This was 
evident to CBO officials, including dire-
tor Robert D. Reischauer and assistant 
director James L. Blum, who tried unsuc- 
cessfully to persuade lawmakers not to 
shift such power to OMB. 

Under any circumstances, OMB's new 
authority would be potent, ifonly because 
Members of Congress don't want to be 
viewed as supporting expensive new pro-
grams in an era of budget deficits. Buit 
these powers are enhanced by new limits 
imposed on all spending increases and tax 
cuts. 

How OMB scores the 13 annual appro-
priations bills, fo, instance, will determine 
whether the Appropriations Committees 
have stayed within the separate spending 
ceilings set in fiscal 1991-93 for domestic, 
defense and international aid progams. 
An OMB conclusion that any of the three 
ceilings was breached would automati-
cally trigger across-the-board cuts in pro-
grams within that category to bring 
spending below the cap. (For 1994-95, the 
law requires only that a combined ceiling 
for all three categories not be breached.) 

These spending caps are already raising 
the hackles of liberal lawmakers and out-
side social activists. With separate ceilings 
for each of the three major categories 
locked in, they say, Congress has lost the 
flexibility to reorder priorities by shifting 
funds between the categories-from de-
fense to domestic programs, for example. 
And this rigidity, they complain, comes at 
an odd time. 

For one thing, the critics contend, the 
end of the Cold War offers opportuities 
to make deeper cuts in defene- spending 
than the new budget agreement allows for 
the next five years. Moreover, they say, 
the limit on discretionary domestic spend-
ing comes at a time when public support 
for more such spending is growing. 

"If you put these caps on ..., you put a 
cap on our ability to make those kinds of 
public investments that I think there's al-
most a consensus that we need," said Jeff 
Faux, president of the Economic Policy 
Institute, a liberal think tank in Washing-
ton. At a time of looming recession and 
international upheaval, he said, "this 
whole [budget] process has to be one of 
changing j.,-iorities. So, I think it's a major 
obstacle to making the kinds of shifts in 
priorities that we need to make." 

Paul A. Leonard, a senior research ana-
lyst at the Center on Budget and Policy 
Priorities in Washington, said, "I have al-
ready heard a couple of people mention 
that ti. are interested in going after the 7y 
defense budget, making deeper cuts in the 
defense budget, and presumably in shift-
ing those cuts into domestic investments." 

BUTTER V. BUTTER 
Though their anger is now directed at 

the new budget rules, lobbyists for domes-
tic programs could turn on one another 
before long. Under the 
rules, domestic pro- 

grams will compete 
for funds in 1991-93 
only against each 
other. So the debate 
won't be between guns 
and butter but instead 
between different 
kinds of butter. 

Lobbying strategies 
are likely to change. 
Lobb: ,,ts for a do
mestic program will 
be trying to learn as 
much as they can 
about other domestic 
programs so that they 

agreement. In drafting an annual budget 
resolution which establishes the frame
work for later tax and spending bills, the 
Budget panels are supposed to set total 
spending for discretionary programs and 
suggest how the dollars should be allo
cated. Action then shifts to the Appropri
ations Commtatees, which draft the 
spending bills. 

In 198,3, however, the Budget Commit
tees' work had been largely usurped by 
the two-year deal. In fact, when a budget 
resolution bogged down in a House-Sen
ate conference committee, appropriators 

A.
 

can argue that theirs is Urban Institute senior fellow Rudolph G.Penner
 
worthier of financing. If 0MII abuses its new power, "Congress will change It."
 
In this zero-sum bud
get game, it will be every program for 
itself, 

"It's going to mean that groups like 
ours are going to have to become knowl-
edgeable, if not expert, in a lot of domestic 
areas that they don't know anything 
about," said Susan E. Rees, executive di-
rector of the Coalition on Human Needs, 
a Washington group that monitors the 
budget's impact on low-income programs. 

"If these caps are held in effect," she 
said, "there's not going to be places to get 
ivcreases in programs like health care and 
housing without raiding other programs. 
...And I don't think the low-income 
community is strong enough to go up 
against some of the other narrow inter-
ests. At the same time, we all have to be 
on our guard that those other kinds of 
interests are going to be raiding our kinds 
of programs." 

This situation is not entirely new. In 
drafting a two-year budget deal in late 
1987, President Reagan and Congress set 
separate spending levels for domestic, de-
fense and international aid programs. De-
spite some conflicts, both sides generally 
adhered to the ceilings, 

DIMINISHED ROLE 
If that two-year deal is any guide, the 

Budget Committees may not like the new 

in both chambers showed how meaning
less the exercise was by beginning to draft 
spending bills without one. The two-year 
deal had already established the bound
aries for their actions. 

With a new five-year deal now in place, 
the Budget Committees may not be left 
with much to do. "It seems that there's a 
considerably diminished role for the Bud
get Committee and there's a lot more 
power that flows back to the Appropria
tions Committee," said David R. Merko
witz, a former House Budget Committee 
aide and now dire.ztor of public affairs for 
the American Council on Education. 

There are more-specific reasons why 
the Appropriations Committees may like 
the new budget process. For one thing, 
the deficit cutting deal includes $38 bil
lion in new spending authority for their 
domestic programs from 1991-93, and 
that sum is above what's needed to keep 
pace with inflation. The White House 
viewed these funds as a small price to pay 
for lyrd's acceptance of the changes in 
the budget process that it sought. 

For another, the appropriators need 
not worry that their own inability to com
ply with spending caps will trigger across
the-board cutbacks in programs in their 
jurisdiction. No longer will they face the 
kind of double hit that they absorbed last 
year. Now, if the authorizing committees, 
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ADDING NEW LAYERS OF COMPLEXITY TO BUDGET
 
A budget process many critics had 

said was too conipicated has be-
come even more so, thanks to 

sweeping changes adopted by Congress 
and approved by President Bush. 

Here are the major revisions to the 
1985 Balanced Budget Act that will 
dramatically alter the way the budget 
will be drafted through fiscal 1995: 

DISCRETIONARY SPENDING 

The law sets up two kinds of spend-
ing ceilings for this and the next four 
years. 

F - 1991-93, it establishes separate 
ceilings for each of three categories of 
discretionary spending: defense, inter-
national aid and domestic programs. If 
Congress chooses to increase spending 
for any discretionary program, it must 
offset the increase by cutting spending 
for one or more other programs within 
the same category. If it fails to make an 
offsetting reduction, an automatic 
spending cut-a sequester, in budget 
jargon-would slice enough from all 
other programs in that category to 
bring spending to below the ceiling, 

The defense category, however, does 
not include the costs of Operation 
Desert Shield in the Persian Gulf, 
which the law assumes Congress will 
finance separately. 

The caps, in billions ofdol!Ars, are as 
follows (BA is budget authority, the 
amount Congress authorizes the gov-
ernment to spend in current or future 
years; 0 is outlays, the actual spending 
expected in ech year): 

1991 1992 1993 
Defense 

BA $288.9 $291.6 $291.8 
O 297.7 295.7 292.7 

International 
BA 20.1 20.5 21.4 
O 18.6 19.1 19.6 

Domestic 
BA 182.7 191.3 198.3 
O 198.1 210.1 221.7 

For 1994-95, the new law establishes 
a single pot of money for all discretion-
ary spending. The White House and 
Congress will have to decide how to 
allocate that money between the three 
spending categories. Spending above 
that over-all limit would trigger a se-
quester to bring spending down to that 
ceiling. Total discretionary funds for 
those two years, in billions of dollars, 
are as follows: 
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1994 1995 

BA 510.8 517.7 
0 534.8 540.8 
PAY-AS-YOU-GO SPENDING 

Under the new law, Congress is re-
quired to offset the costs of any new 
entitlement spending programs and any 
tax reduction legislation. 

If Congress creates an entitlement 
program or tax benefit that is not "reve-
nue neutral"-is not financed by an otf-
setting tax increase or spending cut-it 
would then have to adopt a deficit cut-
ting "reconziliation" bill to find the 
needed savings. Failing that, a sequester 
would cut enough from all other entitle-
ments (except those, such as social secu- 
rity, that are already exempt from the 
"sequester" under the 1985 Balanced 
Budget Act) to make up the difference. 
SEQUESTERS 

Unlike the 1985 law, which called for 
a sequester in October of each year in 
which Congress failed to meet specified 
deficit targets, the new law creates a 
schedule under which sequesters can 
occur several times a year for dis-
creticnary programs and once a year 
for entitlements and tax cuts. 

First, a sequester directed at budget-
busting appropriations bills can be trig-
gered, if required, within 15 days of the 
end of a session of Congress. 

Second, a sequester can occur within 
15 days of the enactment of such appro-
priations bills if the enactment takes 
place before July 1. 

Third, if those appropriations bills 
are enacted after July 1, a sequester 
would be applied to spending bills for 
the next fiscal year, which begins on 
Oct. 1. 

For entitlements and tax cuts, the law 
calls for a onetime review of all bills to 
determine whether they will, in total, 
increase the deficit. If they will, non-
exempt entitlements would be seques-
tered at the same time as the end-of-
session appropriations. 
DEFICIT TARGETS 

The new law sets deficit targets for 
the next five fiscal years. They are (in 
billions of dollars): 

1991 $327 
1992 317 
1993 236 
1994 102 
1995 83 

The targets will be applied differently 

in the first three years from the way 
they will be in the next two. 

For 1991-93, the targets are not bind
ing on the White House and Congress. 
Along with the spending caps for de
fense, international aid and domestic 
programs, they will be adjusted to ac
count for changes in economic and 
technical assumptions. 

For 1994-95, the President may ad
just the deficit targets, if he chooses, for 
economic or technical reasons. If he 
doesn't adjust them, failure to reach 
those targets will trigger a sequester like 
that required under the 1985 budget 
law. 
SOCIAL SECURITY EXEMPTION 

Adhering to broad sentiment in Con
gfess, the new law takes the social secu
rity trust funds out of the deficit cal
culations. As a result, the funds' 
growing surpluses wili not be used in 
determining whether the government 
has met its annual deficit targets. That's 
a victory for those who complained that 
the trust fund surpluses were masking 
the budget deficit's true size. 

The law also imposes a series of new 
hurdles to prevent the White House and 
Congress from reducing the trust fund 
surpluses by cutting payroll taxes on 
today's workers or by using the sur
pluses to finance new spending pro
grams. 
SCOREKEEPING 

Furthering a trend that began when 
the Balanced Budget Act was r..vised in 
1987, the Office of Management and 
Budget (OMB) has been given addi
tional authority to tabulate the cost of 
tax and spending legislation. 

Previously, OMB had the power to 
decide whether, based on the costs of all 
such legislation and other factors, a se
quester was required. But the Congres
sional Budget Office and Congress's 
Joint Committee on Taxation had the 
duty of tallying the costs of each tax 
and spending bill as it moved through 
Congress. Now, OMB's cost calcula
tions will be binding, on Congress. 
SUPPLEMENTAL APPROPRIATIONS 

Before Congress can enact supple
mental spending legislation that's not 
subject to the discretionary spending 
caps, the President must declare an 
emergency and Congress must agree to 
that declaration. 



which have jurisdiction over entitlements Act, Congress set up rules to counter the 
and revenues, ignore deficit cutting re- President's role: Congress would pass a 
quirements, those committees will face budget resolution setting over-all tax and 
cutbacks in their own programs. spending guidelines and use it as a blue-

Here's where OMB's new scoring print to allocate spending among its com-
power could prove particularly impor- mittees. 
tant. New pay-as-you-go rules vill force Under the new law, with tax and 
the authorizing committees to fashion spending limits set for 1991-95, Congress 
revenue-neutril bills only-that is, bills is relegated to its pre-1974 role. It will 
that don't cause the deficit to rise. Be- cootinue to adopt and send spending ond 
cause OMB gets to decide whether a bill tax bills to the White House, but it will 
meets that test, its cost estimate- will lacl the power to change the fiscal frame-
shape policy to a significant extent. work. Although Congress will continue to 

Nevertheless, some budget experts pre- draft budget resolutions, the key numbers 
for those resolutions are dictated by 

- the recent budget deal. 
"In the new system, the budget

" ",-. policy has been established," said 
Patricia A. Quealy, the House Bud-

-: .,get Committee's former chief coun-
, ,.,. sel, who it now a special counsel in 

- the Washington office of the Pitts-
.. 'burgh law firm of Eckert, Seamans, 

Cherin & Mellott, "and there's 
really nothing for Congress to do 

- :'.:, send the bills to implement it.-but 

There's really no way to change the 
,-,7 policy." 

MYSTERIOUS SURRENDER 
" Why the Democrats, who con-

trol Congress, surrendered such 
_N ' 	 power to a Republican White 

House remains a mystery. Explarna-
ti'ns run the gamut from confusion 

XE to ignorance on the part of key ne-
, gotiators. An aide to a Democraticnegotiator was so flabbergasted 
. when the proposed changes were 
. discussed during the b'idget talks 

" that he blurted, "I don't believe 
Ex-House Budget panel aide Patricia A. Quealy that you're going to do this." His 
In the new system, budget policy's already sot. comment was ignored. 

With the new rules writ:en in 
dict, OMB may choose to wield this new such secrecy, Democrats who weren't 
scoring authority p."udently: attempting part of the summit negotiations had al-
to block programs that it opposes without most no chance to block them. A few 
invoking the bipartisan wrath of Con- tried. Rep. Marty Russo, D-III., who 
gress. shares a townhouse with Panetta and two 

"There's a lot of potential power" at other House Democrats, expressed his 
OMB's disposal, said Rudolph G. Penner, opposition at meetings of House Demo-
a former CBO director who is now a se- crats. His efforts went nowhere. 
nior fellow at the Urban Institute. The As other Democrats have started to un-
question, he said, is "whether it can be derstand the changes, reaction has ranged 
used aggressively and not have it provoke from anger to dismay. "I assume the 
a revolt and have it taken away frcin champagne they couldn't drink for capital 
them.... If it gets out of hand, Cngress gains [tax cuts], they drank for this one," 
will change it." a House Democratic aide said of White 

The shift of power to OMB brings the House officials. "You're just handing 
budget process fL'l circle. Before 1974, away all your weapons. You're telling 
Congress didn't have n; h of a budget people that it is going to become more 
process at all. The President sent his ,ud- difficult to do the very things that Con-
get to Congress early in the year, and each gress should be able to do." 
committee worked separately with OMB Asktd to predict how Members will re-
to fashion spending within that panel's act in th': next Congress, an aide to an-
jurisdiction. other Housc Democrat said: "There's go-

With the 1974 	 Congressional Budget ing to be unhdl,?iness. People are going to 

say to the [House Democratic] leadership, 
'How did you let this happen?' And cer
tainly to Leon 	 [Panetta] they will say, 
'You pulled a fast one on us.' " 

However OMB operates, the pay-as
you-go rules are likely to generate friction 
between the authorizing committees. At 
first blush, the 	House Ways and Means 
and Senate Finance Committees appear 
to be in the driver's seat. With jurisdiction 
over taxes, they are in a position to pay for 
new and expanded entitlemaent programs 
that are also within their purview. And, 
because they control such large entitle
ments as medicare, they could control 
most pay-as-you-go activity. 

Other authorizing committees may ask 
Ways and Means or Finance to raise taxes 
to pay for their expanded spending, but 
the tax-writing committees can be ex
pected to look first to their own programs. 
Some panels with jurisdiction over user 
fees may try to raise them to finance enti
tlement increases. Others may try to cre
ate new user fees. 

Inter-committee conflict seems inev
itable. Tax writers tend to guard their turf 
jealously, and none more so than Ways 
and Means chairman Dan Rostenkowski, 
D-Il. When other committees try to 
wedge their way into the tax-raising 
arena, Ways and Means and Finance rise 
in opposition. 

But it's easy to envision scenarios in 
which they wind up as losers in battles 
with other authorizing committees. If 
enough committees feel constrained by 
the pay-as-you-go rules, they may gangup on Ways and Means and Finance. By 
sticking together, they could help each 
other acquire the right to raise revenues in 

ways once closed to them. 
Similarly, the Ways and Means and Fi

nance Committees might be forced by 
House and Senate Democratic leaders to 
raise revenues. If the leaders wanted to 
push for a new spending program, they 
might pressure the ta^ writers to find the 
revenue for it. 

If all that fails, Congress may continue 
a trend toward shifting the financing of 
new programs to sources outside the fed
eral government, an aide to a House com
mittee chairman suggested. Increasingly, 
Washington has been mandating that 
businesses, as well as state and municipal 
governments, perform such tasks as help
ing to clean up the environment or pro
viding services to low-income Americans. 

Businesses and local governments have 
complained loudly. But things may get 
worse for them, not better. If the congres
sional aide is right, Washington may 
tighten the screws and require states and 
localities to perform specific tasks as a 
condition of getting specific federal aid. 
Care for the poor, it could say, or lose 
your highway funds. N 
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by William R. Cline 

ighteen months ago the prospects were annually over the next five years prior to coM

of either of the pletion of the new budget deal. The declines inbleak for resolution 

the dollar and domestic growth contribute
"tin deficits" - trade and budget 

that have plagued the US economy about equally to this change, and the prospect
 
of higher growth in Germany after reunificasince the mid-1980s. To be sure, there had 

been some progress. The decline of the dollar ion provides a further boost. If the external 

had brought a boom in exports by (current account) deficit plateaus at $100 billionafter 1985 
1987-88, and the trade deficit fell from a peak annually, it will ease to about 1.5 percent of 

of S160 billion back to about S100 billion. The GNP by 1995 - a major improvement from 
its 1987 peak at 3.5 percent of GNP.improvement was even larger than the $60 bil-

lion that met the naked eye, because in the The new budget agreement holds out the 

absence of dollar correction, the external prospect of further correction of the external 

deficit was headed for S300 billion or more. deficit, and presents a golden opportunity to 

However, by mid-1989 the dollar had risen lock in correction of the twin deficits while 

again from its late 1987 lows. Even without avoiding a recession. The package provides for 

that rise, my projections indicated that the $490 billion in budget deficit cuts over five 

external deficit would be back above $150 bil- years. The Congressional Budget Office base

lion by 1992 because of the exhaustion of ben- line projections of July, 1990, anticipated 
ateficial exchange rate effects well before the annual deficits about $170 billion over the 

trade gap had been eliminated, and because of next five years. The new package cuts the 

the rising interest paymcnts on accumulating deficit by $40 billion in 1991 and about $150 

foreign debt. With the strong dollar of mid- billion by 1995. As a result, the fiscal deficit 

1989, the outlook was even worse: prospective should fall from 3 percent of GNP in 1990 to 

trade deficits nearly $200 billion by 1992 were nearly zero in 1995. Despite justifiable skepti

in the offing. cism in view of smoke-and-mirrors budgetry in 

Today the prospects for the external sector the past, these cuts are largely for real. 

are much end of the third correcimproved. By the The budget package allows for deficit 

quarter, the dollar stood Pbout 6 percent below ion while avoiding recessionary spillover. A fis

its level in late 1987 (against industrial countyy cal contraction of 3 percent of GNP over five 

currencies), and more than 10 percent belcw years can be compensated by a boost in 

May, 1989. In addition, US growth has slowed dernaad from two sources: private investment 

to less than 1 percent for 1990 and probably and net exports. Investment was a weak 14.5 

no more than 1.5 percent for 1991. Slower percent of GNP in 1989. Just iestoring the level 

growth means lower demand for imports. Even gradually to its more normal rate of 16 percent 

allowing for partial catch-up growth of 3.5 per- of GNP would provide one-half of the stimulus 

cent in 1992 before a return to steady 2.5 per- needed to neutralize fiscal contraction. The 

cent growth, and for oil at $25 a barrel, my other half would be achieved if real net exports 

projections indicate that the external deficit was rose about $15 billion annually. This outcome 

already set to hold flat at about $100 billion could be accomplished by a further decline of 

November/December 1990 



about 5 percent in the dollar. Modest monetary 
easing by the Federal Reserve would prompt 
this last bit of dollar correction and facilitate 
the recovery in investment, 

Under this strategy, the nominal current 
account deficit would fall to about 360 billion 
annually by 1995, less than one percent of 
GNP. (Because of adverse trade price move-
ments from dollar depreciation, the nominal 
trade balance would fall only about half as 
much as the real trade deficit.) This level 
would be sustainable with far less risk of pro-

tectionism and financial hard landing. 
Although complete elimination of the foreign 
deficit would be preferable, and achievement 
of a fiscal surplus of over I percent of GNP 
might be desirable to strengthen America's 
anemic saving and investment, adjustment of 
the twin deficits wold be largely achieved. At 
long last, internal and external adjustment of 
the US economy is within hailing distance. 

Dr. Cline is a senior fellow at the Institute for 
InternationalEconomics. 
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Bush's Budget Deal Made the Deficit Bigger 
0) MANTIS' I'tLirT;IN 

Tire recent budget deal is even worse 
th n it hsku It is rrtter )b -n asa po tll. 
Iril dciaster torPip'esndr lush ard a re-
vet saif the jpilrcy (It reduc InIre niar-
griril tax rltes tlit distort incentive's 
Wtrll is le l urrdetst.xuis that It stills es 
tletubialefuture budget dhls Aind, 

wilie public aiteritrun fcused onlthe orhiti 
caldraia of the budget nro 'iiiluns a.d 
bdtt egtir ot higheratowis tan rates, the 
budget negotiators quietly billed the 
Gra mtiiRudoran sequester process The 
new budget Irglstailon therefre cnltains 

to poi pressure on 
politicians to shrink future detficis. Io 
niatter huwlarge they becomie 

O coursei that s nothowahe budget ne 
guiaturs portrayed their handl~ork They 
projected an bi, reduction in theannual 
budget de1ic9i.to about $0 billion in finl 
199i rolia bilioniIn the current1991 
fiscal year a. reality. thigie , Ihene tg 

ri auitIc procePdur'e 

m 

rnnesture borrirwig needs. 

The budget deal actually implies an In 
creIse it theginernient s annual borrow 
Ing bewren now arid 1095Andif theneed 
ti acrumiulate a Scinal Security furid to 
meet future benefit obligations is taken e. 
riousl). the annual budget shortfall aclu 

curentcurrent oror fure, bo how 

ally increases by S70billion between 1991 governint s total borrowing needsto 135 
and 13 
RTC's Role 

This )ear s negotiators have surpassed 
all previous achieverlients in tire art offan-
ciful budget accounting hfore thanhall of 
thesupposeddeficit reduction com'esfrom 
inapprpriately inluditIg changes in the 
Resolution Trust Cortioration s working 
capital in theestimated deticit. Bovrrowing 
bythe RTCis, however. fundamentally di-
terest fromnioiher kinds oi government 
spendiog Sincethe RTCIs now borrowing 
I. acquoiretailing thrifts and topay of| in. 
sured deflusitors, its borrrwed fundsreturn 
iiriedralely to the Capital itdrkel and 
true no financra or niacroeconomic et 
tecis Yet thebudgereers counted the RTC 

horllowinig a elldrging the I"ot deficit by 
nearly SrU billion 

AId since tihe givernmrrent hopes that in 
a fewyears the RTC will be gienerating net 

revenue by Selling Ih Assets ill the thrifts 
htdl It bus Acquiret. tie budger projects 

S45 billion of RTC repiylents to tirp Fed-

eraf goivernlient iii IrS and therelore 

lower$ the 1995 deficit by 5 billi nr The 
Swing front RTC borrowing viiSlar billion 

ihis yeajr to R "reliJyirents oi $45 billion 

iII 1 1 rraes tip illusion ul a S145 billion 
teflicit Irorvetment 

The other najur reoater fur the pro-
jecterdfill iti the budget delicit is the 
overly Po)tllllstc assumption that real 
GNP witl grow at ati average of 3 1 a 

ye,rr beiwen now and 1995uand that both 
noinal aid real Interest rales will fall 
sharply iwith the three-month Treasury 
bill rile declining to4.2". Imiplying a real 
raltf only I I-, i More realistic economic 
assuriltroons-one percentage point less 
t tlhper year andonepercentage 

,oit highet interest rate in 1995-would 
add tmoretItan $ibi billion to thegovern 
nieneS borrowing needsIn 1995. 

The government's total 1991borrowing 
needs.net of theRTCborrowing, are $230 
billion Excluding the RTC "repayments" 
ot $S4 billion and correcting for the overly 
optmistic economrricassumptions I1180bit 

toIIs billion in 1995from $160bithon in 
199t 

Thus even it we ignore the govern
n entsneedto Increase natlonal saving by 

accuiultating a real Social Security trust 
fund. without further legislation the gow 
eritlient's future borrowing will absorb 

tre thtan2, of GNP orabout one-third ot 
the lietsaiSaig of theprivate secior. During 
the19bs theU.S.wasableto adjust tothe 
high level of goiverinmert borrowing by a 
major capital influw from abroad Butthat 
capital Inlouwhas already declined in the , 
past three years-to lessthan 21 of GNP 
frout a lpeakof 3,5',-and it Is likely togo 
on taling Withoutthat capital inflow, the 
projected government borrowing will mean 
higher interest rates, a lower level of In. 
vestment in plant and equipment and 

Board ol Contributors 

The federalgovernment's total 1991 borrowing needs are 
$230 hllton. The budget agreement raises the government's 

total borroutng needs to $305 bslon in 1995. 

liin of extra taxesand reduced Interest 
cots. tIre budget agreement raises the 

billion in |19 
Thesecalculations adopt the new gov 

etrlilel budgetaccounting convention of 
cotimplelely ignoring the annual surpluses 
oi theSocialSecurity program The legilt-
ole casefor doing sois trial the govern 
nienitneed5 to accumulate areal Social Se. 
curity trust fund tomeet the future surge 
in benefits whenthise who arenow intheir 
torties begr to retire To accumnulatesuch 
a fund, the Social Srcurity surplus must 
addii natiial Savilg andnot just finance 
larger budget deficits 

Theimplied 1095deticlt of $ billion Is 
nit tie best realisureOtthe impari of the 
tederal goeitoi entI' on the capital mar-
kets Since the dnruaI surpluses of the So-
cuti Security prigrai are used to buy 

toiids that wiuld otherwase have to he so)ld 

to the public. that Soial Security surplus 
must be lirtise adgJIs tie rest of the 

burdget dficit ii order to calculate the gov-
erient s curent net fborrowing needs 

fronm tIre rent of lire erirliilly 
The S kl Setrrly surilus is projected 

t rise hi St': billionl iii 195 frrm $70 bit 
li itti 1991 Reducing the prirjecred tital 

lol rorwirng needs by the Sxlal Security 
sil pIlu e IfirzlileS Itl the grvero nert a 
ret torrit trig needs are likely Isi increase 

nerefore lower productlvity and economic 
growth 

Thi decision to repeal the Gramm-Rud. 
mart s"tuester process means that there 
will be no pressure to force theadministra, 
lion and Congressto deal with these 'ef. 
cits In its place is a new mechanism to 
rnlt spending on annually eppropriated 
prograns and to require that any legts 
lated increases in theprojected cots of en-
tillemient programs are matched by new 
sources of tax revenue But there is no 
part of thenewbudget process that tocuses 
on the deficit assuch and that forces the 
politicians IQrespond to the revenue short 
falls or spending overruna that will tnvlti-
blyoccur without newlegislation The ong 
inalGranr Rudnidn process wasfar front 
perfect, but byforcing Wuslhlirgion to focus 
on the deticil it no doubt helled to shrink 
the srue of the deficit 

How can the nece sary deficit reduction 
be achieved' The recent budget negotia 
trotS shtow that it is pollically unrealistic 
to expect all) further Cuts in the socalled 
donestic discretioniary programs Despite 

ie president s ri nessiro s irs taxes and 

dictr.ie. tines egoitlirs ciuld obtain no net 

redcut at| alt iii the real per capita 

levels of Ire atinually aplropriated nonde 

se fiogardllis Tire irirlity fio niegoiate 

dry t cuts in ihis S ai billion ansrillent 
of piogi as reflerts both the realities nf 

sjwcitl Interest politics and the success of 
the Reagan administration in shrinking 
this spendingtOad lower shareo IGNPIhanat any time in the past thre decades. 

Thepublic's reaction to thebudget ne. 
girtiatliunsalso showsthe futility of trying 
torats ta seavs niddle irconre voters. t 
will be politically tempting to some iiieIi. 
hers of Cotigress to renege on the Iys 
agreemntllto reduce lop tax rates in en-
Change tor abroader tax base.Therecent 
budget deal already includes one step in 
that direction-the rate for ,some indhiid 
uals will jump to more than 33' Iron 2oi 
It would be amistaketo go further Higher 
taxeson succesful managers. enlrepre. 
nears, scientists and investors would 
weaken incentives in a way that hurtsthe 
overall growth of the econoly. 

Another undesirable option for deficit 
reduction is turher drastic cts it'defenise 
spending, already projected to fall beloiw 
4.5, of GNP in 1993andtocotllnue dechn 
IngIn future years By1991defenseoutlays 

will beat the lowest share of GNP ina halt 
century and less than half of the GNP 
share in thepeacetime years between the 
end of the Korean War and the start ot 
hostilities In Vierani. A new American 
Isolationismi could provide a ratonale for 
further cuts In the detense budgetbut with 
long term dangers forworld peaceandsta
bly. Moreover. although there is now a 
reduced threat froor the Soviet titon. it is 
important to bear in mind that the Soviets 
still have more than 5.00lballistic missiles 
capable of reaching rte U.S as well as 
massive conventional weapons.that they 
are continuinig ta develop their 5 20 n'us 
Sites and are retusing to reduce their pro 
ducion of Backfire bombers. 
Preserve Tax Reform 

The greatest donestic challenge noiw 
facing thepresident is to avoid the debili 
tating effects ot continued budget deficits 
without replacing thetundaviental tax re 
foris of the1960swith sicially divisive tax 
increases or perirrling unilateral disaril 
ament through thedefese budgetThe S, 

tutron must lie in restructuring Medicare 
and Social Security to cus benetits tire 
on those wllh low' IIun1es, and III rede 

ligniing enoirorluienial policies ti substI 

lute for existi wasteful reguldliris the 
use of pollution taxes or |torrir Ish~itran 
rdise revenue while aclui1) rinir trig 

econoictielirroes It S ¢vrlnv il 1 lia 

suln for tl e drrirlrsirarilon li tart work 
on developing these }t iris 

Ale, 'ltrshl i. fortort ( hurrritootof the 

p wrolt it. ror i of li' gloso , Asii mrti . 

I.v iat o int r.von o. v Ir HiI'grid, i 
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Love That Budget Package 
By tlreacUT ST1i. dinclibteunder Medicare shuldf have soriie are jed fi descriliii.afi the program.The federal budget pricraix aullitd in ellel, ailliilugh stiall. in liiling the use The descriftim it t1 delicil oulcon, ilt

(itldcer, alger flive iccidils it eflur. is a at ulinecessary medical ser c's The in. plril in the prograim has become Prior
paradro ,(It the ine h'acid. it is an art of clease IInihe Iliarginal rales al iiic-iciii lax imiusly ciriplex in these clrcunislencs,tillllige rlwis bibiliry id rauurag'U n fulr upper icuie taxpayers probably when the defilcit has no unique meaning
the .dier had, lies. qualilies were hardly wiliks agaiisl rtiitiii growth aid dill- olir than %hlt someone decided if should
visible ii he pruess flent which the pro ce'ricy. lt the increase is small arid sit are ieial.. the idea of balancing the budget us 
grali elmierged Alicut lie niessiness of (lie as( likely eflfets the nalural standard at poeliry Itsi flse its process I sultis ise here is isw disgree 4 io the next three years, cutltig the inlulive appeal The package niay be the
nuiln I wiould like Io explaili why I tbink defteise budget in order to lind ioney fur beginning ol a new ar Inure Sensible way
Itoe iUlxiir wa icerlhioless a success ion detrose expenditures is ruled aol. of lhoking a fiscal pilcy In the agg e

ftiw tine evaluales budget decisions de- S. For the next three years. perhaps gale
fN'iids ouiIwhat e considers the maji)r na longer, Ihe pvossibiliy o a budget "crisis" 7 The politica inhibition againsl dix.thoil plohleills that budget decisions rm'sukiragfrciii A caiillici bleqwn the sum cussig lax increases has probably been 
iiIth hlip tii solve I look at Ihe budget af itdicidul outly decisions and an air relaxed A sig nlicast part of the Repuhlh
decision tront the statndpoint of lie flliw greate dellit ceiling. threatening an can leadership. Including the president.
Ig view of the nation prloriles has acknowledged that there are purposes 

I think a major problem ia that too Board o Contributors for which a tax incre.L is desirable Sub
much ol the national uuput is devoted to sequent expressions of remorse cannot re
cnrsliptan-lncluding niedical care-by - store its virginity on thai score Moreover. 
people who are not pwr. As a corollary. Too much ofhe natoral alnmsl every nember o Congress whotn liltle is devoted io Investment. Includ toted fur the tax increases was re elected 
Ing education. and it provishn fur the output t devoted to con. On Ihe other hand. IO elctalun results in
pir. The key requirement cl a groud several slates were clearly expressions ofbudgetpolicy In fhal It shuld help to or Sumption-- llding meds- revulsion againstincreases of state taxes. 
ret Ibis tisallfcatron p hosol ed nwy a andpul, This should be donleo Ith natioial ot who ae a certain sgment of the RepublicanInl ways that cal care-by peop atParty seerrixoedleftl4 hZ vrITIIl maredeternined than ever towould interfere as litle as (.ssible with in not poor and too little is de. make *No New Taxes' Its lonly?.i plat.
centlves to eficieni fiprculici or other s,- form 
clally desirable acirlvties voted to investment, i aclt" The lax Issue is unlikely to come bAckThere have been seerral obstacles to Ing education, and to pro-tt- at i federal level tor several years. t1n-Ihe kinds at budget policy these goals der the budgel control procedures included 
would Indicale Most inportant Lsthat they $1on for the poor. In the 1ou package. revenue from tax inrequire transfer of Iicomrie frois the not- creases cannot be used t pay for adih 
poor pulaillaun, which is the largest parl across the bicard equester. is greatly re lional discretconary expenditures, but onlyof the viiilrig fxilulatiin Two other ci duced The aggreg ie deli( i ceiling will I to fitiance increases ia cihdarury rxpendi
sirurtlins are IrtLibs thir block out dis adjusted aulake actilcuo of several factors lures lmainly Social Security and Medi
cussorn--Balance the Budge' and "No tIt would bace beenno taken into ac carer or red cliun. in the deficit.
New Taxe' -and the uncerllengess f gIot count when ihe iiidividual oullay decisiions More Revenue 
erri particularly Coigress. tog " up were nlade cllts in ecotoic assurnp Of course, like everyone ise I ran say
'I$ discretrn by making binding c ill rtos. cha1ge i In'chnical estimallites, that this was n my ideal budget package 
n1e[t1 cOserruns in the ctis the savis and There are expenditures thai f wiold like iAid io the Poor lcan rescue. and de iated eriergency see increased- far edutatiun. fr public in 

Gives lhes, views of the probteni. II is exl cfldtures. such as those for Operation xrr ment and far Assistance In thepouor
clear ,hy the you) budget package I ooks Deserl Slheld wnoiseIncrease s rid.. nire difficult, a
like a buress i0 IlIe Als,. lte erifrirceirient xf separale caps thugh not ruled out, by the new cap ox

1. The tax increases and sone of the ex on nialJ (arts tf the budget should keep dtiscrilconary donieslic expsendilturs I bepeitdilure cuts included in the ikage will ucirrurs sedanr froI llt more 
hav therr train effect in reducing the dis whole budger into lurnicu What 

i one nr the liee that revenue could have been 
.is al- raised in bter ways than hy increasing

plsaible nrioes at the pirl of lhe Ikirula ways a basir diucil o Gramm R ;dn nargrix rates of inretla. andI those 
Jiln that is nut pjour id as a caursclJi necr, llugs. tia h7oi.gress had colllill'd lit Irates were he raised iuld have prein reducing its cotisuniptt in ecWtdilurs self il i rigid delisit largel without evein ferred whal Io be raeiIel i tehver 

2 Prigrarns if as,isltii r lI lte ir tie Imgioiiiigs4in an agreelrrit onfise re, under a licbed th er tan 
have bee sirel+ngllpt lfthritig lh(p.| If PonP alnd vtlafidlitUr r ell'urPJ11itLof latenttlhe earned incmie tax cr-ll, i lld (ire disguise Desirable changes i Sieirieirig the targel. has bee parlilly car nat Security were not even consideredpfri sltts,. and extlisict if( Medicaid lotn reled 
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Robert I. Samuelson 

As the Dollar Drops
 
If you U to Richard St ier, Vyul 

get a good pzcture of the e ony'sdetaung presnt-an aso its b 

er future. Studer runs an Ohio cor.rany 
that prodores plastica-making machn--
etry. Busmes is down, and the conmpary 
has I f 100 o its 800 workers. Theexpior&hrght spot of They're up a 

represent about 15 percent of order 
There's the future: the U.S. ecornmy 
should sooo emerge s a powerfl e-
prt machine.Remember the chatter alxpa be-
cnmeg a nathen c hamburger t us 

The idea was alwaysa nx'nioutlandish,just thebutoppo-nowthe economny i 
te dretonoi. It's shm g from growh 

led by the serv sector to growth led 
by rising exports. Service idustries that 
overexpanded in the 198 .-- resl es.-
tate. banking aid retailig-are re-
tenchmig. while the dropping doar 
should spur exports. The change i one 
reason why the economy a teetering on 
the edge of a recessni. 

The lid n-vs is that the service 
slip is rtly overwhelmig exporteepictlki corencred 
expansin. In the past year. the ecuno-
my has grown a meager 1.1 percent. 
That hs't been iast enough to prevent 
rzsg joblessness. The tweiplDynt 

rate in Setemr or 5.7 pernt. uP 
firn 5.3 percent a year earlier. Manyeca53lisromt- now e er-t a 

which i typically drined -at lead t 
monthe of declining output-

The good news s that any receswn 
may be cshoned by the effects of alower dollar. Since 1985-when i 

reached its recent 11-ht dollar has 
de.lined roughly 50 percent spine oth-
er majx curreicim Consider the en-
pact on Stieao madery. Amncgthem eStuer's 
everyt frimn pt t whic to drmki 

c are which c n make 

With today's exchange 
rate f about 1.5 deutsche marks (PM) 
straws.coets 2.5.000.Tle least expensve extruder 

sitechrct." maks Its sdtfo frm grwth rat1.5clet~ce DM)with 

to the dollar, that machine casts 37.500 
DM in Germany (pIus transportatm). 
But n 1985. the exchange rate was 
nearly 3.4 DM to the dollar. A $25.000 
machie then coal rotghtly 85.000 DM. 

Wham! The dollar's depreciatKin 
makes U.S. manufactured goods emnr-
motlay competitive in world markets. 
The export boom has already begun. 
Between 19851irii5 and 1989. exportsortuldi-lexpar in 
ed from $219 bLUrn to $384 billion. ut 
the boom has %ftaled in 1990. because 
the dollar's exchange rate roe some-
what last year. The &illars recent de-

dine rewrses that trend and restores 
the price competitiveness of U.S. ex-
ports. In a pull. the National AssociatKon 
of Manufacturers found that 52 percent 
of executives expect higher ernorts n 
1991: only 10 percent expect lower, 

The trade deficit, now ruining at 
abrut $100 hllioi annually, should drop. 
Ecuotnust William Cline ofthe lnstitute 
f lnternatpoiial Ecoomcs i Wa.,uig-
ton thinks it could vanish by 1995. Not 
only should exports rise, but imports 

won't be as competitive. Studer already 
notices the change: -1w Germants in 

particular... larel notseuaw in 
pursuig orders."

The des of welcmxing a weaker 

currency may sem tubversive. A 
cheaper dollar wi't all sweetness. Tray-
eliog abroad a costber for Americns. 
wtuie visting the United States is less
expensive for for In 1989. for-

eignerB spent more m the United States 
($44.5 btlion) than Americans spent 
abroad ($43.5 biliro) for the first time 
since World War II. More fiuidamental,
the decline it our trade deficit will 
increasingly force .s to live within our 

meat has slkowed us to beyondWhat live 
our means is the dolar's role as theof bou 

main gki l money ued for trade and 
international investment. We buy ir-
ports with our own currency. and for-
eigners often Ihld the dllars rather 
than sell them for DM. yen or francs. In 

the early 1980s, foreign denmand for 

foreign exchange martets, there'mmore 
pressure to sell than buy. Our trade 
deficit means that we're still spending 

much more abroad than we're ea'riung. 
Oversea investors have sat.fied much 
of their appetite for U.S. "'ts 

The narrowing of the gap between U.S. 
and foreign interest rates has alo 
duced the lure of American ecuritics. 

In 1984, a U.S. Treasury bond paid • 
12.5 percent interest rate and a comPa-
rable German bond paid 8 percent. BY 
August 1990, the U.S. and German 
rates were nearly equal at about 9 
percent.alsoAhmwericuanmoved ald J Thai.e ehave closr. cotrates 
reund cato have pushed up German 

interest rates, and Japan raised rates to 
dampen land and stock speculation. In-
creasingly. the DM and yen serve as 
global currencies. Iivcstors doi't.auto-
matically want to hold dollars. 

PredictiR extluaige rates is not-
U.S. ulvestincnts re-al touly ny, hlt ti,' dollar rilui dtnht(,Lks, hotfols. o 
etateandcoipaneslwassogreat tt.at lower. l-4. tll Niholas Srgeii of 
the dolli's vilue rose shu-'ply. It L this Salokon lIrwhers.le uivetrment tiaiik-
ri..-. wluh lndustry the tradeb by alogr t t9he hit 1 4 
putting U.S. nminfacturers at a Compet- )M atol 110 to 115 yen by mid-1991. 
itive disadvantage, that is now being (A dollr now equals about 129 yen. 

reversed down from about 260 in early 1985.) A 
The dollar's drop -jgnifies that, on further decline, as asal it doesn't 

hape too h i , not esaagy danger
ou. 

Just what happens to the economy 
now is anyone's gue. The outcome of 
the Perstan Gulf crisis could quickly 
change things for better or worse. 
What's l .murky is the connection 
between the health of the U.S. econo
my and foreign economies. The se
verity of any U.S. recesmon will depend 
heavily on what happens in Eu'rope and 
Asi. Slumps overseas that cut demand 
for our exports would compound the 
damage. A spasm of foreign protecto
lainncould also hurt us. One nies.-ge 
he;-. is not to fight the U.S. slowdownprotectionism. if it prompted re
w ption sm. if it oed ro 
talit.tur (as see s kely), it wold do 
mA reharm than good. 

A dhoe me dollar i not an econ c 
pane It merely gves U.S. pridorra 

a price edve in international markets.
 
But prici quiir everything. There's also
 
prndaatquaty andreliabidty aggres
sly ilsiiliip aid gt.] ±rvie. In 
th'e IC99Os.,Aurgri.sn wtw htrve 
an o1 t ut14to reate its own liright
er future. Whether the opportuity is 
seized or squandered depends on the 
cotntrv' Riichard Studer 

http:Aurgri.sn
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It's termed a 'downturr', not a 'recession' yet, says Michael Prowse 
inmuch of the rest of the world

L uIZlhC oolsh yTt n 	
1*00~ Including parts of continental EuropedI'd both is criti. end Exports in any caveaccount for onlyaicgraiy 19" Butduring the 

It s portIon of US GNP
Pessimita ote apparentlynowt sypeatorwvfnito heminomsinking C r 	 can citeNtelrlye'vet)
rapidly er rdtr Us" ever ecnic 

compelling reasons for expecting aIndicator from consumer conls berious recession The Largebudsme
dence to Industrial p"oduclion and t defic spawned by the Reasn 
employment - Uissihnalling &srp 

yearsof"vuondoeinrnics" (totesdeterirration In busines condition1 
to 	 Mr George fluh's expresslon) havePot rmakers are still refusing elimirtied any scope for fliscal relso use the dreaded word recession but 

Indeed, Ihe White House and 
almost everybokidy Agreesthe economy hot 

Congress have -yeahis enteredwhat MrAlan Greenspan, 
programme of tax Lncreases andthe chairman ridthe FederatReserve. 

dubs a *meainitifu downturn" SsddarnHus.ein that Al foret.n hoa LargeTherewere also sin of weak The consensus vlew that any reces spending cuu 

But the likely duration and severity tales were fret to gohome If peace nes In CalifornIa, which had been sion will be fairly shallow reflecti an Monetary policy AuIlsoconstraIned 

of the downturn remain holy di InstlattVeL succeed, oil prices could more buoyant than the east coast Itempt to balance several positive by the doilar's weakness and the need 

ted Mr John Sununu. the Whote 	 sInk back below 120and improve the Toe consenus view is that the and negative factors In Its upbeat to keep Amernca' external creditors 
outlook forgrowth and Inflation. but recesion Aid not belinuntil Septem assessment, the (ECD drew attention happy Ifowever these rinstraints can

HousecIlef of staff, predicts a ;hort 
id mild recession, quipping inpil itholtlllties prove unavoldable. ol her orOctober In last wieek'alestl to the relative stability of the "core" be exaggerated The Fed tIlikely to 

lt11 befloremoat 	 soarto a barrel to for example, Mr Inflation rate - in other words the respond to further economic weakvalethas it beover prices cotld 11M mony Corireu. 

economists acknowledge that It has The only certainty Is that the eco. Greenspan saidthe economy hadbeen headline rate minus errautcssuchua nes by lowering Interest rates again.
 
begun" Such optimsm I sutported omy, hlvintg lobbed afi.t i -most of expaiidir at a moderate cate prior to ol and food - and the learoeamof even if this causes the dollar to depre 

by theOrganisation Economic ltht traq's Augcus 2 uosivjon offor the yeal, began to wealen rap,.':i Kuwait business Inventories cite And creditors cannot objecttoo 

Cooperation and Development's lat autumn The import at indiators of This had a substantial adverse The deep recesion of the early toudiy because a really deepUS rem.s 
Impact, nuoingprices and reducing 19806was precipitated by the sharp alon is in nobody'l taInterests 

est alsessment of the US economy possible recension rclude 
While hhlighting medium term a l'rchsaJrng manAert' Index This business and consu ner confidence monetary tightening ordered by Mr But the largest sourceof concern 

structural pruLlems. this foresees broadly based an i closely watched Other economists however while Paul Volcker. then Fedchlirman The remains the fragility of thebanking 
accepting that the Gulf crtis aggTa crackdown wu needed becausethe systemand the extraordinarily high

nothIlg worse In the short run thin a gaugeof indusltnal conditions Is the 
sharp slowdown is the rate ,fgrowth first important indicator to be pub- vted thedownturn. saythe economy US faced the threat of double-digit level of personal and corporate indebt. 

Others, however, worry that an tished each month In November. If peaked much earlier Mr Geoffrey inflation In the abisenceof a Gulf ednes The rauo of private and pub

unintended Iightening of credit. popu fell more than two points W 413. the Moom.r the dirctor of the Centrm for war. no such threat exsts today hcdebt to GNP roetushrply through. 

larrydubbed a 'credit crunch", will lowest level since May 1962A reading International Bluslness Cycle Interest rates are being lowered out the l30s and on some 
below 50 Indicates that the nsnufac. Rresarch at Columbia Univerlity and rather than raised 'irem I thus no calculations now approaches levelsinteract with chronic problems In se: 

torn such as real estate and precipi turing economy is declining, a read aimember of the ofcll panel which reason. ay optimists, to expecta ud Lastmen In the Its3s 

tale a full blown recession perhaps Ing or below44 that the whole econ dates recessnioni.believes this down. den collapseofeconomic activity The rtk.s here are difficult to quoi 
Uty The OECD).rather bravely. hase 

approaching inseverity the 19737 omy is contracting The indexhas turn may have begun as early as Thesharpness of the 1961,02down-
arid t91 82downturns ben filling since June and has been turn s reflected a rapid build up of tried to calmnerves It saysworries 

The Federal g tto below 4 for twomonths nowReserve tsiullc, 	 Forecasters expec t Inventories oruncold goods Savage about corparate debt are overdone 
because they Ignore corresponding

cuniers about credit tightening thIp 0 Leadlin Indicators The conpoite 	 production cuts atre theonly way to 
Indes fell t 2 percent in October. the GNP to fall this quarter, clear them away But US Industry ftses In the market value of equity.week by announcing a cutIn banks 

employs more sophisticated And it saysbanks' balance sheetsar reserve requwreeniu. the first such fourth successive monthly decline 	 .now 
so weak alto sunest an Impend.

change since1963This was designed The coincident Indc of economic although estimates or the stock control technology and wlt:heG r 

to boost banks' profitability and activity baa also fallen for four annual rate of decline demandtrends more closely lg 'crwdit crunch"
 
encourage Increased lending Mr months Such perslstent weaknes Is The Inventory tosales raltoto The Federal Reserve. however, 

Nicholas Brady. the Ireatury secr- a strong but not certain indicator L4 vary from under I per accordingly near to an historic low, seemrsperturbed Mr Grmespan has 

uar". has repeatedly urged banks not recession cent to about 3 per cent having trended down for esight yeara sal that many types of company am 

to abandon their good customers a industrial prnducU'n The f of _en__to__bout_3_prcent The leanness of inventortes. claim now expertenclng diffIcultes obtain. 

while pmiing far reaching reforms 0,1per cent si October was sharper optimists. makes sharp production Ing financing And the statement 

Ofthtbeleaguered banking Industry than expected But what re.'lly marie June Thusis shen total employment, cuts unlikely, therereoslon will there- accompanying Tuesday's cut In 
real Income fore be modest The argument. how balks' reserve roquiuementa aald hitThe Fedhasalsogradually lowered 	 slarm belli clans was the fact that Industrial production, 

the unintended tightening of creditInterest rates in recent weeksdespite declines were registered In almost and sales,and the coincident indexcl ever. is not entirely persuasive Better 
of industry The eounomic activity peakedhe says technology meansthat fewer Lnento+ conditions was exertIng a "contracthe esceptlonal weakness of the dollar every sub sector 

fiow eloic Gr n ilare needed eti In xodteie oevar) Influence a the econom)

tor might wIthdraw funds 6 Consumer confidence Very sharp Nilioial Product to fall this quar er, And a declltning nvenlor74o-a"e ' - The Fed would oloy do Its bet sodand lears thai the USa overse a prvla, v.ea samo Imlninsesa Most forecastersvi miltase 

falls in October hove carried over into although estimates of the likely ratio in the early tI(V7did not pro, counter the kind of chain reaction of
Forecasters r all stripes agreethat 

of decline wary from vent the tevere 19335 downturn defaults that wrecked the US acon
peedivnioniiemiartlcularly hvAardiou November "Tr widely followed Un annual rate 

3 ysr cent Indeed. Mr Rudolf Penner. the for ony in the IM3( But It Is alreadyat preent Not all indicalonr point to versity of Michigan indesregistered under I per cent to about 
Its biggest fall 40 years Moatis"e 	 mer director Congressional dlscovertng that Ina recessionas clUfor Conri the weakness extending Into of the 

escmple remain fairly strong even denceis now nearly as low asduring
decline durable goodsorders, for 

the fir t half of neat year but few Budget Office. recalls that in Novem mle, monetary relaat on can somew 

allowing for erratic Items The scon the I11 82 recession although con anticipate a prolonged end sevre bet 1973 Iight control of inventories times beasIneffectual as "puIhigo 
a piece of siring", to use Keynes's

my moreover haschanged structur sumer spending Itself Auboldirg up downturn comparable to the reces provoked a similehLmood of miplaced 
of 197375 and I8I 12 These confidence A Little Laterthe economy memorable phraseally in the pastdecade with service rather hetter 	 atons 

montha and Involved fell over a cliff Financial fraglilty Is a seriousindustrtes assumanggreater Impor 0 Employment Private sector lasted about It 
not employment arid hours woeked both peak tItrtough declines In GNP of 4, A third alleged ground forconf. worry But lpvn modem understand

tance Computer models have 
fully caught up with the clingothsnot dropped mark-di) InOctober Inll per cent and 35per rent retpectlvely dence Is the strength of exports. Ig of how economics work, an unnec. 

drothey cope well with "balance claims for unemployment insurance The likely duration of this recession which accounted fur more than 80per weary deepenins of the present down 
of this turn on this score should beavolded.

sheet" effects, such as Iaing aset have moved ignilficantly higher In i put at well under a year with GNP cznt of growth in the first hal 
fIling by no mrr ttan a ltslof year lowever, the export turnaround flowever. Amenca's burden of debt 

pnceswhich have notplayed a key recent weeks ted November employ, 
role In previous postwar receilonsr ment thorts are espected today about ', per cent Someeconomists of recent yearswas due s much to private, public and external - will 

Ecinomuts are sa keenly aware 0 Hfousing starts Resl estate has miseed this as an overestimale, argu the rapid espanslon of overseas mar constrain growth in the medium termh. 

that the outcome of the Gulf crisis, beenin recession in c o.y parta of the Ing that recent cuts In production are keta asthe fall in the duller The US's It may alsoscupper the While House s 

while critical for the US economy, country, notably the northeast forat precautionary rather than a response Anglo-Saxon trading partners - Can hopes of aIspeedy recovery from 
ada, the UK and Australia - are now recesln That could dent Mr Busth's

remaia unpredictable despite yester leali a year But the 6per cent decline to collapsing consumer demand, and 
day's announcement by President In starte In October was unusually will hereversed early nextyear In recession while growth is fAltertg prospecu of reeaction In1992. 
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Is Uncle Sam
 
Getting Stiffed?
 

a military assistance and S billion in 

By Jim Sasser 

E WASHINGTON 
arly next year, the Pen-

tagon will ask Con-
gress for at least $20 
billion in additional 
funds for Operation 
Desert Shield. That's 

just to keep the peace. A full-scale 
shooting war could cost the U.S. from 
$1billion to $2billion per day. At that 
rate, all of the $41 billion in deficit 
reductions we achieved in the budget 
agreement would be wiped out in a 
single month. 

Though economic issues are clear-
ly of lesser moment when weighed 
against the lives of thousands of 
young Americans, the economic con-
sequences of war demand attention. 

There is a heavy dose of irony in 
the specter of America mobilizing for 
a war to protect our economic self-
determination and then sinking inw 

_to 

gfSome gulf 
allies are 
deadbeats. 

economic quicksand beneath the cost 
of the operation Itself. 

All of which poses a fundamental 
quesli'n: Where are the financial 
contributions of our key allies, espe-
cially those who have more to lose 
than we do from a disruption of Per-
sian Gulf oil? 

Overall, the Bush Administration, 
preoccupied with forging internation-
al support for the use of American 
force in the gu!lf, has given scant 
attention to the question of who will 
pay. It has shown little interest in 
alerting the public to this issue and 
has exerted minimal pressure on our 
allies to pay up. 

Japan relies on the Persian Gulf for 
some 70 percent of the oil it uses to 
sustain its $3 trilhoa-a-year economy. 
Its leaders reluctantly pledged $4bil. 
lion to the gulf effort - $2billion in 

Jim Sasser, Democrat of Tennessee, 
is chairman of the Senate Budget 
Committee. 

foreign assistance. 
As of NoV. 30, the Pentagon report

ed that Its Major Foreign Contribu
tors' Responsiblllty Sharing Pro
gram had received from Japan only 
$374 million, 40,000 Sony Walkmen 
and a few Toyotas. 

Unified Germany arguably hos 
more to gain Irom stable oil prices 
and a reliable new world order than 
any other industrialized nation. None
theless, Bonn has offered just $800 

remillhon, and to date, we have 
cpived only 1330 mfllion of that sum. 

A more glaring case still is Saudi 
Arabia, whose royal family asked the 
U.S. to protect that oation's immense 
oil reserves. A safe Saudi Arabia has 
been able to increase'oil production In 
a tight market and realize a windfall 
profit of some $150 million a day. 
That's at a time when Americans are 
paying $80 million more per day for 
our gulf oil Imports than we did prior 
to the August invasion of Kuwait. 

The Saudis originally promised $3 
$5 billion in cash and in-kind contri

butions So far, they have contributed 
only $987 million in cash and materiel 
- about 6.5 days' worth of their wind
fall oil profits. 

Clearly, something is out of Joint. 
America's share of the cost simply 
doesn't match our share of the inter
national risk. 

The Administration announced this 
week that it will seek $5 billion in 
additional foreign aid support from 
the allies to help Turkey, Jordan and 
Egypt offset the economic losses they 
have suffered since the crisis began. 
That seems a fair and generous 
course In the meantime, Secretary of 
State James Baker should press the 
delinquent allies to pay their debts to 
the Desert Shield fund and not to 
accept "the check's in the mail" as 
an answer. 

Every nation with a definable Inter
est in the Persian Gulf should make a 
contribution that is commensurate 
with its interest. With our NATO al
lies and, especially with 'Japan, we 
should make this question a center
piece for any future trade discus
sions. Moreover, we now have suffi. 
cient leverage in Saudi Arabia to sim
ply demand a greater contribution 
from that country. 

If we don't insist on 'that, our or
chestra of nations against Saddam 
Hussein is virtually a one-man 
band. 0 
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No, the U.S. Isn't in Decline 
By Joseph S. Nye Jr. 

CMBRi.ICUe. 
What will be 

merica'h 

power In h 
pocldar 

world?the BeforePersian 
Gulf crisis, "declinitts" argued that 
our position will continue to worsen. 
"Revivalists" believed that our prob-
lems can be corrected and that we 
will remain the leading power. 

Six weeks before Iraq Invaded Ku-
wait, the Yale historian Paul Ken-
nedy, a leadsngdeclinist, wrote: 'The 
drop in cold war tensions has causeda reduction in the value many people 

put on military power ... the one 
measure of power inwhich the United 
States has a clear advantage over 
other countries." 

The crisis has proved such thinking 
wrong. Militacy power was critically 
important in preventing Saddam 
Hussein from gaining control of 40 
percent of world oil reserves and veto 
power over global economic growth.
The crisis showed that the Soviet 
Union's decline as a superpower has 
not diminished the value of Amer-
Ica's military card. 

Still, force has been only half the 
answer. America's success in mobi. 
lizng an international coalition 
against Iraq rests ii more than mili. 
tary Iorce. and shows that we retain a 
broader tange of power resources 

-- _-
Joseph S. Nye Jr., author of "Bound 
to Lead," directs the Center for Inter-
national Affairs, at Harvard. 

than any other country. 
Our position in a post.cold-war 

world rests on hard and soft power. 
Hard power is based on military and
economic might. Soft power - the 
ability to coopt rather than com-
mand - rests on intangible re-

sources: culture, ideology, the ability 
to use international institutions to 
determine the framework of debate.It was crv -tal to get our military's 
hard power to Saudi Arabia quickly.
It was equally important to have the 
soft power to shape U.N. resolutions 
that defined Iraq's entry into Kuwait 
as a violation of international I w, 

TheT 

cr1is iowsPresident Bush has said the U.S. 

Spain was suffering an absolute 
(not relative) economic decline from 
1620 to 168. By 1900, Britain's econ
omy had slipped to third largest in the
world. America, for all its prqblems, 
remains the world's largest economy, 
with the highest level of absolute pro

ductivity; our share of world product 
has held constant for 15years. 

American decline, however, could 
occur through a long accumulation of 
political decisions favonng consump
lion over investment. Ultimately, our 
hard and soft power resources de
pend upon soundly addressing such 
domestic issues as the budget deficit,
savings rate, educational system and 
conditin of our cities. Military 
strength depends on a strong eco
nomic base. Cultural andmmlmnfideologicalapel eenso 

healthy and open society. 

O.. ', our stren u s. 

calling forenforceable sanctions. 
If the U.N. failed to respond to such 

aggression, the prospects for interns- 
tion&l order would be weakened and 
the U.S. and others would face a 
bleaker future. We cannot police the 
world alone, uut if we do not take the 
lead, others are unlikely to do so. 

Skillful crisis management, how-
ever, is only half the leadership chal-
lenge the Administration faces. 

Mr. Kennedy warns that empires in 
decline were able to use their mii-
taries for massive projection of 
force: Spain in 1634 in the 30 Years 
War, Britain in 1900 in the Boer War. 
His economy analogy is faulty. 

"has the will but not the wallet." The 
opposite is closer to the mark. Politi. 
cians regularly use the deficit as an 
excuse to evade responsibility. The 
U.S. is rich bui acts poor. Our prob
lem stems not from inevitable eco
nomic decline but from BO's political
choices that increased Government 
spending while providing a tax cut. 

The Gulf crisis, which has pointed 
up West Germany's and Japan's one
dimensional power, shows that the 
declinisis have greatly exaggerated 
the rise of these countries, and have 
underestimated U.S. strength in hard 
military and soft coalition-buildng 
power resources. 

If, however, our leaders avoid real 
domestic reform and investment in 
the sources of hard and soft power, 
they may make the dechnists' fina
cious case come true eventually. 0 
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A U.S. Recession Will Have Global Impact 
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US Needs in the High-Tech Age 
This month, the NationalAcade-

my of Engineering will publish a 
study titled 'National Interests in 
an Age of Global Technology.' The 
report looks at the implications of 
the globalization of technology for 
the U.S economy. An excerpt 1o1-
lows: 

The increasingly global cbarac-
ter of corporate technical activities 

has made it essential that policies 
aimed at developing and better' 
managing the nation's technical en-
dowments be outward looking 
consistent with an international 
policy framework that fosters and 
structures technological competi-
tion, cooperation and exchange 
among nations and firms. 

Ultimately, the nation's ability 
to capture a fair share of te bene-
fits of the global technical enter-
prise will depend primarily on the 
extent to which private corpora-
tions operating within its border 
seize the opportunities presented 
by the emerging global technology 
base. Their success or failure, how-
ever, will be conditioned by the 
extent to which U S policy-makers 
recognize the interdependence of 
domestic and international policies 
that influence technology develop-
ment, diffusion and commercializa-
Lion. 

There is an obvious need for 
continued efforts to liberalize 
world trade as well as greater pub-
lic and private involvement In the 
International standards-setting 
process and in the quest for a more 
effective international intellectual 
property rights regime. Yet, these 

ing policy-makers from equally im-

portant issues raised by the rapid 

ment and trananational corporate 
alliances and technical networks 
over the past decade. 

The most important challenges 
to U.S. foreign economic policy re-
late to national disparities in the 

treatment of foreign direct invest-
ment and competition policy, 

- The United States should seek 
to forge a multilateral consensus 
regarding the mutual obligations of 
multinational corporations and 
their home and host governments. 

The discriminatory tieatment of 

U.S.-owned corporations appears to
be a fact of life in Japan and to be 

increasing In Western Europe. Nev-
ertheless, di crimlnatory policies 
are not consistent with global eco-
nomic and technological realities 
and may be counterproductive in 
the long run. 

Such policies would be detrl-
mental to US. national interests. 
Given the extent of U.S. global 
technological interdependence, and 
the many contributions of the U.S. 
subsidiaries of foreign firms to the 
U.S. economy and technical enter-
prise, it is particularly Important 
that the U.S market remain open 
to foreign direct investment and 
that, as far as possible, such open-
market policies be reciprocal. 

There are many troubing issues 
raised by the recent growth in for-
eign control over U.S industrial as-
sets and the extent to which for-
eign multinationals draw upon the 
U.S. research enterprise. It is time 

fur a more multilateral approach 
to foreign direct investment - an 
approach that acknowledges the 
-
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pervasive character and positive 
contributions of foreign direct in-
vestment in an effort to arrive at 
mutually beneficial 'rules of the 
game* for both transnational cor-
porations and their homes and host 
countries, 

Gi'd corporate citizenship is be-

coming ever harder to define as
the operations of U.S. and foreign-

owned firms become increasingly 
transnational. An aggressive U.S. 
effort to forge a multilateral con-
sensus regarding the mutual obi-
gations of multinational corpora-
tions and their host governments 
would do much to reduce tenden-
cies toward technology-briented 
protectionism worldwide 42 well as 
expand international technology 
exchange. 


• U.S. policy-makers should 
strive forgreater uniformity in an-
titrust poixcy at the interAtiontl 
level. 

There is mounting pressure on 
policy-makers throughout the in-
dustrialized world to reinterpret 
national antitrust law or competi-
tion policy to fit the realities of 
global competition and avoid dutad-

transnatlonal corporate a'liancez 
and mcrgers, often in already high
ly concentrated industries, unilat
eral approaches to antitrust regu4 
lation pose two major hazards. 

On the one hand, relautton of 
antitrust requirements by the 
world's leading economies may In

crease opportunities formonopoly

abuse incertain industries and at'
 

tually impede technological ad
vance. 

Although there Is little evidence 
of anti-competitive behavior In 
manufacturing and service indus
tries at the international level, Ill, 
anes among former competitors 
in certain industries and the rising 
barriers to market entry as a re
suit of the spiraling cost of techni
cal advance create an environment 
in which anti-competitive behavior 
isincreasingly credible. 

Despite the possible benefits of 

Interfirm collaboration, it is e:set
tal to uphold competition as a ma-
Jor driver for technological ad. 
vatice and structural adjustment.. 

On the other hand there issore
 
o h 

evidence that national competition 

vantaging their Indigenous firms in or antitrust laws may impede 

the global marketplace. cross-border mergers and acquisi
tions that do not undermine compe-

Nevertheless, in the context of tition. Such polic:,-induced obstai 
the current surge of foreign direct cles to international competition 
investment and the proliferation of may also impede technological ad

vance and economic growth. 

Both the danger of antl-competi
tive abuse by global companies and. 
the costs of 'protectionist anti 
trust regulation emphasize a grow

cooperation in antitrust policy. 

Multilateral discussion of this issue 

Tariffs and Trade and the Organi,
ration for Economic Cooperation4 ,T and Development warrants greater 

attention and resolve from all In, 
dustrialized nations, including the 
United States. 
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Global Environment Facility 

WORLD BANK, UNEP AND UNDP TO JOINTLY MANAGE MULTILATERAL
 
FUNDS FOR ADDRESSING GLOBAL ENVIRONMENTAL PROBLEMS
 

Initiating an effort to tackle environmental problems of a global scale, the World 
Bank is exploring the possibility of a Global Environment Facility (GEF) that will 
focus on four areas: protection of the ozone Layer, reduction of greenhouse Fas 
emissions, protection of biodiversity and protection of international water resources. 

Impetus for the concept has been provided by the establishment of an Interim 
Multilateral Fund to finance the phasing out of chlorofluorocarbons (CFCs), a 
follow-up under the Montreal Protocol of 1987. The delberations of the Inter
governmental Panel on Climate Change (IPCC) are also providing a framework to 
address the problem of greenhouse gas emissions in the coming decades. The 1992 
United Nations Conference on Environment and Development is expected to 
galvanize other parallel initiatives to address global environmenfal problems.

The GEF is a pilot program which will focus on these issues through the early
provision of additional grant and concessional finance for technical assistance and 
investment programs in developing countries, It envisages a tripartite collaboration 
between the United Nations Environment Programme (IJNEP), the United Nations 
Development Program (UNDP), and the World Bank, with each organization 
building on its comparative advantages: UNEP disseminating information among
member countries, monitoring treaty implementation, and coordinating research 
and data gathering; UNDP undertaking pre-investment and feasibility studies; and 
the World Bank administering and managing project implementation. 

Meetings inParIs 

The international comrunity has recognized that additional grant finance is re
quired to enable developing countries to take policy actions to counter environ
mental problems of a global nature. Without these additional resources, developing
countries would have to divert scarce funds from national programs, including 
attempts to deal with urgent environmental problems at the national and local level. 

At two meetings in Paris, Bank donors held preliminary discussion on 'Funding
for the Global Environment.' Seventeen donors, UNEP and UNDP met on March 
15-16, 1990. At a second meeting, on June 11-12, donors, UNEP, and UNDP, as 
well as representatives from Brazil, India, and Zimbabwe, discussed in greater detail 
possible frameworks for program design, organizational arrangements, and 
governance. 

Protectine the Ozone Layer 

International collaboration on actions in the four priority areas has progressed
furthest in the case of protection of the ozone layer. At the June 27-29, 1990 

(continued on p.3) 



ENVIRONMENTAL DISPLAY
 
AT ANNUAL MEETINGS
 

Global and regional environmental in-
formation is the main topic of a visual 
display, prepared by the Environment 
Department, that will be on view at the 
1990 Annual Meetings. 

The display will present systems 
used for gathering environmental infor-
mation and monitoring change over 

and SPOT satellites and aircraft 
to acquire high and low altitude aerial 

photography. The central photos show 
new satellite acquired images of the 
vegetation of the continents, the density 

of ocean waters, and a four-year dis-
play of changes in the Antartic ozone 
hoie. 

Each of the four regions will 
have a 10ft. panel displaying significant 

activities. Theenvironmental issues or 
Arcareni on 'nel t t he 

Africa region's panel presents the e-
tafion for that continent as recorded 
for each month of the year. This infor-
mation is derived from weather sa el-
lites, and is available to any country. 

The Europe, Middle East and 
North Africa region concentrates on 
environmental concerns identified in 
the Environmental Program for the 
Mediterranean. Both problems and 
successes in environmental manage. 
ment within the region are presented. 
Cases representing industrial, land use, 
archaeological, mining and disposal 
concerns are shown, 

The Latin America and Carib-
bean region's panel concentrates on the 
biodiversity found in the region. Ex-
am ples of rare and commonly found 
species of planis and animals as well as 
some examples of land use and water 

resources are shown. A Landsat image 
forms the central theme of the panel, 
and all the ground photo examples 
were gathered from the area of the 
satellite image. 

The Asia region is represented 
by maps and photographs based on a 
land resource management project in 
the Arun River Watershed in Nepal. A 
land us- map, prepared for the project,
 
outlines the watershed, and photo
graphs of conditions found in the
 
watershed depict the cool .
 

the local people in resolving land n,..
 
agement problems.
 

Tht: SOft. display has been 
sponsored ard prepared by the En,. 
ronment Department with the 
coopeiation and assistance of the 
regional environment divisions. 

September/October 1990 ENVIRONMENT BULLETIN 

Globp Environment Facilit 
(continuedvronmep.l) 
(coniued from p. 1) 
meeting in London, in which the Bank participated, an agreement was reached to 
establish--for a period of three years--an Interim Multilateral Fund, &sinedat 

providing developing countries grant financing for the incremental costs they will have 
Initially to 

to incur in complying with their obligations under the Montreal Protocol. 


be set at $160 million, it could increase to $240 million if India and China sign the
 

The fund will be implemented through a tripartite arrangement involving
Protocol. 

the World Bank, UNEP and UDP.
 

Carbon Dioxide rid Other Emissions
 

AL the Noordwijk Conference on Atmospheric Pollution and Climate Change in
 
Novembe. 1989, representatives of 67 countries adopted a Declaration calling for: (1)
 
the industrial countries, which are mainly responsible for greenhouse gas emissions,
 

to take the lead in terms of domestic action; (2) a recognition that targets for emis

sions reduction by the developing countries not compromise their economic growth
 

and development objectives; and (3) priority be given to actions, such as energy con

servation that are also dearly justiied on standard economic criteria.
 
While there i; discussion on the establishment of an international conventior 

for controlling carbon and other greenhouse gas emissions, the progress has no
moved as far as in the case of CFC emissions. An IPCC study on the scicntifi, 
evidence concerning the probable extent and consequences of global warmi;g will bx 
reviewed at the Second World Climate Conference in November. Once this is com 
pleted, negotiations on a framework convention on climate change are expected t, 
begin. 

Protection of Biodiversity and Marine Pollutlon 

Another area of global concern is protection of biological diversity and prevention c 
rapid deforestation. During the pilot phase, the GEF is expected to provide deve 
oping countries with additional resources to improve conservation of these resources 

Some of the problems associated with the pollution of international waters a 
also proposed to be tackled through GEF finance. The World Bank is already sul 
porting regional efforts such as the Environmental Program for the M-.ditcrranea 
Further actions of a global or regional environment character to be addres&4d inclu( 
contingency planning for marine oil spills, prevention of ship and industrial .,as 
dumping in international waters. Some of these projects are expected to be identifit 
for GEF finance. 

-Vijay Jagannath, 
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The Environment as a Foreign Policy Issue 
by Curt Tarnoff 

SUMMARY 

Environmental issues have become a significant factor in U.S. foreign policy. 
Several developments explain their growing prominence. The nature of 
environmental problems increasingly involves cross-border issues and, in the form of 
ozone depletion and potential climate change, they are perceived as global threats. 
Scientific findings indicating an environmental threat have led to growing media 
attention, public concern, and entry of the issue to the political agenda. Finally, 
many believe that the dominant security agenda of the cold war is being replaced by 
other issues, such as economics and the environment. 

Many question whether the United States is equipped institutionally to deal with 
issues that encompass both domestic and international concerns. At this time, 
decisionmaking appears to be ad hoc in nature. Others believe that, in the on-going 
race between heads of state to be the "greenest," the Administration is not doing 
enough to sustain the United States as a leader on environmental issues 
internationally. 

Most environmental relations between the United States and other industrial 
countries have been conducted in the form of friendly competition for leadership and 
in terms of seeking cooperative measures to resolve problems. However, there is 
growing friction between the United States and its allies over specific agreements on 
pollution controls. Environmental assistance to Eastern Europe and the Soviet 
Union is viewed by many as a way to facilitate political stability and increased trade 
opportunities. 

Environmental issues are likely to have an impact on U.S. relations with 
developing countries. The United States may increase its attempts to influence the 
environmental policies of developing countries through the use of aid conditionality 
and sanctions. Developing countries, sensitive to intrusions on their sovereignty, 
have begun to ask for increased economic assistance in return for adoption of 
conservation policies and programs. They may also demand that the United States 
alter its own domestic environmental policies before attempting to constrain their 
economies with environmental restrictions. 

The following questions arise concerning U.S. foreign environmental policy. 
What kind of multilateral environmental institutions should the Unit,::: -no 
support, and how much funding should the United States provide to b.. 
organizations? What kind of bilateral economic assistance program would respond 
best to developing-country environmental problems, and what funding can the United 
States provide? What priority should environmental concerns have vis-a-vis other 
important policies regarding Third World development, international narcotics, and 
domestic concerns? The Congress is currently seeking to address these and related 
issues. 



'lhc IDB, Inter American Bank, August 1990 

Passing the 
environmental test 
A project proposed for IDB financing 
must pass through an extensive se-
ties of tests: technical, financial, in-
stitutional, legal, etc. In each case. 
the potential borrower must show-
and the IDB must certify-that the 
project will meet strict criteria de-
signed to ensure its success. 

One further test of a project's fea-
sibility was added earlier this year 
with the inauguration of a system 
for evaluating the environmental 
impact of proposed operations. 
Drawing on a decade of Bank expe-
rience in the field, the system for-
malizes and refines proven IDB pro-
cedures, and most importantly, ap-
plies them to all operations-project 
loans, setor loans, global credit 
and technical cooperation-consid-
ered for Bank financing, 

"Projects will always have envi-
ronmental impacts," says the chief 
of the IDB's Environmental Protec-
tion Division, Marc Dourojeanni. 
"Our object is to minimize the nega-
tive impacts." 

Mr. Dourojeanni defines, an envi-
ronmental impact is any direct or 
indirect rnodification of a natural or 
man-made ecosystem. In the con-
struction of a road through a forest, 
for example, direct impacts include 
felling trees and disrupting drainage 
systems; indirect impacts would in-
clude deforestation from subse-
quent co!onization, conflicts over 
land use, dislocation of native cul-
tures, and the introduction of dis-
eases. 

At the heart of the new IDB sys-
tcm is the environmental impact as-
sessment (EA). This document ex-
amines the impacts-direct and in-
direct-that a proposed project 
would have on renewable natural 
resources, natural habitats, human 
settlements and on society as a 
whole. The EIA proposes measures 
to correct any problems and these 
measures are then considered for 

inclusion in the project's feasibility 
study and final designs. As such, 
the EJA is a problem-solving tool, 

I presenting decision makers with al-
ternatives from which to choose. 

The system is designed to solve 
environmental problems efficiently 
and economically. Integrating envi-
ronmentai piotection measures into 
the project design minimizes their 
cost and makes disruption of the 
conAtruction timetable unlikely. 

Lavels of impact. The EIA process 
begins at the IDB when a country or 
project team, supported by the Envi-
ronmental Protection Division, clas-
sifies a proposed project. The classi-
fication is subsequently reviewed by 
the Bank's Environmental Commit-
tee. This committee, which is com-
posed of senior Bank managers, is 
subsequently presented with a sum-
mary of the EIA and the mitigation 
and protection plan for approval, 

'Projects will always have 

environmental impacts. 
Our object is to minimize 
the negative impacts.' 

All projects fall under one of four 
categories: 

Category 1: Operations designed 
specifically to improve environ-
mental quality, e.g. watershed man-
agement, air pollution reduction, 
and environmental education. These 
generallydo not requirean EIA. 

Category 11: Operations with no 
direct or indirect environmental im-
pact, such as education programs, 
vaccination campaigns and dissemi-
nation of appropriate technology in-
formation. An EIA is not required 

Category III: Operations with a 

moderate environmental impact. 


Examples are construction of po
table water systems, rehabilitation
 
of infrastructure, small-scale irriga
tion. An EA is requiredfor the proj
ect or individualprojectcomponents.
 

Category IV: Operations that may
 
have significant negative environ
mental impacts, such as new road
 
construction, large hydroelectric de
velopment, large-scale irrigation
 
works, mining, toxic waste disposal.
 
etc. A detailed EA is required.
 

The potential borrower is respon
sible for preparing the ElAs as part 
of the project's prefeasibility and fea
sibility studies, often with the help 
of IDB technical cooperation. 

All EIAs include input from the
 
local population. The public must
 
be informed of the EIA results, and
 
views about proposed recommenda
tions must be solicited.
 

The EAs will lead to benefits that 
extend long after the project is com
pleted, particularly in the area of in
stitution surengthening. According to 
Mr. Dourojeanni, 90 percent of envi-
ronmental problems-and all project 
difficulties, for that matter-stem 
from bad project administration and 

i ineffective institutions. The EAs fre
quently call for the creation of an 
agency or unit to carry out the pro
tection measures, or programs to 
train staff of existing agencies. 

'Completely routine.' The EIA con
cept may still strike many as new
 
and arcane, concedes Mr. Douro
jeanni, but it is here to stay. In fact,
 

I all international financial agencies 
require EIAs in some form or other. 
Each of the IDB's borrowing coun
tries has environmental legislation 
on the books, which in many cases 
includes environmental impact leg
islation. 

"The IDB is not requiring any
thing other than what the countries 
already demand of themselves," said 
Mr. Dourojeanni. 

"In 10 years." predicts Mr. Douro
jeanni, "environmental impact as
sessments will have become com
pletely routine." 

-the editor 
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Applying 
Third-World 
D ebtto the 


EIt 
Ener aid e cmis have once 

apin Upstaged the environment. The 
United States has strJgRglhd with its own 
budget while the MiddI Last crisis and 
rising Oilprices exert pres~ures on our 
economy and those of many in the devel. 
opng world. It is true that a wiser 
energy policy here Andelsewhere would 
have partly sidestepped those problems. 
Yet at the moment it ia hard to ee how 
en oironmental problcms-particularly 
the woarin ones of trop.csl nations as, 
well asthose that have festered behind 
the Iron Curtain-can receive their due.. 

ther lution,it least inarl, involvel 
the crmshing internatiol debt itslf an 
the mechinlm known popularlyas the 
debtfor-nsture swap. These swaps cap-
tataze on the discount at which debt of 
many nutions sells on the secondary mar-
ket. One of the first such swaps involved 
purchase at 35 cets on the dollar of Initativeondebtandtrdeincludesdebt 
sovereign debt of Ecuador by two U.S 
conservation organuitions, the World 
Wildlife Fund and the NAture Conservan-
cy. In a process prearranged by Funda-
ci6n Nalura InEcuador thedebt was 
then donated to that foundation Fi.nda. 
con Nalura in turn took it to the Central 
Bank for conversion to bonds at face 
value milocal currency. The income was 
and is used for protection of national 
parks and reserves, environmental edu-
cation and related activiteI, 

Billions upon blhons of dollars of debt 
had already been converted in similaad 
fashion for commercial purposes such af 
factory construction. This was one of the 

l the Wo1 
ion o thedebt pfoblem. Nor i the
stolultby itself to all enviroinn.tml ills. 

is not uneconomic: it both pivt for 
thinps that need to 6 die wd can 
generate economic pIroductiviy itlsel 
e.g. national parka and tourism. The 
irlation bugaboo, partly reduced by the 
etnunution of the hard currency obliga-
tion. is further reduced when c nversion 
is not just to cash but rather to interest 
bearing instruments. 

Swaps have someTtimes been sen 
SlvapSOsof sovereignty, This react o 

sprngs from onrig,, oners abct the 
Unstd Sttes tlliig dnersvlopiuncoun-

tne what to do,aswell asfrom intlKual-
ed notions that environment prevents 
develoment. when instead it is the base 
forsustainble economic activity. And 
perhaps the term debt.for-nature swaps 
scks of some ecological version of the. 

Louniana Purchas? Inrealty, the sWaps 
are sImply financial resources Prov 
for environmental activities that acoun. 
try finda hard to afford but wanta to do 
anyway. 

The atins tration's Latin American 

for nature as an integral part. 011ce 
certain economic conditions are met, ftli 
United States will engage in maor debt 
for-nature swaps with bilateral debt. Dol. 
Weobligations will be converted into 
local-curtencyenvir-mental trusts. 

Many are worried about the tough 
conditiKn required before enviro men* 
taltrusts can Se created. These coId 
lions are: an IMF agreement; a World 
Bank structural adjustment loan; if 

o

Swapsprovidefor 

first such uses of the mehanism ior environmental 
socially beneficial purposes At lese 
eiht countries (Bolivi,.Costa Rica. F. activitiesa country
 
uador. Philippine-s. Dominican Republic.

Madagascar Poland and Zambia) haveafford.
 
been involved sofar. 

bilateral debt are forgiven (as recently 
proposed for Egypt). an iportant 
chance to do something for the environ
ment is lost forever. When debt isre-' 
structured. the secondary market di
count isreduced, and the leverage 
required for swaps dwindles. )ebt for 
environment should be an integral partof 
debt restructure. The opportunity to do 
th(t for the first time is here. 

T7 nWritr io 413.Sfft Sa-Crr1aFYfV 
externmoalairs 01heSmilktosieian 
I'ifmiom 

aecessary, reform toward an open i. 
vest wnt tsfaoryregme; and al 
agreement 'nth v.intmercial bank credio 

tors. There is a little point ina bill that 
wdl ield u reorces late. Pertops 

a way p 
proach the problem incrensentally mathe 
solution. Rep. Nancy Pelos (D-Cali.) 
eve ha. -ui ted the environmental 
trusts themselves be made acondition. 

i will 
rdued only toi. thecountry is 
Othersuc e tevedebt be 

level 
tt to o t wilt be redumed and
in ISyeari will be paid off. om organza, 

taeiave jultifoid conerns aboutth 
e sneil btpeffet ofnew ecoomtc. 

nviw.1tVy.Predictbly, economic interests, 
have tried to broaden the trusts to include 
devenr i the clsuic as oo to 

t ible snse. There seems lttle pont 
tha thsonse alread%hs been used 

once foedevelopment. 
Most Important to remember is that' 

this isprobably the only chance foe 
significant amounts of bilateral debt to be 
devoted to the environment of the coun-, 
te inquestion. When maj)or amounts o[ 



Emission Reductions Possible as Scientific Uncertainties are Resolved
 

September 28, 1990
Executive Summary 
The United States General Accountin
 

Office
 

p oGrowth 
urpose 

Background 

Results in Brief 

in industry, agriculture, and transportation over the last several 

centuries has resulted in the increase in "greenhouse" gases, which may 

produce long-term and perhaps dramatic changes in global climate. The 
results of this increase may be higher sea levels and changes in agricul
tural productivity and in ecosystems. 

In response to a request by the Chairman, Environment, Energy, and
 
Natural Resources Subcommittee, House Committee on Government
 
Operations, this report
 

" 	describes what is known and not known about greenhouse gases, 
" 	examines the strengths and limitations of estimates of enhanced global 

warming, and 
" 	identifies possible policy responses. 

Gases, such as carbon dioxide, methane, chlorofluorocarbons (cFcs), and 
nitrous oxide are building in the atmosphere, where they trap heat and 

cause the earth to warm. This phenomenon is enhancing the natural 
greenhnuse effect that maintains the earth's current average tempera
ture at about 60 degrees Fahrenheit. 

To understand the effect of increases in greenhouse gases, scientists use 
complex computer models, known as general circulation models, to ana
lyze future climate changes. Four federal agencies operate or fund such 

models: the Department of Energy (DOE), the National Aeronautics and 
Space Administratior. (NASA), the National Oceanic and Atmospheric 
Administration (NOAA), and the National Science Foundation (NSF). Addi

tional research on global climate change is conducted primarily by these 

agencies and the U.S. Department of Agriculture, the Environmental 
Protection Agency (EPA), and the U.S. Geological Survey. Funding 
devoted primarily to research in climate change by these seven agencies 
was over $660 million in fiscal year 1990. The administration's budget 
for fiscal year 1991 proposed increasing funding to over $1 billion. 

Industrial and agricultural activities are causing the atmospheric con

centrations of some greenhouse gases to exceed historic levels. Without 

action now, these concentrations are exrected to grow, although the rate 
of increase is uncertain. From their review of computer modeling 
results, most climate scientists agree that the climate's response to this 
growth will be an incroased average temperature over the next 100 
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rather than waiting for better information, policymakers may minimize 
potentially harmful changes to the envir-nment. 

Developing a worldwide strategy to slow global warming will be eco
nomically and politically contentious because it will involve a decreased 
reliance on fossil fuels, which currently provide over 75 percent of the 
world's energy. Fossil fuel consumption can be reduced by improving 
the efficiency of energy use or by replacing fossil fuels with alternative 
energy sources, such as solar or nuclear power. 

In preparing for global warming, policymakers must therefore weigh the 
risk e more adverse impacts by delaying action while they wait for 
additional scientific information against prematurely taking costly 
actions chat may prove unwarranted. Nevertheless, it has been argued 
that actions can be taken now to reduce greenhouse gas emissions that 
will have other benefits, sAch as lessening dependence on foreign oil and 
improving air quality. 
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DRIVING FORCES: MOTOR VEHICLE TRENDS AND THEIR
 
IMPLICATIONS FOR GLOBAL WARMING, ENERGY
 
STRATEGIES, AND TRANSPORTATION PLANNING
 

by James J.MacKenzie and Michael P.Walsh 

Our aggravated assault on the atmosphere is one of 
our century's most damaging environmental legacies, and 
our love of cars has a lot to do wi n it. Ozone depletion 
and global warming both threaten undesirable changes 
over coming decades, and both are exacerbated by motor 
vehicles. Meanwhile, the Persian Gulf crisis is driving 
home a more immediate threat-the economic and secu-
rity risks of continued dependence on Mideast oil, much 
of which is used in transportation. 

Cars and other vehicles have long been lined to smog 
and other urban pollution, but the part they play in the 
larger complex of atmospheric and energy ills we now 
face is often overlooked. Thanks to human activities, 
greenhouse gas concentrations have been rising rapidly in 
recent decades. According to a growing scientific consen-
sus, current emission trends could effectively double the 
atmosphere's preindustrial greenhouse gas composition 
as early as 2030. 

Although there are remaining scientific uncertainties, 
most scientists agree on the range of consequences that 
would follow such atmospheric change. The global aver-
age temperature would rise between 1.5 and 4.5 degrees 
Celsius-and perhaps twice that much in the midlatitudes 
where rDost industrial countries lie. Rising sea levels 
would threaten wetlands, exacerbate coastal erosion and 
flooding, and increase the salinity of estuaries and aqui-
fers. Rainfall patterns would change, leading to severe 
droughts in the heartlands of continents where today's 
prime farmland lies. Tropical storms would pick up inten-
sity. And many unmanaged ecosystems would be lost, 
driving today's already disturbing species extinction rate 
even higher. 

The prodigious air pollution produced by gasoline-
powered vehicles contributes to all the environmental 
threats linkel to the atmosphere. The expected doubling 
of the global motor vehicle population from today's 
500,000,000 to one billion early in the next century 

means that sweeping change is needed to protect Earth's 
atmosphere. In the near term, decreased pollution and in
creased fuel economy can limit the damage, but the only 
safe option for the long term is transportation based on 
nonpolluting technologies and non-fossil fuels. 

MOTOR VEHICLE DAMAGE TC THE 
ATMOSPHERE 

Carbon dioxide, still the leading greenhouse gas, ac
counts for about half the global warming that's in store. 
The atmospheric concentration of carbon dioxide has 
risen 25 percent over preindustrial levels-and is now 
rising by 0.5 percent a year, so the curve is not only 
going in the wrong direction, but also getting steeper. In 
1987, the most recent year for which complete data is 
available, burning fossil fuels for energy accounted for 
two thirds of all anthropogenic carbon dioxide emissions, 
a:,d deforestation and other land-use changes produced 
most of the rest. -The share produced by motor vehi
cles-which emit about 19 pounds of carlr' dioxide per 
gallon of gasoline consumed-is gradually increasing. Mo
tor vehicles now account for about 14 percent of carbon 
dioxide emissions from fossil-fuel burning worldwide and 
25 percent of U.S. emissions. 

CFCs-widely used in mobile air conditioning-ac
count for some 14 percent of anticipated global warming. 
They also deplete the protective stratospheric ozone 
layer, which causes further warming by increasing 
ground-level ozone. Even a moderate loss in stratospheric 
ozone leads to higher ozone levels near the ground be
cause more ultraviolet radiation gets through, speeding 
up the production of smog. One out of every eight pounds 
of CFCs produced in the Uited States is used in-and 
eventually emitted by-motor vehicle air conditioners. 

Methane accounts for 13 to 18 percent of expected 
warming. The main human activities that produce meth
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ane are growing rice, raising livestock, burning wood and 
plant refuse, producing and burning fossil fuels, and bury-
ing garbage in landfills. Natural sources of methane in-
clude termites, bogs, swamps, other wetlands, and, per-
haps, the warming of the frozen Arctic tundra. Methane's 
atmospheric concentration-now rising at about 1 per-
cent a year-has more than doubled since preindustrial 
times. 

Nitrous oxide (commonly known as laughing gas) ac-
counts for about 6 percent of the expected warming and 
also helps deplete the stratospheric ozone layer. Its 
sources are uncertain but probably include agricultural 
fertilizers and-the burning of biomass and coal. 

Ground-level ozone, the principal ingredient of smog, 
accounts for a few percentage points of global warming.
Its concentrations have doubled over the past century 
and are now rising by 1 percent p:r year in the Northern 
Hemisphere. Motor vehicles are a major culprit, since 
ozone is produced when sunlight "cooks" tailpipe emis-
sions. Besides contributing to the greenhouse problem, 
ozone can damage health by causing eye irritation, cough-
ing and chest pain, headaches, upper respiratory illness, 
asthma attacks, and reduced lung function. Smog, already
widespread and pervasive, looks to be a long-term prob-
lem in many areas of the world unless pollution controls 
are greatly tightened. 

Carbon monoxide, though not itself a greenhouse gas,
amplifies the warming effect by removing a molecule that 
would otherwise scrub methane out of the air and by 
helping to produce smog. Global concentrations of carbon 
monoxide-a particular peril to people with heart dis
ease-are rising by 0.8 to 1.4 percent per year. In the 
United States, where some 85 major metropolitan areas 
don't meet the national air-quality standard for carbon 
monoxide, motor vehicles produce 70 percent of these 
emissions. 

MOTOR VEHICLE TRENDS 

In 1950, there were about 53 million cars on the 
world's roads, 76 percent of them in the United States. 
Four decades into the transportation boom, the world's 
motor vehicle population exceeds 500 million-more than 
400 million cars and 100 million trucks, buses, and com-
mercial vehicles-and it is expected to reach one billion 
by around 2010. Europe (includiig Eastern Europe and 
the Soviet Union) and North America each have slightly 
more than one third of the world's motor vehicles, with 
the other third divided among Asia, South America, Ocea-
nia (Australia, New Zealand, and Guam), and Africa, in 
that order. With the rapid growth in motor vehicles over 
recent decades has come similar growth in urban smog, 
air pollution, acid rain, and traffic congestion. 

About 80 percent of the nearly 48 million vehicles 
manufactured in 1988 were produced by the top 14 man-
ufacturers and most of the rest by about 30 other manu-
facturers. This market concentration could facilitate an 
international drive toward reducing transportation's envi-
ronmental repercussions since large-scale technological 

change could theoretically be achieved through negotia
tions with relatively few corporations. In 1988, North 
America-based companies accounted for 34 percent of 
worldwide motor vehicle production. Japanese companies 
produced 29 percent of the world's vehicles, Western Eu
rope 25 percent, and Eastern Europe 7 percent. Conse
quently, the industrial world's pollution control and fuel 
economy siandards greatly influence vehicle performance 
worldwide. If standards in the United States, Japan, and 
Europe were tightened, other manufacturers would prob
ably follow suit, especially would-be exporters. Moreover, 
car designs of the leading manufacturers exert a lasting 
influence since the developing world's vehicle fleet con
tains many second-hand imports from industrial nations. 

Globally, vehicular carbon dioxide emissions rose on av
erage by 3 percent a year between 1971 and 1987, for a 
total increase of 63 percent. U.S. emissions-which stood 
at a staggering 48 percent of the global total in 1971
had increased almost 30 percent by 1987, but were out
paced by more rapid growth elsewhere. Emissions of 
other OECD (Organization for Economic Cooperation and 
Development) countries rose by 70 percent and those of 
non-OECD nations by 120 percent. Emissions from devel
oping countries, now about 30 percent of the worldwide 
tota, and rising by 3.5 percent a year, will continue grow
ing as a share of total emissions. If worldwide growth 
continues at 2 iticipated rates and our current fossil-fuel 
technology doesn't change, efforts to control global cl
mate change will prove increasingly difficult. 

INTERNATIONAL EFFORTS TO IMPROVE FUEL
 
EFFICIENCY
 

Prospects for future growth in vehicular carbon dioxii
 
emissions must be viewed against ongoing efforts to im
prove fuel efficiency in new vehicles-efforts that vary
 
widely from one country to another. The United States,
 
which has had mandatory fuel efficiency standards since

1975, required new cars to get at least 27.5 mpg in 
model year 1985, as measured by EPA tests (which are
 
thought to overestimate on-the-road fue! efficiency by
 
over 15 percent). Federal standards were relaxed by thi
 
Reagan administration in model years 1986, 1987, and
 
1988 and restL:ed slightly by the Bush administration ir 
1989, resulting in a 1989 new-car standard of 26.5 mpg
With the industrial world's least efficient cars, the Unite 
States had a long way to go, but managed to double new 
car efficiency between 1974 and 1988, making new 
American cars almost as efficient as cars of the same 
weight in other countries. Although new-car efficiency
as measured by EPA-has increased to about 28 mpg, 
the on-road fuel efficiency of the entire autofleet has 
risen by only 50 percent, to about 20 mpg. 

Data released by the U.S. Environmental Protection 
Agency suggest that the fuel-efficiency wars of the late 
1970s gave way to horsepower wars after world oil 
prices collapsed during the 1980s. Throughout the dec
ade, manufacturers stepped up horsepower, which trans
lates into lower gas mileage and higher carbon dioxide 
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CAFE STANDARDS 
Vehicle manufacturers are required to test a po:
tion of the vehicles destined to be sold in the 
United States so that a fuel-consumption figure can 
be assigned to each product line. From these fig
ures, a sales-weighted average fuel-consumption 
figure is calculated for all the passenger cars pro
duced by each manufacturer. Fuel consumption cal
culated this way must fall below the level specLqed 
for the appropriate model year. Based on the com-
bined city/highway fuel consumption figures, these 
required performance levels are known as Corpo-
rate Average Fuel Economy (CAFE) standards. 
Since the 1979 model year, the program has been 
expanded to cover light-duty trucks as well as pas-
senger cars. 

There are substintial financial penalties for fail-' 
ure to meet the CAFE requirements. A manufac
turer whose fleet's average fuel consumption does 
not meet the CAFE standard is fined $5 for every 
0.1 ndles per gallon that each vehicll exceeds the 
standard-but fines may be offset by credits ac
crued in other model years. 

en-l, ions. Although it's too soon to tell what long-term 
effects the currert Persian Gulf crisis will have on gaso-
line prices, prudence dictates getting back on the road to 
energy efficiency regardless of what world oil prices are 
doing. 

Compounding the effici "nzy problem has been the 
switch by many American consumers from cars to light 
trucks and vans, which average only 20 mpg (24 mpg for 
imports), compared to 28 mpg for new cars. In 1989, 3.3 
million light-duty trucks were sold, fully one third the 
number of automobiles sold. Then too, more people are 
driving trucks to work and fewer are taking public trans-
portation. Between 1969 and 1983, commuter trips on 
public transportation fell from 8.4 percent of all commut-
ing to 5.8 percent, while commuter trips in trucks rose 
from 8 to 15 percent. Over the same period, the percent-
age of commuters using cars fell from 83 to 78 percent. 

Real gasoline prices in the United States declined dur-
ing the late 1980s, dropping to a 38-year low in 1988. 
Small wonder that sales of larger, more powerful, less ef-
ficient cars and trucks are booming: at least until re-
cently, price signals were telling new-car buyers that fuel 
is cheap and plentiful and they were acting accordingly. 

By contrast, European gow'xrnments have tended to 
rely on higher fuel prices to encourage fuel efficiency. T, 
date, no European country has mandated efficiency im-
provements, but several manufacturers have voluntarily 
increased efficiencies. Sweden has specified fuel-efficiency 
standards, averaged over all cars produced in a given 
year, that each manufacturer is expected to meet. In 
1990, the Swedish new-car fleet average is about 31 
mpg, compared to the U.S. counterpart's 28 mpg. Even 
without regulatory programs, Europeans use only about 
half as much motor fuel per capita as Americans do, in 
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part because fuel prices are higher and more public trans
portation options are available. Thanks to igh energy 
taxes, most European motor fuel prices are two to four 
times as high as U.S. prices. (See Figure.) 

Like the United States, many other n3tions that had 
improved automotive fuel economy during the 1970s and 
1980s backslid somewhat when oil prices declined. InJa
pan, for instance, the national government had mandated 
automotive fuel efficiency improvements of 6 to 11 per
cent over 1978 levels by model year 1985. But fuel econ
omy has since eroded: in 1988, the average Japanese new 
car got only 27.3 mpg, compared to 30.5 mpg in 1982. 

RECOMMENDATIONS 

Reducing the threat of global warming will require ma
jor reductions in greenhouse gas emissions. The EPA es
timates that to stabilize atmospheric carbon dioxide con
centration at current levels, global anthropogenic carbon 
dioxide emissions must be reduced by 50 to 85 percent 
below current levels. 

Applied worldwide, vehicle pollution controls and effi
ciency improvements could for several decades mitigate 
the climate impacts arising from gasoline-powered motor 
vehicles. American and European experience during the 
past two decades shows that the dual goals of low pollu
tion ar.d high efficiency are not only compatible, but also 
mutually reinforcing. Still, if the number of vehicles and 
miles driven cont~iues to grow at today's rates, benefits 
that are within grasp today could be out of reach tomor
row. The key to protecting the future is an interrational 
drive toward rapidly transforming transportation along 
these lines: 

1. Improve New-Vehicle Efficiency.New-car fuel 
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efficiency fell along with world oil prices during the late 
1980s. What effect, if any, the current Persian Gulf crisis 
will have on prices over the long term remains to be 
seen, but better gas mileage is crucial to slowing the rate 
at which carbon is added to the atmosphere. Greatly im-
proving new-vehicle fuel efficiency and encouraging the 
phaseout of older cars and trucks would do much to re-
duce vehicular carbon dioxide emissions. Fortunately, 
much of the technology needed to produce more efficient 
vehicles has already been demonstrated in ultra-efficient 
"concept" cars that get up to 100 miles per gallon of gas-
oline. 

2. Make TransportationMore Efficient. Conve
nient, affordable public transport would cut carbon diox
ide emissions and also break up traffic gridlock, cut road 
fatalities, and make the air more breathable. Policies that 
encourage commuters to use van and car pools, buses, 
trolleys, and trains and discourage driving alone to and 
from work would make an enormous difference. There 
would still be plenty of urban traffic, but better manage
ment could keep it moving-and thus save energy. 

3. Cut Other Greenhouse Gas Emissions. Half of 
all new cars have state-of-the-art pollution controls, but 
the ca, population boom has cancelled out reductions in 
per-car pollution. Requirng advanced pollution controls 
on all vehicles would for a few decades limit growth in 
carbon monoxide, hydrocarbon, and nitrogen oxide emis
sions-all of which contribute indirectly to the green
houspe problem. Cradle-to-grave controls on CFCs-the 
most potent greenhouse gases, and ozone-destroyers to 
boot-are especially needed. 

4. Create the Green Carof the Future.Technical 
improvements in petroleum-powered vehicles can help for 
now, but the) will not be enough over the long haul. Ulti
mately, the world needs non-polluting vehicles that run 
on something othei than fossil fuels, and the mass pro
duction of such vehicles ought to become a high prionty 

, the United States, Japan, and Europe-the three lead
ii,,, auto-makers. Mercedes-Benz and BMW have already 
produced hydrogen-powered vehicles for research use. 
General Motors is n,,w selling an electric van, and Chrys
ler's electric mini-va, could roll off the assembly lines as 
early as 1993. Lmited fuel sterage restricts the range of 
today's hydrogen- and eiectu;city-powered cars, but step
ping up research could overcorne such constraints. 

The daunting environmental problems facing manufac
turers and policymakers w-,ll require a revolution in tech
nology and thinking as profound as the one that heralded 
the advent of mass-produced mechanized transportation 
early in this century. Manufacturers A-fll come under in
creasing pressure to produce petroleum-powered vehicles 
that are cleaner, more reliable, and more fuel-efficient, 
and at the same time develop new kinds of pollution-free 
vehicles. Meeting these goals will require large capital 
outlays, hard to contemplate when pressure for change
arises not from market forces but from public policies 
aimed at controlling climate threats whose most severe 
impacts lie somewhere in the distant and uncertain fu

ture. Fortunately, the global motor vehicle industry is so 
concentrated that technological change can diffuse readily 
if need be: indeed, if only ten manufacturers and their 
subsidiaries improved vehicle design, global pollution 
would be dramatically reduced. 

The challenges posed by climate change are unprece
dented, but the path to meeting them is reasonably clear. 
The only important unanswered question is whether na
tions will have the ioresight to act now to curb these 
threats, or whether they will ignore them until the under
lying forces of climate change overwhelm us and our ca
pacity to adjust. 
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process of "development", has both 
cultural and material aspects.G roi ng add ictio 

Culturally, it is assumed that lack fGrow i ad i ti ndependence nfssilfuelsisindicative 

of a"backward" and "primitive"to fossil fuels 
economy. International development 
experts and agencies continually advise 
Third World governments to make anVandana Shiva 
energy transition into the fossil-fuel era 
of "modernity". Renewable sources of

T he dominance of the North in cumulative contribution. energy, and economies based on them, 

setting the international political Attention has been focused more on are declared unproductive. 
agenda has allowed climate-related the projected future contribution by A popular text book on development 
problems to gain prominence in recent Third World countries than on past and in the 1960s stated that Indian 
years. Problems of more immediate present contributions by the industrial- "production is achieved through human 
concern to the Third World, such as ised North. The Third World sees and animal, rather than mechanical 
desertification and endemic famine in discrimination behind the implied power. Most agriculture is unproduct
sub-Saharan Africa, have received little prescription of uniform sharing of the ive; human or animal manure may be 
attention, costs, when it has not been an equal used, but chemical fertilisers and 

The threat to the global atmosphere partner in generating them. pesticides are unknown." 
has built up over the past few centuries Expensive and ill-conceived advice The proposed alternative - of 
as a result of industrial activity, largely from the North has also caused pumping carbon dioxide into the air 
in the North. The North and South, irreversible erosion of energy-prudent fr',m diesel-run tractors and pumpsets 
thecefore, have had a very unequal role lifestyles and forced the Third World . t releasing nitrous oxide from 
in the creation of the greenhouse to follow it on the path to climatic fenihsers in the name of increasing 
effect, yet the North is unwilline to crisis. Fossil-fuel addiction, which has productivity - was a guaranteed 
take extra responsibility for cleaning spread from the North to the South in pre:,,ription for adding to the 
up the atmosphere, proportionate to its the past few decades through the greenhouse effect. 

We, 

. - ,- . o 

,
 

E'uropean steel s orks: The path to climatic crisis 
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There was, in fact, nothing World countries receive, three dollars fuel energy systems, tropical 
intrinsically more productive about an of business is generated "or the deforestation is driven by the needs of 
agriculture which uses fossil fuel for industrialised countries. the North to finance capital-intensive 
energy and fertiliser inputs. How does one distribute projects and to have access to cheap 
Indigenous and traditional food responsibility for the creation of raw materials. Amazonia is 
production practices use about half a greenhouse gases by these inter- disappearing not because of the local 
calorie of clean renewable energy to nationally-financed energy projects? inhabitants and their needs but to 
produce one calorie of food, while Can we leave out international bank supply charcoal and smelting iron for 
fossil-fuel based, mechanised and loans when we worry about the growth export. The forests of Southeast Asia 
chemical agriculture methods use about of fossil fuel consumpton in the Third are disappearing to supply tropical 
ten calories of polluting, non- World? How much of the growing hardwood to Japanese and European 
renewable energy to produce one energy demand in the Third World is maikets. 
calorie of food. propelled by the profit imperative of As commodity prices fall and debt 

The tractor and automobile as a the North'" burdens spiral upwards, the Third 
symbol of progress, and the plough and Tropical deforestation, another first World is increasingly trapped in the 
bullock cart as a symbol of division media issue and vicious cycle of exporting more to eam 
backwardness, was part of the cuitural climate-related bugbear, is also being less. 
transformation associated with used by the North !o dictate terms to Finally, any solution to global
development. The greenhouse crisis is the South. Like the expansion of fossil warming will have to involve a 
forcing' us to look again at Bernard RegcnLHuichion Uihrar. long-term solution to the 
these symbols. through the debt crisis. Debt is a major
ecological prism. It is : obstacle to the Third World 
forcing us to make visible conservation role that Third 
the hidden subsidies and World citizens and the 
environmental and social global ecological crisis are
costs which allowed demanding. The Northern 

unproductive systems to be financial system is directly 
perceived as pfcductive, and responsible for the debt 
energy waste to be viewed crisis, through pushing bad 
as an indicator of efficiency loans and unjust interest 
and development. The threat demands on the Third 
to survival posed by global World. As economist John 
warming can help shift the Kenneth Galbraith has 
ill-conceived measure of written: "Such loans, given 
progress in terms of energy old by foolish banks to foolish 
consumption to a more A governments for foolish 
ethical and ecological purposes, generally are not 
concept of progress which is - and perhaps should not 
linked to energy - be repaid." 
conservation. The process that is 

Economically. the aid crippling the economies ofthe poorer countries isagencies of the North have 
basically supported their , intimately linked to the 
own companies and process that generates the 
businesses through aid and economic strength of the 
development-finance for the n industrialised North. This 
Th rd World. Aid for ,. . . inverse relationship. 
fertilisers and tractors, for .reflected in debt and 
transportation and mega- , . . '* unequal trade, cannot be 
energy projects. was . . ", !maintained in a search for 
primarily meant to provide sustainability. A common 
the foreign exchange to future cannot emerge from 
purchase machinery and - .... i economic and ecological 
equipment from the .... , apartheid. This apartheid 
industrialised countries and must first be removed. 
to finance engineering and , ,,..
other services,provided by , , - ;, . landana Sh-a 'orJ for the 

experts from these countries. A 6 Research Foundation for 
It has been estimated that Science and Ecology in Dehra 
for every dollar of aid Third Paris traffic: Fossil-fuel addiction Dun, India. 
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Americans, British. Germans, 
Australians and others of the North 
must practise what they are beginning 

to preach. Only then would it be just
and meaningful for the Malaysians,
Brazilians, Indonesians. Indians and 

at all levels 
Kenyans to curb their desire to catch 

up.
Gurmit Singh 

Humans need to learn to be humbler, 
to act as one of man) species 

are in Global warming can be tackled only inhabiting the Earth rather than the 
M alaysian environmentalists 

two minds over global warming. be exposing the whole gamut of superior species which lords it over 

They are convinced that global action hypocrisy at all levels - amor.g Nature. The current value systems that 

is required from everyone - including nations, within nations, antong dominate science and technology, as 

in the mass media. We well as the development ethos, need tothemselves and their government - activists and 
to address the full facts frontally, be changed drastically, otherwiseyet they are confronted with the need 

is itself an issue, global warming and climate 'hangeinherent injustice of being asked to but getting the facts 

pay the price for the irresponsible of human rights as well as of power cannot even 15e slowed. 

actions of the elites, especially those politics. There is a certain feeling of 

who now constitute the "developed The luxury of time is not with us. impotence about the issue: is it already 

countries". But while every individual counts, the too late? Whatever radical measures 

And they are caught on the horns of most profligate consumers of natural we take today cannot prevent the globe 

a dilemma when their government resources, from timber to fossil fuel, from warming but may only reduce the 

condemns the US and Britain for being can make the most difference. The rate of increase: what difference will 

hypocritical about reducing fuel onus for meaningful action is on those any Malaysian sacrifices make? 

consumption while it proceeds to log who continue to reap the most fruits But the challenge remains for 

even vital water catchments. from the industrial revolution. The concerned citizens of all countries to 

Who will feel the heat? 
Because of uncertainty over the and the Maldives and the often adaptability of marine ecosystems to
 
timing and climatic effects of a densely-populated deltas of the global warming. The authors of one
 
consistent rise in global temperature Ganges, Nile, Mekong, Indus. Niger, comprehensive review note that
 
(see page 12), accurate assessment Irrawaddy, Yangtse, Hwang Ho, "tropical fisheries may be the most
 
of the potential impact on particular Orinoco and Amazon. difficult to evaluate because of the
 
regions, countries or groups of people For agriculture, possible increases lack of good data ... Our lack of
 
is still impossible. in crop 7;elds from higher levels of understanding of these ecosystems
 

The most straightforward carbon dioxide must be weighed and the potential human impact of
 
extrapolation is the direct effects of a against the likelihood of an increase their disruption makes this gap very
 
rise in sea-levels. A one-metre rise in pests and weeds and, more significant."
 
would affect 360,000 kilometres of significantly, against drier soils as a Little attention has been focused on 
coastline. The UN Intergovernmental result of higher temperatures. The the health implications of global 
Panel on Climate Change (IPCC) IPCC says "increased drought risk warming but the effects could be 

estimates that the cost of providing represents potentially the most far-reaching: a hotter, wetter world, 
protection against such a rise would serious impact of climate change on says the IPCC repoil could put large 

be $500 billion over the next century. agriculture." Itwarns specifically of populations at risk by shifts in the 
Without action, it says, some island possible "severe effects" in Brazil, 	 patterns of vector-borne and viral
 

diseases. Many disease-carrying
countries would become Peru, the Sahel, southern Africa, the 

uninhabitable, tens c' millions of Maghreb, western Arabia, Southeast organisms survive and multiply more
 
people would be displaced, many Asia, the Asian parts of the Soviet rapidly in warmer or more humid
 
freshwater supplies would be Union and China. weather.
 
contaminated, and much productive Fisheries, which account for about a The boundaries of plant and animal
 
land lost. Jodi Jacobson of the fifth of the world's supply of protein, habitats will change and ecosystems
 
Woridwatch Institute has forecast that are also vulnerable to climate change will alter. Species unable to adapt or
 
a one-metre rise "may result in the through changes in ocean migrate in time will face extinction. 
creation of 50 million environmental temperature, salinity, turbulence and Some changes may be beneficial, 
refugees." currents. others may be dealt with by planning, 

Most directly at risk are flat, Many important fish breeding sound management and investment. 
low-lying countries like Bangladesh grounds are found in shallow coastal So the most serious effects are likely 
and the Guyana coastline, Pacific zones, around coral reefs and in to be felt by the poorest countries,
 
islands such as the Idarshalls and mangrove swamps. But few and the most vulnerable groups in
 
Kiribati, archipelagoes like Indonesia predictions have been made on the those countries.
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NMata~sian limber: Political controsers?, but no thought of sarming 

mobilise their collectise poxwer to get 
immrediate action from politicians and 

Organization mission to Sarawak 
failed to address the impact of 

At the same time, it 
Malaysian Government 

is hoped the 
will translate 

industrialists. We must be willing to deforestation in the state on global its ccomm itnent to the Langkawi 
make fundamental changes to the warming (though it recommended a Declaration on the Environment. 
socio-econornic and politicai structures 3(W reduction in the annual cut). passed at the Commonwealth Heads of 
that dominate human society and its Global warming. however, was Government Meeting in Kuaha Lumpur 
exploiitation ofNamure, 

This point s.a,,driven home during a 
identified 
Malaysian 

as a major item in 
environmental agenda 

the 
for 

in 
on 

1989. by initiating positre action 
the national level Unshackling and 

recent con.er,.ation in the Malaysian the 1990s drawn up at an Earth Day encouraging the mass media would be 
state of Sara . ak. one of the country's workshop organised by the country' s a good start. 
main sources 
Although some 

of timbexr ,exports. 
were annoyed with 

Environmental 
work. It urged 

and Consersation Net-
Malaysians to 'refrain 

Another 
be: the 

oOSitive contribution v,,ould 
reorientation of national 

Western criticisms of logging practices from all activities that conrribut. development po:licies along the path of 
in the state and foreign "glamorisation" 
of the native forest people. a number 

directls, or indirectly, to this prohlem" 
It also called for positive action in the 

sustainability. 
commitments 

in 
made 

keeping 
at the 

ssith 
UN. 

were seeking ways of controlling energy and forestry sectors. Rhetoric will have to be transformed 
deforestation. Yet only, a couple 
local politicians realise 

of 
the 

The 
Soc:iety 

Enviroriniental 
Malavsia is ,ers, 

Protection 
concerned 

into 
And 

concrete action on the ground. 
public participation should be 

implications for global warming of this 
loc.al environmnental issue, which is the 

abo ut global 
improve its 

, armng and will 
efforts to raise 

'r', to 
public 

made a reality, not som~ething to be 
alluded to only during a general acti.. 

subject of much political controversy, 
Si nilIa rly. the report c. an 

International Tropical Timber 

consciousness on th~is issue, despite the 
media constraints it has faced since 
1987. 

Gurmil Singhi i, i/he pi eodc~it uf the' En 
iii (ItfeiltllPiut t on Sot tt Malaav..ia. 
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P:'ospects -or Aoroorcestry in the Tropics By P.K.R. Nair 

World Bank Technical PIper 1131 

Executive Summary 

Agroforestry has come of age remarkably during the past 10 to 15 years However, the lack of a 

synthesized 'package' of technical and socio-economic information on agroforestry is a serious 

drawback in channeling development assistance to agroforestry projects. The objective of this report is 

to fill this gap. By reviewing the scientific information currently available, the report seeks to 

establish the scientific basis and principles of agroforestry and to evaluate field research on agro

forestry practices; it also dicusses the economic and socio-cultwral aspects of agroforestry, as seen by 

a 'non-expert'. A comprehensive bibliography is appended to the report. 

The emphasis in .hls report is on Africa, but extensive use is also made of experiences from other 

parts of the developing world to ensure that the report is applicable to all tropical regions. It is 

addressed primarily to agroforestry practitioners - both foresters and agriculturalists - of the 

World Bank and similar development-support agencies. The major findings of this report are 
summarized here. 

1. 	 Agroforestry is widespread in almost all ecological raid geographical regions of the tropics. 

The large number of agroforestry systems can be grouped according to certain structural and 

agro-ecological criteria. Although the socio-cultural aspects of these systems may vary from 

one geographical region to another, and the level of intensity with which the systems are 

managed may differ, those operating in areas with similar ecologicl conditions tend to have 

structural similarities, so that it ispossible to identify a few distinct agroforestry practices that 

constitute the bulk of diverse agroforestry systems. The agro-ecological and structural analysis 

of agroforestry systems and practices provides a useful framework within which to develop 
approaches aimed at improving indigenous sys".ns. 

2. 	 The oft-repeated suggestion that agroforestry holds considerable promise as a practical land
management alternative for maintaining soil fertility and productivity is based on the assump
tion that trees and other vegetation improve the soil beneath them. Trees add organic matter, 
nutrients and growth-promoting substances to soils, they help reduce soil loss from erosion, 
and they improve the physical and chemical properties of soils. However, they may also have 
some adverse effects on soils. The net effect of all these factors will depend upon management 
and location-specific factors. 

3. 	 Nitrogen-fixing trees are a most promising group of agroforestry components. Because they are 
able to fix .timospheric nitrogen and contribute nitroge,i via le f anu litter fall and root turn
over, they have a d-minant role to play in maintain-ig son fertility. Few direct measurements 
of nitrogen fixation by tropical frees have been made, but the literature does identify some 
species capable of fixing 50-100 kg N/ha per anum when grown in agrof,,restry systems. In 
terms of the nutrient requirements of crops, the potential of nutrient input through leaf litter 
could be considerable. Another important way in which trees improve soils is through nutrient 
cycling. Unlike nitrogen fixation, which is an input into the soil, nutrient cycling involves the 
turnover of nutrients already within the soil; this includes th translocation of nutrients from 
soil layers which are beyond the reach of annual crops or pasture species. Th1ere is also a 
growing recognition of the importance of roots in agroforestry systems, both as components of 

primary production and in soil-fertiL:y maintenwice. The challenge here is to maximize the 
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beneficial effects of root and mycorthizal systems, whilst reducing tree-crop competition for 
moisture and nutrients. Clearly, there is a need for more knowledge about all the soil-related 
benefits of agroforestry. 

4. 	 The above-ground intaactions between plants in mixed systems are usually viewed as 
competitive, but some complementary interactions have also been reported. There is scientific 
evidence to support the contention that photosynthetic efficiency may be greater in a mixed 
system, comprising structurally dissimilar components, than in a monocultural system. An 
obvious additional advantage is that mixed systems produce a greater variety of products than 
monocultural systems. 

5. 	 Although agroforestry research is constrained by unclear methodologies and the sheer multi
plicity of factors to be taken into consideration, some promising research projects are under 
way in the tropics. Most of them concentrate on alley cropping (and other forms of hedgerow 
intercropping), and plantation crop combinations. Adetailed examination of the rapidly 
growing amount of information on alley cropping shows that, on the relatively infertile alfisols 
in humid and subhumid regions, this practice helps maintain reasonable levels of soil fertility. 
It is a low-input practice, rather than a no-input practice; that is, to obtain the best results there 
must be some fertilizer input. In most cases, alley cropping allows crops to make more 
efficient use of fertilizers than is the case in monocropping systems. However, in the semi-arid 
tropics and other dry areas, alley cropping is unlikely to significantly improve soil fertility. In 
extremely acidic soils, the relevance and success of alley cropping depends on the extent to 
which inputs such as fertilizers are used. An additional constraint of alley cropping is the 
relatively high labor requirement. In general, it is clear that while some areas would benefit 
from alley cropping, others would not. 

6. 	 Where plantation crops are grown under monocultural systems, available solar energy and soil 
resources are not utilized to the fullest extent. By growing agricultural crops with plantation 
crops, greater use is made of these resources. Several shade-tolerant and economically useful 
plants can be grown between or under a plantation crop during different stages of its growth. 
Many of the plantation crop combination practices currently in use illustrate the potential 
of this form of agroforestry. However, the particular ecological requirements for the growth 
of plantation crops impose a limit on the use of these practices. 

7. 	 The environmental benefits of agroforestry, other than soil-related factors, include micro
climate amelioration. In many parts of the tropics there is widespread use of windbreaks and 
shelterbelts. Windbreaks can also provide other benefits, such as poles and fuelwood. 

8. 	 Although a large number of traditional agroforestry systems have been reported, only a few 
have been scientifically studied, and hence there is inadequate scientific understanding of such 
systems. The little research that has been done indicates the scientific merits of these time
tested syst ns and points to several possibilities for improving them. 

9. 	 Agroforestry isconsidered to be a sound and potentially promising strategy to address some 
of Africa's land-use problems. The use of an ecological approach could be a basis for develop
ing appropriate agroforestry designs. Four broadly homogeneous ecozones can be demarcated 
for agroforestry development in sub-Saharan Africa: the upland plateau of southern Africa 
(unimodal); the highlands of eastern and central Africa (bimodal); the semi-arid lowlands (the 
Sahelian zone); and the humid lowlands of West Africa. This report suggests the broad 
agroforestry approaches that, with appropriate site-specific modification, could be applied in 
all regions, as well as specific approaches for each region. Two particular issues that are 
relevant throughout sub-Saharan Africa are: the integration of agriculture, forestry and wildlife 



v 

management through buffer-zone agroforestry; and the use of under-exploited food-producing 
trees and indigenous knowledge in agroforestry design. 

10. 	 Economic studies of agroforestry have been carried out on a rather ad hoc basis and are 
generally ex ante analysts, based on assumptions, rather than expost analyses based on field 
data. This is mainly because of the dearth of experimental station and on-farm data. 
Moreover, in many studies the focus tends to be on the long-term economic benefits of the 

main components of ageoforestry systems, with little documentation on short-term benefits 
and by-products. Nevertheless, the limited information that is available does provide some 

indication of the economic advantages and limitations of agroforestry in a variety of situations. 
Now tnat methodologies for economic analyses of agroforestry projects are becoming avail
able, more detailed studies, based on field results, can be expected. Socio-cultural issues also 
need to be analyzed if new agroforestry technologies are to achieve wide acceptance by 
farminig families. 

Several important conclusions- emerge from this review. 

" 	 Agroforestry systems are many and varied, as are their functions, ruoes and outputs. 

" 	 There is ample scientific evidence to indicate that the benefits to be derived from agroforestry 
could be considerably increased by appropriate scientific intervention. 

" 	 Scientific studies in agroforestry have been very limited, and thus the potential of agroforestry 
remains vastly under -xploited. 

" 	 The iuain scientific foundation of agroforestry is the multipurpose tree. The success of agro
forestry will depend upon the extent to which the productive, protective and service 
potcntial of multipurpose trees is understood and exploited (through research) and realized 
(through development and extension efforts). 

" 	 The curent trend in agroforestry development shows an imbalance between large-scale develop
ment projects and inadequately low levels of research and educational support. 
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FORESTS, LAND AND WATER: ISSUES IN SUSTAINABLE DEVELOPMENT
 

EXECUTIVE SUMMARY
 

Sustainable Development
 

Environment and Development
 

1. Environment and development are intertwined. The sound management
 
of natural resources, including forests, soils and water, is a prerequisite to
 
economic development; and economic development, in turn, is necessary for good
 
environmental management. Economic development and associated education,
 
industrialization and urbanization will be the major factors slowing popu
lation growth, reducing pressures to convert marginal lands to agriculture,
 
providing the capital to reduce pollution, and permitting the planned,

rational use of natural resources. If growth is pursued without due regard to
 
its immediate impact on the environment and natural resource base, it can
 
jeopardize longer term development. But sound resource management in the
 
absence of economic growth is not feasible in countries where poverty and
 
population increases are major contributors to resource degradation.
 

2. The concept of sustainabl: development acknowledges the importance
 
of economic growth, but it differs from previous concepts of development in
 
its recognition that natural resources are finite and that the wasteful use of
 
resources today will cause an unnecessary sacrifice of income and wealth in
 
the future. With this in mind, a sustainable development approach encourages
 
looking beyond immediate preoccupations in order to detect unsustainable
 
practices in their early stages when they are easier and less costly to
 
address. Linked to this strategy is the view that forests, land and water
 
have important ecological functions not easily measured in economic terms, and
 
the belief that new knowledge and growing shortages will increase their future
 
value. Given these premises, a sustainable development approach tries to keep
 
open as many options for future choice as possible, and it urges caution when
 
considering any undertaking with irreversible environmental costs.
 

3. Those who support policies based on sustainable development

acknowledge the strong incentives for both governments and individuals to
 
maximize short-term gain. They recognize that the need for quick returns
 
affects policies in countries at all levels of development and is particularly
 
pressing in poor countries which have serious economic and social problems.
 
For this reason, advocates of sustainable development encourage a broad
 
development of awareness about the implications of current rates of natural
 
resource utilization. They also support a broad participation in future
 
choices and in the distribution of any future benefits from sound resource
 
management.
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he towenni bills Leslie Crawford explains m oves
be$;de the southern 

anPo ofPue to safeguard Chile's forestsT Montt are, on closer 

inspecto. against excessive exploitationdays they Witllchips In a fewm or wood 

diapear into the vaults of 
Japanese freighter. only to be 
replaced byi mure hills for 
export

Puerto Monti's artificial 
Landscape is the product of an 
Industr, that did not ena live 
years ago The business is 
domiuted b)Japanese corpo 
rations such as Mtsubishi.
C-Itoh and Daio Paper which 

could not resist the temptation 
to exploit Chile', vast temper 
ate forests and open door pol. 
c) towards foreign investors 
The voraciousness with 

which the Japanese have plun. 
dered Chile's virgin forests 
exporting ,LMo6t 2n tones 
wood chips laist year - has 
provoked a nationa l ou tcry 
The country's growing envi. 
ronmentalist lobby Is con 
cerned that protected petl. 
such as the Araucaria pine 
which can live up to 2,000 
years. are being shredded sn 
seconds 

The uwmills have also 
dra.r'3 the attention of Chile's 
Forestry Corporation. Conal 
"The problem is that the Japa 
Dee buy logs from small land 
owners, %ho are cashing in on 
this lucrative new business 
with scant regard to Its envi 

MrInmentalimpact." saysJuan 
Mola. a forestry engineer at 
Conaf 

in theory, the felling of 
native woods rtques the prior 
approval of Cons!, but Moys 
says his corporuton does not 
have the manpower to police 
Chile's 7m hectares of virgin 
forest He estimates that more 
than one-third of the wood that 
reaches the sawmills s felled 
lleially

The Ja anese companies will 
Dot give interv'ws to foreign 
journalists or answer wntten 
questions on the ecological 
Impact of their activities But 
the) are gradually relenting 
under a barrage of adverse 
publicity 

Conal recently extracted a 
"pobcing tai' of I per tonne 
from the sawmills that will 
help the corporation step up Its 
war against clandestine fell 
sags Part of ths money may 
ie Invested in a satellite sur 
vetllance uystem 

The sawmills have also 
afeed to hand over nforms 
bon on theLrsupplers 

Cona is currentl) dralting 
Dev. regulations lur the "rstio-

T 

L 

, 


ck 
9 

, 


cdaIly." says Moya He belie've 
that they could even be given a 
Des lease of life with the selec-
tive felling of diseased or over. 
manrr trees Lnd modern con 
aervation techniques 

However, the forthcoming 
r%V.l.auons have Lhile's small 
landowners up In arms 
Guillermo Guell, president of 
Corma, the pinvate sector's 
wood corporation. regards any 
Dew restncuon on the forestry 
business as an unjustified 
attack on private property 
-We Live offthe forest, so we 
don't need anybody to tell us 
boy. to look aLter it- least of 
all trndy ecologtots sitting in 
Santigc apartments." be says 

Guell blames the contro, 
v'ersy over Lt wood chip bust 

es on envirtnmental groups. 
Maland controlled use of vi'. which he refers to as "Eur 
gin forests "With responsible pean and American neo-colo 
management there ,ano rea nialists, how dare the) come to 

son why native forests should tell u) what to dr with our 
not b exploited commer. forests " 

( 


, . 
-

Yet with the exception of the 
Japanese, multinationals 
investing in Chile's booming 
forestry and cellulose industry 
have chosen not to touch 
native forests They have 
either bought, or introduced, 
'man-made" plantations of 
rldiata pine and eucalyptus 

"Virgin forests are a no-go 
area It is Just too hot a politi 
cal issue." says Alberto Rubin 

mein,the head of Shell's for 
estry division 

Jose Luis Lopez, the mi 
mentative of Carter Holt lar. 
ve 's interests so Chile. says 
"We only useman made for. 
ests They are more cost-eft 
cient and we believe in the 
conservation of native ape. 
ces " 

Store Europe's biggest paper 
and pulp manufacturer, is cur
rently investing in radiat.a pine 
plantations in southern Chile 
which will eventuly supply a 
planned 4.,000 tonnes per 

, plant The totalmv.tment,,L a jointventure 

wih Chile- ulosa co.coud reach $12bn 

says Gustavc.nat-Storive forests."will not go near 

Romero. the company.'s genera: 
manager in Chile "itistoo 
dangerous to t suchfopereth 


undamental pan ofour ecc>
 
system" 

Carter Holt Harvey, Shell 
and Stora have invested ovur 
I14bn in Chilean forestry over 

the past five years - buying 
plantations. budding uwnulls 
,nd cellulose plants Chile's 
unbeatable comparative advan 
tags for growing radiatapine,
 
and the government s gentrous 
reforestation incentives, have 
created this foreign investment 
surge Exports of timber. cellu. 
ose, furniture and wood chips 
n.Dow total M8Om a year. and 
s aren sette tocendouble by theturyar,trtunofthe century' 

ipson Paper of the US ia 
e r a I7ii pulp Meillg 5stm 

In atsociation with Chile's 
Largest paper manufacturer, 
the Compaius Manufacturera 
de Papeles y Cartones Fletcher 
Challenge of Nes Zealand and 
Pathfinde: Investments of the 
US are also in Chile 

The most recent arrival is 
Switzerlands Attisholl Hold. 
ings. w.;ch wants to build a 
8 ft mill so the19rn k paper 
south 

A.l have pledged to incorpo
rate the Ltest environment. 
friendly technology in the 
treatment of pulp mW] efflu-

Thents 
The magnitude of their 

Lvestments is another factor 
that singles them out from the 
Japanese Japan may be 
Chle's second biggest trading 
partner," says Lopez "but the) 
have few investments in 
Chile" It only takes between 
1Sm and 13m to set up a saw 
mill, and the export of wood 
chips doubles the return on the 
original investment in under a 
year


Lopez is worried that the 
unchecked growth of wood 
chip exports could eventualy 
tarnish the imagr of the for 
emtry industry as a whole But 
Rubmstein sees some positive 
developments in the behaviaur 
of Japanese corporations "Mit 
subishi is beginning to buy 
eucalyptus plantations." he 
ays

Daio Papers recently
 

announced a In-year invest
 
ment programme to reforesi
 
50.000hectares with eucalyp 
tu and build a pulp millanc 
wood chip plant Rubinstein u 
heartened by their decision u
invest an renewable natura 
resoure 'It shows the> art 
ftnill) to environresponding
mental concerns," be sav 
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A SURVEY OF RESOURCE AND ENVIRONMENTAL ACCOUNTING
 
IN INDUSTRIALIZED COUNTRIES
 

Abstract
 

Several industrialized countries have explored or are in the process of
 
developing alternative methods to account for the economic implications of
 
-environmental degradation and resource depletion. There is a general perception
 
that the conventional national accounts reflect environmental and resource
 
changes poorly and thus may generate estimates of income levels and growth that
 
are not sustainable. Because of their often severe resource and environmental
 
problems, similar concerns are being expressed in the developing world. Should
 
these countries decide to undertake their own programs in resource and
 
environmental accounting, they may benefit from the experience being gained in
 
the industrialized countries.
 

The purpose of this report is to survey accounting efforts in several
 
industrialized countries and to evaluate them to the extent possible, with the
 
understanding that many of the programs are in their initial stages and are,
 
thus, undergoing continual revision. All the approaches surveyed can be
 
classified into four groups. The first approach involves the identification of
 
pollution-abatement and other environmental expenditures. This approach
 
characterizes official efforts in the United States, although similar statistics
 
have been prepared in France, Germany, and the Netherlands. A second approach
 
is to account for flows of and changes in the stocks of resources using physical
 
units of measure. Most of the Norwegian resource accounting activities are
 
along these lines. Similar physical accounts also exist in France. A third
 
approach is to adjust GNP and NNP by subtracting out the value of natural
 
resource depletion. This technique has been applied in Indonesia by Robert
 
Repetto and his associates at the World Resources Institute. Similar activities
 
are underway in China and Costa Rica. Finally, there are approaches that
 
attempt a comprehensive resource and environmental accounting in both physical
 
and value terms. Early Dutch efforts and the approaches of Peskin and of staff
 
members of the U.N. Statistical Office fall into this category.
 

These various accounting approaches are described in terms of how they
 
respond to perceived deficiencies in the standard economic accounts. Problems
 
of implementation are also identified. The report then focuses more directly
 
on the various country efforts and, in particular, their objectives and their
 
data needs.
 

The principal findings of the survey are as follows:
 

1. 	 Most approaches attempt to address one or both of the two major
 
functions of conventional national accounting (performance
 
measurement and data framework).
 

2. 	 Regardless of the intent of the various approaches, they may better
 
succeed in addressing one function more than the other. Thus, each
 
approach should be judged on its actual as much as its intended
 
outcome.
 



3. 	 The approaches differ significantly in their complexity and
 
coverage.
 

4. 	 The differences in complexity and coverage reflect not only the
 

relative emphasis on the two major functions of national accounting
 

but also different policy objectives.
 

5. 	 While the approaches may have different structures, reflecting their
 

different emphases and policy objectives, they may be similar in
 

their data requirements. Thus, extensive debate over the relative
 

merits of each approach, as a prerequisite to implementation, may
 

be unnecessary or even counterproductive.
 

6. 	 Because of missing information--especially regarding data
 

development costs--it was not possible to determine the
 

cost-effectiveness of the various country efforts and the
 

implications of these efforts for policy-making.
 

Because many resource and environmental accounting programs are still in
 

their initial stages in the industrialized countries, there is, at present,
 

little applicable experience that can be immediately transferred to developing
 

countries. However, the findings suggest that, should a developing country wish
 

pursue its own program of resource and environmental accounting, it need not
 

make a firm commitment to any particular accounting approach before data
 

development begins. Data collected to support an initial approach most likely
 

will support alternative choices in the future and may be valuable for other
 

purposes as well. A final decision regarding framework or system design and the
 

depth to which the approach is implemented should reflect a comparison of the
 

iiidividual country's policy needs with the resources it can devote to data
 
development.
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Jessica Mathews 	 "Recycling is bursting outThe Year TheymcethcnnioaIrallrM 1W 	 over." 

Mulchedeach 

(I 1 stnias Trees 

IUbiggest .nvirtmnental news of 1990 may ta'n 

out to have been its weather, the hottest ever reDxd-
ed. But itwill bseveral weeks before computers 
churn out the.final measurements of 19908 gloal 
average temperaure. Until then, notable eviets and 
trends of the past ear size up like this 

Best The United States' predicted soid waste crisis 
may be averted before it isfully upon us.Recycing is 
bursting out all over. From paper, plastics nd maga-
ines to Chriqas trev, American consumers and 

corporations are tacking our mountains o garbage, 
most of which still goes to nearly fulllandfills. 

Incity after city, cocurner participation in new recy-
cling programs far exceeded predictions. Seattle recycled
37 percent of its waste in 1989, well on the way to its 60 
percent goal in 199A The city evenI makes "Seattle 
beige,' a recycled latex paint. Recycling of newsprint was 
beld back by a shortage of de-inking plants, but with the 
new capacity under fcbo fl in 1990, production wl 
louble by 1992. Exciting new tekilogy developed this 
year for recycing magazines meam that 30 percent to 40 
percent of them could be recycled by mid-decade, up from 
-Jess than 5	peret today, 


on by coruner demand,mine of the out 

try's largest coratins are actuay showing leader-
ship. 'We have identified a new aiisum er need not to 
feel guilty,' said Procter and Gamb. While that hardly 
sunds msPtrng, P&G Chairman E.L Art t* his 
shareholders this year that the United States can reduce 
its solid waste stream by an extraordinary 70 pent, 
and P&G wll plan accordingly. The company, whih 
aready markets some of its roducts in 100 percent
recycled plastic cmxtaiel plans to help develop large-
scale unicipal conpostig to replace amdfills (nwhich 
almost nothing biodegrades), and said it would develop 
fullY compostable disposable diapers. 

Pepsi and Coca Cola simultaneously announced plans
to market their sodas in recycled plastic bottles. McDcon-
alds, under constructive pressure from the Environmen. 
tal Defense Fund, abandonned its mciamshe r packages in 
favor of paper. By that single step the company reduced 
itsvolume of garbage by 90 percent and the national 
market for foam packaging (still made with atmospleri 
cally damaging chemical) by 8 percent. 

Oh yes, about Christmas trees The Swedish retailer 
Ikea does a brisk business renting rather than selling 
trem Upon return the trees are turned into mulch, 
which isgiven to the renter. 

Fasatet The French TGV train continued to mash 
rd speed recods, beat 320 mph on May 18, 

confirming that the goal of =.nmnercial speeds of about 225 
rails" technology. At that speed, Boston and Washington are 

one hour from downtown New York, and San Frarpds
cM less than 2 hours from Los Angeles. Europe plan3 a 

network of 19,000 miles of high speed rail lines by 2010. 
Slowest: Congress completed a comprehensive re
eawrite
of the Clean Air Act as the elapsed time clock 
neared 10 years. Former president Reagan get most of 
blame,with Hous Commerce Comittee Chairman JohnDingell (D-Mich.) a solid second. 

Missing: Almost half ayear into itstd oil crisis, the 
country seems not to notice that not having a national 
energy policy is costly. Among the questions yet to be 
addressed: What is the tolerable tipper limit of US. 
dependence on oilimports? Fifty percent (about where we 
are today), 90 percent, lower? Is it wise to be the only
industrialized country in the world that does not tax 
gasoline heavily? Have the others got it right, or do we? 
What are the economic consequences of an energy produc
tivity level half as high as Japan's and Western Europe's?
Are we willing to use price signals to improve energy
effiency, or should we rely solely on unpopular regulation?

Quote of the Year: We have a hands-down winner by
J.IKSpradley, member of the U.S. delegation to a 
conference on climate change, addressing members of 
the delegation from Bangladesh. "This isnot a disaster,it 
inmerely a change The area won't have disappeared, it 
will just be under water. Where you now have cows, you 
will have fish." 

What to Watch for in 1991: The Bush administration 
plans to announce its version of anational energy strategy 
early in the year. Whether Congress can deal coherently
with it isan open question. The endless energy battles of 
the 1970s have left lasting bruises on Capitol HMll.
Members are loath to approach the subject again. The 
De-mocratic Party in particuar bcks l 
and influential spokesmen for them--on energy.

U.S. policy on greenhouse warming is a closely
related question. In February the White House will host 
the first negotiations of an international global warming 
regime. Together with the Soviet Union, the United 
States is the only remaining industrialized holdout 
against targets to limit its carbon dioxide emissions. If 
U.S. policy doesn't shift, expect repercussions. The new 
world order isnot only being shaped in the Persian Gulf. 

New on the agenda next year will be how to come to 
grips with natioal over-reance on the automobile. Envi 
rorta, energy, regionl land preservation, urban neigh

r eai d that 
none of ther various goals can be met without a more 
borhood and other interest groups have finally 

balned approach to transportaton.Lok for an unprece
dented apack on the Highway Trust Fund and related 
federal po ntcieHF 

t 
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Ecologi.cal Issues Come in All Colors
E cossuogi al s o m e in N11Col rswith Large-scse environmenttal and health and economic imp cta of environments 

Impact& These types of development are regulation the ethnic community IIon 
w Environment: Mainstream ethnic communities of Southern Calfornia. rertore the quality of If9 in the urban not wanted inthe community; they don't return, a whole new constituency will &OfnflSome people uy that the environmental environment.grups are tuining to issues movement Isracist and elitist. This is not at In a county that itquickly provide the type of Jobe needed to enhance to strengthen the movement.moving close to an ethnic majority, it is the local economy.

fecting h 3 al:true. Granted, the average Income of a crucial that the environmental movement In order to ensure a thriving economy Ton Soto, a board imarnbrof IJU Cahition 
S eSierra Club member is $76.000 per year and penetrate and become assimilated Into the that is environmentklly eound, we mnut for CZean Air atidf zc Los Angel chapie,and there is growing minority the World Wildlife Fund's annual budget ethnic communities of the region, develop a common ground on urban envl- o, te Leagueo Conssrvleion Voters. was 

of $50 milion is mre than most county These groups will not only seek preaer- ronmental issues. The modern environ- fari Day dir&ctorfor L-s Angeles.
particlpatDn ili the IOVe . health-care Programs. But organizations vation of rivers and forests, but will 
By TOM SOTOlike the"e are now turning to gras-roots struggle to nreserve park space; pursueactivities, applyin their resources to asists dialogue witia land.use decision-makers toIt hra often struak me, a in environ- In developing Land-use and envirmmental prevent Insensitive developments, and momental activist, that out of thE hundreds of It:ruesafectin ehoic communities. bilize communities to protest proposedpeople I marched with acains. a nuclear The Earth Day I air In Eapoelton Park developments that may have negativepower plant, or tat with in a boardroom on April 22 was t e first environmental impact on health as well u the environprotesting a decision where economics event In the Us Angeles area where a menu
overruled the eniroiment. I was in most majority of those oanstage and of the 30.000 With the emergence of an urban envicases the only Chicano tnd often the only people attending were persons of color. ronmental movement, the philosophy of person of color present. 

The 
This was ample evidence that the environ- conservation is appropriately expanding toIrony of this ts that pollution doos mental movement Is er.ering a new era. Include development. Inner-city commudlscrminate-In effect, It observes racial This Is how the movement should be nities are Increasingly demanding the rightand economic lines As cQnJdersbly structured, reflecting the need not only to to Influence the landscapes of their neighworse In the disadvantad areas and preserve our natural reworces, but also to borhoods.
 

Environmental Issues are going beyond 
trdilonal economic and class lines. We 
now understand that an incinerator in East 
Loos Angeles not only Impacts the localcommunity but the whole air basin. An 
more of these trarts-class issues are Identi
fled and developed, we will also witness
'The Earth Day Fair In the marriage of Westaide environmental
 

, 
Exposition Park April 22 support to Eutaide issues and an Increase
 

of ethnic community participation in the was the first mainstream environmental movement. 
the area where a majority- Proposition 128, or "Big Green," the Envi

ronmental Protection Act of 1990. Backed 
of those on stage and by such LaUno leaders as state Sen. Art

Torres (D-Los Angeles) and Los Angelesattending were City Ccuncilman Richard Alatorre, the 
pesons of color.' batlot measure Is spreading concern about 

_the environment In ethnic communities. 

4. Proposition 128 has support from groupsLike Mothers of East Los Angeles, which, in 
cooperation with the Natural Resources 

-7 Defense Council, has filed a lawsuit to 
r_ prevent construction of the proposed Ver

.*. - " ' non Incinerator. 
There has also been a strong show ofsupport for politicians from both Westalde 

A and Eastside who oppose the Vernon and 
East Los Angeles Inrinersinra Al wlt A* 
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Women's Group Seeks Environmental Role
 

By MARVINE HOWE 
Alarmed by the deteriorating health 

of the planet, women from around the 
world have come together to demand a 
bigger role In all levels of decision-
making on the environment and devel-
opment.

In a four-day session that ended Mon. tion on the environment and develop-
day, 50 women met at the United Na- ment. 
lions Church Center to establish a qProtectlon of natural systems. 
worldwide network for bringing their qDevelopmew of a code of earth 
agenda into the environmental debate. ethics. 
Their Immediate goal Is equal repre- The conference took health as Its 
sentation at the United Nations Confer- central theme, Inspired by the work of 

who heads the Interna-ence on Environment tknd Deveiop- Dr. Ber,ell, 
tionfil Institute of Concern for Publicment InBrazil In1992. 

In- Health, based In Toronto. For the last
The international committee 

12 years, Dr. Bertell has helped organ-
cludes leading environmentalists like 
Vandana Shiva of India; Wangarl Maa- ie communities and individuals whose 

thai of Kenya, a grass-roots organizer; 
Dr. Rosalie Bertell of Canada, an envl-
ronmental health speciallst., and radi-

Clairecal environmertalists like 
Greensfelder of the Earth Island Insti-
ute InCalifonira. 

In poll 
cy-making on environmental and 
development Issues," said Bella Abzug. 

Women have be n "invisible 

of the Women's Foreigna founder 
Policy Council, the meeting's sponsor. 
Tnhe participants put together aplpn to 


mobilize their local constituencies and 
lay the groundwork for their own con-
gress In Miami in November 1991, the 
Brazil conference In 1992 and other ef-
forts over the next decade. 

'A Real Learning Process' 
Although they came from diverse 

Latin Africa,cultures In America, 
Asia, Europe and North America, the 
women had little difficulty In reaching 
a general consensus on their basic 
goals, principles and plan of action, 
They differed mainly in style, with 
some of the more radical campaigners 
fiercely attacking governments viewed 
as antl-environmentalist. 

Libby Bassett, an American envIron-
mental consultant, said the congress 
did not become a regional debate or a 
struggle oetween the first world and 
the thir'. She described It as "a real 
learning process In which we worked 
out an alternative way of planning the 
planet." , 

The plan of action sets these main 
goals: 

qFull partilcpation by women In en-
vironment policy at all levels, 

qFreedom of choice in family plan-
ning.

qRedefinition of development on the 
principle that Investment must not de-
stroy the environment. 

qlncreased education and Informa-

credse 


e-dths 

drIlis-what
development is 

g p
'keepin the 

natural systems 


e 
atlaiflve ' 

health Is threatened by Industrial and 
military pollution. 

"Everybody agrees that the environ-
ment Is sick - the Earth and air, 
water, forests - and that what we want 
Isa healthy, balanced environment," 
said Chodchoy Sophonpanlch, presl-
dent of the Thal Environmental and 
Community Development Association 

Maria Eugenia de Cotter, director of 

Brief reports from the Industrialized 
and developing world on the health of 
the environment were equally grim 

"What we have tray is maldevelop 
ment. wealth and poverty," said Dr. 
Rostna Wiltshire of the Caribbean Con
servatlon Association in Barbados 
"This distorted concept of develop 
ment will ultimately lead to the de 
structlon of the planet." 

In Thailand. people either don't know 
or don't care about environment. Ms. 
Sophonpanich said. She stressed that 
many laws have not stopped deforesta 
tIon, either at the hands of business
men or villagers. 

in India, economic development has
Improved the ual op lie, s 

lifesaid
not 

Improvedamhr udity of 
ecology. "New consultant on 

oo d prtechnologies have In. 
but te mcreaedfodpod 

jority cannot afford to buy." 
"In Africa we have no choice; we 

know we're doing the 'ronBthing but 
else can we do?" said Gertrude 

the CentralMongella, a member of 
Committee of Tanzania's governing 
party. She said Impoverished women 

among those who routinely exwere 
plot the environment, cutting down 
trees for firewood, growing tobacco, al

overgrazn and using pesti
cides. 

"Even If there's a woman at the top, 
they can still destroy environment 
very thoroughly," soald Bernadette 
Valiely of the Women's Environment 
Network In Britain. She pointed to n 
crisis in the country's health service. 
as well as acid rain, poverty and high 
levels of pollution. 

Concern over "the %varof resources'" 
was voiced by Perdita Huston, an 
American writer on women in develop
ment. Noting that most natural re
sources are found In the third world, 

the Arlas Foundation of Costa Rica, particularly In the south, she warned 
that "the world Is heading for a realsaid that healthy development means 
south-north confrontation.""keeping the natural systems In bal. 

But Ms Maathai, rounder of Kenya'sance, whether it be the human system 
Belt tree-planting movement. or the ecological system." Green 

Tamer Eshel, a former member of cautioned, "It'seasy to accuse the 
they have brothers In the

the Israeli Parliament, said that up to north, but 
south who make it possible to exploitnow, women have been out of the envi. 


ronment policy process. She felt that our resources." She said that memrhers
 
of local power elites must be madethis would change now, adding that her 
aware of "threats to all forms of life,

own government had asked her to re-
port on the results of the meeting. even the butterflies." 

4\
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Environmental Policy and The Public Revenue in Developing CIuntries
 

Abstract
 

By Dennis Anderson
 
The World Bank, Environment Dept.
 

The paper analyzes approaches to environmental policy in
 

It reviews the policies of taxing pollution and the
developing countries. 

alternatives of regulating it, and the roles of public and private
 

a wide range of
investment in environmental improvement. By reference to 


environmental issues, it shows that the 'tax approach' to environmental
 

policy will generally be the better instraiment in many circumstances,
 
of toxic wastes) in others, public investment (e.g., in
regulation (e.g., 


afforestation and soil conservation) in others, and sometimes a combination
 

of the three. However, the developing countries would be better served by
 

following the tax and investment approaches to environmental policy in most
 

situations, rather than the regulatory route that the industrial countries
 

have followed (often exclusively) over the past century.
 

The paper also reviews issues to be addressed in the
 

implementation of policies: their effects on efficiency and growth, on
 

income distribution, on employment and earnings opportunities, and on trade
 

and investment; the macro-economic context (stability being crucially
 

important for the implementation of successful policies); their
 

administrative requirements; and, not least, their financial requirements
 
can be designed
and 'affordability'. An underlying theme is that policies 


to be both socially beneficial and environmentally beneficial. Indeed,
 

this should be the primary aim when setting environmental standards and
 

deciding on the instruments of policy to be used to meet them. Areas for
 

fi~qruq7dF-t-1-enracawerhqrpal-cn 
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Democratic Change in Africa . '1 prather 

Herman J. Cohen, Assistant Secretary for Afican Affairs 
Address to the African American Instiute, 
Washington, DC, November 8, 1990 

am pleased that the Afsrican-
Amerian Institute has offered me 
the opportunity to diss Lemo-

cratic Change in Africa." 
This is, indeed, a time of positive 

change in Africa, and not only in the 
realm of politics. Africa is changing its 
economic orientation and its approach 
to international relations. All of these 
changes are mutually reinforcing and 
all are supported by the US govern-
ment, as well as by Africa's many 
friends among the American people. 

Democracy and market economics 
have made huge gains throughout the 
world in the past few years, and their 
triumph has helped to create a new 
climate in international relations, a 
climate of cooperation and deepening 
commitment to collective security, 
Economically, Africa began to move 
toward free-market policies even 
before the peaceful revolution in 
Eastern Europe. Positive political 
change had a headstart in Eastern 
Europe and Latin America, but now 
Africa, too, has responded to the giobal 
rebirth of hope for freedom, 

Some African countries began to 
abandon the outworn statist economic 
model as early as 19&. Now, slmost 30 
African countries have embarked on an 
economic transformation by imple-
menting structural reforms designed to 
place them on the path to sustained 
economic growth. Throughout the 
continent, nations are beginning to 
foresee the benefits of decentralizing 
their economies, 

As Secretary Baker noted in his 
remarks to OAU [Organization of 
African Unity] heads of delegation at 
this year's UNGA [UN General 
Assemblyl, US support for Africa's 
economic transformation has been 
continuous and substantial. For 
example, several years ago we placed 
our development assistance on a grant 
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basis. And we already have forgiven 
more than $800 million in old economic 
assistance debt owed by African 
countries implementing economic 
reform programs. 

But we believe that sustained, self-
generated economic growth can take 
place only in a political environment 
that allows people to have confidence in 
their government and their future. 

Africans, too, have come to realize 
that development and democracy go 
hand-in-hand, and that is one of prim-
ary reasonz for the wave of democratic 
reform thaL is sweeping the continent 
today. As the 1990 OAU summit 
communique pointed out, Africa's 
economic transformation depends on the 
"participation of our peoples in the 
process of government. We accordingly 
recommit ourselves to the further 
democr dzation of our societies and the 
consolidation of democratic institutions 

in our countries." 
Of course, the linkage between 

democracy and development is not the 
only reason that African countries are 
rejecting authoritarianism and turning 
to pluralism. 

Africans Have Early Start 
on Democracy 

Democracy had a foothold in Africa ien 
before the recent stunning events i'i 
Eastern Europe. Botswana, The 
Gambia, Mauritius, and Senegal P.re 
longstanding examples of African 
pluralism. Their success and the success 
of Namibia's multi-party elections, as 
well as the collapse of the authoritarian 
one-party model throughout Latin 
America, the Pacific Rim, Eastern 
Europe, and the Soviet Union itself, 
have inspired other African countries to 
take another look at their 
political systems. 
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In some countries, wise leaders
 
realized that the authorit.rian model
 
was bankrupt, that it acted to inhibit


than promote economic growth, 

to exacerbate rather than diminish 
ethnic tensions. These leaders chose to 

become architects, rather than victims, 
of change. 

But in most cases, the impetus for 
change came from below. It came from 
the workers and the unions, the clergy 
and the churches, the students and the 
universities. In short, it came from the 
people of Africa. 

Like people everywhere, Africans 
want and need freedom. And they want 
what the one-party model has so 
singularly failed to provide: govern
ment based on the equality of all groups 
rather than dominance by or 
favoritism toward one; leaders inter
ested in national development rather 
than the limited perspectives of 
patronage politics; economic policies 
that promote rather than preclude 
individual enterprise. 

It is, of course, too early to predict 
whether Africa's movement toward 
political pluralism will continue, or even 
whether the gains made so far can be 
sustained. But I believe that there is 
cause for optimism because the impetus 
for change has come from the people.
And now that change has begun, 

the people are likely to keep the 
pressure on. 

Pace of Change Is Rapid 

The pace of democratic change in Africa 
over the past year and a half has been 
remarkable. And it continues to 
accelerate. Independent Namibia was 
born as a democracy. Gabon already 
has held multi-party legislative 
elections. Nigeria. Africa's most 
populous state, continues to move 
toward the restoration of civilian 
democratic rule, with national elections 
scheduled for 1992. Benin, Mozam
bique, and Angola have renounced 
Marxism-Leninism in favor of multi
party democracy. Many other African 
states, including Cape Verde, Cote 
d'Ivoire, Guinea, Lesothu, and Zambia 
are undertaking or actively considering 
democratic reforms. The list goes on, 
and it gets longer almost by the day. 

The debate within Africa on the 
correct path of democracy often 
emphasizes the issue of tribalism. 
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Sudan Facing Impending Food Crisis 
Jeffrey Davidow, Acting Assistant Secretary 
for African Affairs 
Statement before the Subcommittee on Africa, House Foreign Affairs Committee, 
Washington, DC, October 25 1990 

vents in the Middle East and 
stories of an impending food 
shortage have focused atten-

tion recently on Sudan. I would like to 
discuss first the food crisis, since it will 
have an immense human impact. This 
is a matter of extreme concern for us. 
We brought our Ambassador to Sudan, 
James Cheek, back to Washington 2 
weeks ago to discuss this very issue. 

We are now at the end of Sudan's 
rainy season, which precedes Sudan's 
main harvest in November. It became 
app,2rent in mid-August that the rains 
this year were failing badly over many 
areas of the country. As a result, the 
harvest will be substantially below 
normal. The precise extent of the 
deficit cannot be stated until the 
harvest is finished in November, but 
rough estimates are that the harvest 
will be at least 500,000 tons, and 
perhaps as many as I million tons, 
below normal. At that upper limit, 8-9 
million people across Sudan would be at 
risk. This would include the 3 million 
people displaced by the civil war and 
fed by the UN-sponsored Operation 
Lifeline Sudan (OLS) relief effort, as 
well as some 400,000 refugees receiving 
international assistance. 

We, the other donors, and the 
United Nations have raised this issue 
xith the government of Sudan. We 
ave told the government, in the most 

rorceful terms, that a major emergency 
Bpending, that it can be handled only 
)y a coordinated international relief 
!ffort, and that Sudan must request 
iuch an effort. Our Ambassador in 
3udan ha raised this directly with 
head of state] Lt. Gen. [Umar Hasan 
khmad] a-Babhir, and we have raised 
t with numerous other government 
)fficials. 

The government apparently is 
aware of a problem but has downplayed 
its magnitude. The government has 
requested a food assistance program 
from the United States for next year at 
the level of $150 million ($100 million 
Title I/Loan and $50 million Title Il/ 
Grant). This would be channeled 
through the government for distribu-
tion or sale. What the government has 
not done is to request a food relief 
program, which would involve the 
donors, the United Nations, and 
various non-governmental organiza-
tion, that would get the food to 
elements of the population most in 
need. Our estimate is that if I million 
tons of food are needed, 300,000 tons 
could be moved through the relief 
network to reach those most in need, 
and the remaining 700,000 tons could be 
moved through the normal Sudanese 
commercial distribution network. A 
relief program will be necessary to 
prevent wide-spread starvation in 
Suan next year. 

US Government Response 

The United States is not waiting, 
however, but has begun planning to 
deal with the emergency. As I said, we 
have told the government what it must 
do to energize an international re-
sponse. We have been in contact with 
other donora and the United Nations. 
We are prepared to supply up to 
100,000 tons of relief food, plus addi-
tional food for commercial distribution, 
subject to budgetary limitations. What 
I must emphasize, however, is that the 
needed relief program will not be 

possible unless the government of 
Suda,.n agrees to such a program and 
takes the practical steps to facilitate it. 

I know that you are familiar with 
the history of OLS, which has man
aged, with great difficulty and at great 
expense, to move relief food into 
southern Sudan. Khartoum's attitude 
toward OLS has ranged from ambigu
ity to outright hostility. The govern
ment has harased non-governmental 
organizations, interfered with relief 
flights, and, just last month, bombed i 
number of relief sites in southern 
Sudan, an action which we protested 
vigorously. The government must do 
better in 1991. If it doesn't, we will not 
be able to move the amounts of food 
needed. We also will need cooperation 
from the rebel Sudanese People's 
Liberation Army (SPLA). 

OLS moves a substantial amount of 
food into southern Sudan from Kenya 
and Uganda. We intend to continue to 
move food in this fashion and to 
increase the amount, but it cannot be a 
substitute for a nationwide program. 
At the most, cross-border food could 
reach perhaps a quarter of those in 
need. In addition, logistical difficulties 
will put a cap on the amount of food 
that could be moved in this way. 

Sudan and the Gulf Crisis 

Let me turn to the impact on Sudan of 
the Middle East crisis. The a-Bashir 
administration has had a friendly 
relationship with Iraq since it came 
into power in June 1989. Since then, 
Iraq has provided military assistance to 
Sudan. As Sudan's traditional sources 
of military assistance dried up, the 
Iraqi connection became even more 
important. We believe it was this 
military assistance that led Sudan to its 
current ambiguous stance on the Iraq/ 
Kuwait issue. 

- 'fically, Sudan has refused to 
condemn Iraq for its occupation of 
Kuwait. Sudan insists on characteriz
ing the issue as an inter-Arab dispute 
that should be settled by the Arab 
states without outside interference and 
has said that outside forces have no 
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Thank you very much, Mr. Chairman, for considering the views of the U.S.
 

Committee for Refugees (USCR) on war and famine in Sudan at this hearing of
 

the Subcommittee on Africa. Your hearing is timely. Although this
 

Subcommittee has been fully responsible and highly proactive during the last
 

few years regarding human rights and humanitarian issues in Sudan, never
 

before have so many Sudanese been at such palpable risk.
 

In August and September, I visited the region, out of USCR's concern that
 

famine of biblical dimensions was building in Sudan, while Operation Lifeline
 

Sudan (OLS), the international community's major m~chanism for responding to
 

the relief needs of displaced and war-affected Sudanese civilians, was nearing
 

collapse.
 

On one leg of my recent trip, I visited the flatlands beneath the
 

vibrantly green hills of western E'thiopia, where Mickey Leland and his
 

colleagues died-fourteen months ago. There, into three camps run by the
 

United Nations High Commissioner for Refugees for up to 400,000 refugees from
 

Sudan, small numbers of new refugees are now arriving with skeleton children.
 

Consistently, while I explored with them the conditions in their home areas
 

and of those left behind, the refugees would repeat to me, "They will come;
 

there is no choice."
 

I must tell you in all sincerity that I am scared. In Sudan today, we are
 

confronting the possibility of preventable human death on a massive scale.
 

The framework for responding has dramatically deteriorated in the last year.
 

If we wish to save these lives, there is little wiggle room, there are few
 

choices. In this testimony, the U.S. Committee for Refugees will propose that
 

the international community, led by the United States, give the highest
 

priority to the following concrete means of getting assistance to the people
 

of Sudan, with or without Sudan government approval:
 



o Begin a U.S.-led diplomatic effort to achieve the same sort of economic
 
embargo against Sudan as is now in place against Iraq---not to punish Sudan
 
for its support of Iraq, but to pressure the regime to permit an adequate
 
relief operation;
 

o Expand the capacity of cross-border operations from Kenya and Uganda
 

and extend them deeper into Sudan;
 

o Open new cross-border channels from other contiguous countries, such as
 

Ethiopia.
 

These recommendations must be considered in light of four points I would
 

like to make this morning, based on what I have seen and heard so recontly:
 

1. The looming humanitarian disaster in Sudan dwarfs any other in the
 
world today. Up to 11 million people in Sudan's north, south, and west
 
are at risk of starvation due to the twin plagues of civil war and drought.
 

2. This predicament is not entirely an accident of nature. The choices
 
of governments and other parties are largely responsible for the level of
 
vulnerability we now face. Choices we and others have made have not
 
helped. However, the government of Sudan has so far proven to be the
 
greatest obstacle to meeting the relief needs of affected civilians.
 

3. We shouldn't write off a single Sudanese civilian. The goal must be
 
to pDit in place a comprehensive, humanitarianly neutral relief effort to
 
reach them all. While working on that goal, which politically will not be
 
easy to achieve, practical initiatives that meet portions of the need must
 
be undertaken.
 

4. The United States should fundamentally reconsider its policy on
 
Sudan. The world has changed immeasurably in the last two years, yet the
 
U.S. approach to Sudan seems too rooted in the past to really confront
 
Sudan's need for peace and development.
 

The Humanitarian Disaster in Sudan Is Real
 

"Sudan is not a poor country by African standards: average income
 
per-capita is comparable to Kenya. There are many Sudanese millionaires.
 
There is, however, a gross maldistribution of income. Sudan contains
 
within it some of the poorest people in Africa." (War in Sudan, Peace in
 
Sudan Group, June 1990).
 

Eleven million of Sudan's poorest people are now at risk of starvation.
 

They are essentially powerless, largely southerners displaced by the civil war
 

and small farmers and other rural people in the west and north affected by
 

drought and consequent deteriorating agricultural conditions. The attached
 

map, adapted from an October 1 map produced by AID's excellent Famine Early
 

Warning System, shows that the population at risk is essentially nationwide.
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About half of the at-risk population is war-related, and half drought-related-

but the two forces are interacting to produce the level of vulnerability.
 

This contrasts somewhat with the at-risk population in 1988, which was made up
 

primarily of war-affected southerners, of whom a quarter-of-a-million died.
 

Already, thousands of people in Sudan are in motion in a search for food,
 

most to urban areas such as El Obeid, Juba, and Khartoum. However, as
 

delineated in a recent USCR report (Khartoum's Displaced Persons: A Decade of
 

Despair, August 1990), the government of Sudan has shown clear hostility to
 

displaced southerners moving to Khartoum. It has sought to relocate many
 

farther south, viewing them as inimical to the Islamic character of Khartoum.
 

This fact, combined with the to-date poor response by the governm.nt to the
 

at-risk population, will likely mean that some portion of those affected who
 

are in government-controlled areas may migrate to sectors controlled by the
 

Sudan People's Liberation Army (SPLA). While food conditions in the SPLA zone
 

are not good, competent relief operations do exist in that zone. Others of
 

those affected may make the major, life-threatening trek to became refugees in
 

a contiguous country. At present, about a half-million Sudanese are refugees,
 

largely in western Ethiopia and northern Uganda.
 

An undetermined, but not yet large, number of starvation deaths appear to
 

have occurred already.
 

Human Choices Have Been a Major Factor
 

Actions by the government of Sudan have been a major factor in creating
 

today's disaster.
 

The current government came to power on June 30, 1989, by military coup.
 

It overturned a democratically elected government. The sixteen-month-old
 

I 
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regime has a very narrow political base, largely rooted in Islamic
 

fundamentalism. I believe, as do a wide spectrum of other observers, the
 

Bashir government took power to forestall a peace process to which the parties
 

to Sudan's conflict had become committed in 1989. It viewed that process as
 

recognizing Sudan's cultural, ethnic, and religious diversity and thus as
 

incompatible with its narrow vision for Sudan.
 

The Bashir government quickly embarked upon a campaign of undermining
 

Sudan's democratic institutions; human rights conditions plummeted. Those
 

actions included banning political parties, newspapers, and trade
 

associations, purging moderates from the military and universities, and
 

eliminating most women from positions of authority. Our colleagues in
 

international human rights organizations have well documented and publicized
 

this deterioration, particularly Africa Watch in its thorough March 1990
 

report, "Denying the Honor of Living," Sudan: A Human Rights Disaster and
 

Amnesty International in its August 1990 report, Sudan: A Permanent
 

Haman-Rights Crisis: The Military Government's First Year in Power.
 

The hard line taken by the Bashir government has also been evident in its
 

unwillingness to seriously pursue any peace process to resolve the civil war.
 

While engaging in substantial rhetoric about its peaceful aims, it has engaged
 

in no peacemaking. It has grossly reinforced its military and aggressively
 

used it--without success--in the field.
 

Early on in its tenure, the Bashir government made clear its
 

dissatisfaction with Operation Lifeline Sudan (OLS). OLS was a unique
 

international effort undertaken with the agreement of both the government of
 

Sudan (the Sadiq government) and the SPLA in early 1989 after the starvation
 

horrors of 1988. OLS was unprecedented in that it was initiated as a
 

humanitarianly neutral relief effort.
 

It may well be that such an operation in a civil war context can only come
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about under very limited circumstances, including that the government involved
 

is locked--no matter how involuntarily--into a peace and reconciliation
 

process (as was the case with the government of Sadiq al Mahdi, which opted
 

into OLS). Without such a circumstance, the temptation of a government to use
 

the tools it possesses by virtue of it3 being a government--control of access
 

by United Nations and other relief organi.ations, media, etc.--is too great.
 

In the case of Sudan, government representatives made clear early on that
 

there would be no OLS unless it comported with the government's military
 

strategy. For example, Brigadier Dominic Cassiano said this plainly in his
 

meeting with me and with John Prendergast of the C~nter of Concern in the fall
 

of 1989.
 

As a result, a clear pattern of government action emerged in which relief
 

trains didn't move, relief barges remained moored at the docks, flights by the
 

International Committee of the Red Cross were increasingly curtailed. This
 

pattern was evident throughout the last year, but culminated with the bombing
 

of OLS relief sites in south Sudan last month. Some of these bombings
 

occurred while UN and Red Cross planes and personnel were on site. Fir some
 

months, a combination of manipulation by the Sudan government and poor choices/
 

performance by OLS itself has rendered it essentially moribund.
 

The only element of the relief operation that has consistently worked well
 

is thie land-based cross-border operation from Kenya.
 

The United States has been the major promoter and financier of Operation
 

Lifeline Sudan. The Office of Foreign Disaster Assistance, Food for Peace,
 

and other humanitarian elements of the U.S. government have done yeoman's work
 

in Sudan, and have clearly been responsible for saving many lives there.
 

Yet. I must confess, I cannot fathom many of the political choices the
 

U.S. Department of State has made in dealing with Sudan. I will return to
 

this point later. But regarding OLS, those choices contributed to its
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deterioration. Political parameters seem to have made the United States (and
 

the UN) too tolerant of the Sudan government's obstructions to Lifeline.
 

We didn't call a spade a spade as Lifeline deteriorated. It took Sudan's
 

alliance with Saddam Hussein to stiffen our position.
 

Saving Them All Must Be the Goal
 

There is no good way out of the current situation, barring a major change
 

in the framework. The numbers at risk are staggering; the primary response
 

tool, Operation Lifeline Sudan, is near collapse; the politics of responding,
 

always maximally complex in Sudan, are grossly complicated by Sudan's support
 

for Saddam Hussein in his confrontation with the world.
 

Having stated the obviouis parameters, I believe the goal of U.S.
 

humanitarian strategy is equally obvious. I think I speak on behalf of
 

virtually all in the private voluntary agency and religious institution
 

communities when I suggest that a comprehensive, humanitarianly neutral relief
 

effort for all at-risk Sudanese is the target. There can be no decoupling of
 

the needs of at-risk northerners from those of at-risk southerners. They are
 

all victims worthy of our assistance. Responding to their needs must not be
 

obstructed by understandable pique at the government of Sudan. Those who are
 

at risk played no role in that government's coming to power. Many, in fact,
 

are essentially viewed by that government as enemies at worst, and suspect at
 

best.
 

Frankly, the short-run prospects for achieving the kind of relief
 

operation I suggest is the goal are not good. The Sudan government appears
 

committed to its aberrant course. Earlier this week, it announced plans to
 

proceed with its previously declared union with Libya, and Colonel Qaddafi has
 

announced his potential intervention in Sudan's civil war on behalf of the
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government of Sudan.
 

In my view, one element of any approach to this situation must be a
 

U.S.-led diplomatic effort to achieve the same sort of economic embargo
 

against Sudan as is now in place against Iraq, The United States and others
 

that have continued during the last year to back multilateral assistance to
 

Sudan through the World Bank, International Monetary Fund, and others should
 

just say No! Only humanitarian assistance should get through. Such an
 

initiative should be undertaken not to punish Sudan for siding with Saddam
 

Hussein. Rather, it should be clearly targeted at getting Sudan to cooperate
 

in a reasonable relief effort for all at-risk Sudanese.
 

However, since the prospects are not good for early modification of the
 

Sudan government's recalcitrdnce, other initiatives must be attempted in an
 

expedited fashion. It should be clearly understood by all that no package of
 

"other initiatives" can substitute for a comprehensive, humanitarianly neutral
 

operation to which both the government and the SPLA are fully committed.
 

Nevertheless, this is not the time to do nothing, to let the pursuit of the
 

ideal inhibit what can practically be achieved now.
 

Sudan's situation is somewhat unique. It borders on eight other
 

countries, plus the Red Sea. 
 Also, a major portion of Sudan--perhaps the size
 

of Uganda or Ghana--is not under the control of the government. Substantial
 

cross-border relief operations into that area from contiguous countries
 

already exist. The land-based cross-border operations are ongoing and
 

cost-effective.
 

With or without Sudan government approval, the highest priority should be
 

given to:
 

1. Expanding the carrying capacity of cross-border operations from Kenya

and Uganda. Logistically, the resources exist in Kenya. The operation
 
out of Uganda has been very spotty, but can be improved.
 

2. Extending the routes of the current cross-border operations deeper

into Sudan. 
Land-based deliveries as far as Bor could begin as soon as
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next weeh if the resources were made available. Forwarding by water from
 

Bor to Ayod, Waat, and Kongor could also begin immediately. While there
 

are limits as to how far this can be done, the intent must be to bring
 

food closer to those in need.
 

food undoubtedly enters
3. Opening new cross-border channels. While some 


Sudan through informal channels, additional routes--such as through
 

Formalized routes are necessary, given the volumes
Ethiopia--are needed. 

Some may bridle at the thought
of supplies that are needed inside Sudan. 


of Ethiopia as a jumping-off point for relief transmission into Sudan. 


believe such reactions are misguided. We must get our priorities straight.
 

Expanding cross-border relief operations as suggested above is not at all
 

risk-free. Yet land-based efforts of this kind can and do work even in the
 

most difficult of conditions.
 

It is true, however, that undertaking such an expansion without Sudan
 

But so would doing
government approval would be a highly political act. 


immobilized by political considerations that we
nothing; so would being so 


stand by while the worst happens to innocent civilians inside Sudan. In my
 

view, the United States and the international community are not entitled to
 

stand by, pretending the fate of those at-risk is the internal affair of the
 

This is one of those very clear situations
"sovereign" government of Sudan. 


when human rights and the rights of human beings to survive confront the
 

"sovereignty" rights of a government of questionable (at best) legitimacy.
 

I know which way the American people would go on this issue if you asked
 

thein.
 

U.S. Policy toward Sudan
 

For many years, Sudan has been an important geostrategic partner of the
 

United States. For more than fifteen years, Ethiopia has been viewed by the
 

United States as the major destabilizing force in the region--with good
 

reasou. 
Frankly, however, given the overwhelmingly negative changes that have
 

occurred in Sudan at the hands of the Bashir government, I cannot think of any
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reason other than being caught in the Cold War rut to explain the U.S. pattern
 

of tolerating Khartoum's actions during the last year.
 

In some way, the pattern has been similar to our pre-August 1 pattern of
 

cozying up to Iraq. When Bashir's coup overthrew Sadiq, U.S. aid began to
 

shut down, but only because our law required it. The United States continued
 

to support assistance to Sudan through multilateral institutions. Human
 

rights conditions in Sudan deteriorated rapidly and massively, but U.S.
 

criticism was muffled at best; the Bureau for Human Rights and Humanitarian
 

Affairs was absent. Operation Lifeline Sudan was manipulated into impotence,
 

but the United States (and the UN, for that matter) was not aggressive about
 

preserving Lifeline's effectiveness and humanitarian neutrality.
 

Until Saddam.
 

I believe the United States needs to fundamentally reconsider its posture
 

regarding Sudan. We need to distinguish between our long-term interests in
 

the welfare of the people of Sudan and the now minimalized need to view Sudan
 

as an anti-Ethiopian ally. Our policy toward Sudan needs to be people

friendly, not government-friendly.
 

I wish it were otherwise, but I believe a tough, U.S.-led international
 

position toward the Khartoum regime now, including a strong commitment to
 

cross-border relief operations even without Khartoum's approval, may be the
 

only hope for the millions of people at risk who are in the government-held
 

sectors of Sudan. It may well be that the regime will ultimately fear massive
 

backlash from the at-risk population in the north of Sudan when that population
 

sees a functioning relief operation in the SPLA sector while they in the north
 

face prospects of starvation.
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In any event, we must view this situation in its starkest reality. The
 

problem is massive, but when these people die, they die one individual human
 

being at a time. A few weeks ago when I was in Western Ethiopia, many of the
 

Sudanese children who had just arrived were no more than skin and bones. They
 

looked like newborn robins spilled from a broken egg. I do not want to
 

imagine what we will see when the worst of the famine strikes. Saving these
 

innocent people, one by one, simply must become our highest priority.
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West Distorts Food
 

Need, 

ByJANEPLRLEZ
'. N , ... 1 1,1 ... h 

KHARTOUM. ih Sudan. Oct 30 -
Two seniur members of the Islamic 
fundamentalist Government accused 
Wesit'in duni s today of exaggerating 
the food shortages in the Sudan and 
said there was no reason to make a 
public appeal for international help 

The United States, traditmonall, the 
biggest giver of food aid to the Sudan. 
ha'. said that the country fa(e, a lam 
ine next year unless plans are made to 
deliver large amounts of grain 

The director of the United States 
Agency for International Development 
here, Dr Frederick Machmer, said the 
agency was working oil the assumption 
that the Sudan. Africa's largest coun-
try, could have a shortige of as much 
as a million tons of grain, caused by 
drought and civil war The fighting in 
the south has hampered farming and 
the distribution of fertliz7er 

Eight to nine million people would be 
at risk of hunger if the sho-tag, .i" 
on. million ions. Dr. Mach,'iei saJ 

.experts fea 
U S.exprts ear 

hunger affects 

eight million. 


The Sudan's total population is esti 
mated at 25 million But he said that 
the Sudanese Government'- refusal to 
admit that the country faces a severe 
fod shorlage next year Ai,: make it 
ditficult to get fiod here on time 

Lot Salah ali-Din Karar. the chair-
man adthe economic committee of the 
,ulnj, Revolutinary Command Coun. 

it old a group of reporters invited 
hr, y the Government that "a gap 
n;ight arise" after ihe November bar. 
vm",i but that it would not exceed 
1i K) ions This, he said, would not be

,"a big problem' and would be made up 
next April by local grain harvested 

'ila.1 *0 d s 
V.4asi'iin and Sudanese agrituliural 

Sudan Says
 

experts said they did noi know how the 
main irrigated area, south of Khar. 
toum, would produce such quantities. 

Another member of the jui..a, Brig 
Pio Ukwan, said tat if international 
organizations fed what he estimated to 
be the three million foreign refugees in 
the Sudan, the Government would be 
able to look after its own people. 

The office here of the United Nations 
High Commissioner for Refugees esti. 
mates that there are 800,000 foreign 
refugees in the Sudan. most of them 
Ethiopian, of whom about 300.000 re
ceive food aid from Western donors 

Denials of Need 
For wc-eks now, the Khartoum Gov

ernment has been publicly denying 
that the country faces acute food short. 
ages, and has been lashing out at relief 
organizations based here. 

The military Government, which 
came to power 16 months ago, has 
made its distaste for the country's 
traditional Western donors increas
inglv evident The two Government 
newspapers recently carried a head
line "Death to America Should Be the 
Motto for Every Muslim" over an arti
cle about the Persian Gulf crisis The 

has not denounced the Iraqi in
vasion of Kuwait. 

,oSudan 
The food situation is a particularly 

sensitive matter for the Government, 
which declared self.sufficiency in food 
as one of its goals when it came to 
power. But even as the senior officials 
publicly say they do not want or need 
Western aid, they have quietly asked 
the United States for $150 million worth 
of grain for next year. Washington dis
missed the request, made in Sepiem. 
ber, saying the Khartoum Government 
was obstructing the effort to help the 
three million people displaced by the 

civil war 
Early this month, the United States 

diverted a ship with 45,000 tons of 
wheat that had been bound for the 
Sudan, citing the bombing of southern 
towns, the cancellation of relief flights 
and the confiscation of food shipments 
as the reasons Ten days ago, the 
United States resumed delivery of the 
grain Officials said the Sudanese Gov. 
cieinmeniaa had stopped the bombing, rc
hva,ed the food and allowed partial re
suniption of flights 
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Mobotu Views the Void
 
In a changingworld, Zaire'sdictatorhas lost his accustomedprops
 

By Lucy Komisw 

A 	 HEN Romnian dicta. 
tor Nikolai Ceausesu 
was executed, the shot 


reverberated like thunder in 
Zaire. Dictator Mobutu Sese 
Seko, who rose to power with 
America's blessing and was sup-
ported for 25 years as a bulwark 
against communism, had mod. 
eled his political system on Ceaus-
escu's. "Take Romania as a 
model," Mobutu told Zairians, 
and then they saw the Romanian 
revolution. 

Since America helped bring 
down Congolese nationalist 
Patrice Lumumba - mislabeled a 
communist in 1960 for seeking 
Soviet help against the Katanga 
recession - the US has anchored 
its Central African policy on 
Mobutu's rule. The Carter 
administration sent planes to 
transport Belgian, Frcoch, and 
Moroccan troops to counter inva-
sions by Zairian exiles in 1977 
and '78, and the Reagan White 
House kept opponents of 
Mobutu at arms length as the CIA 
used Zaire's Kamina air-base to 
ship arms to Jonas Savimbi's 
UNITA rebels in Angola. 

Meanwhile, President Mobutu 
has run a "kleptocrac)" where 
underpaid teachers demand 
bribes for grades, hospital guards 
extort money from patients seek-
ing admission, and pohce in the 
street shake down passersby. 
Mobutu treats the national treas-
ur) as his bank account, charter-
ing Concord,-,, buying European 
villas, and favoring his Ngbande 
tribe while most of the 35 million 
Zairians survive on a fracton of 
what the) had under the Bel-
gians. 

Political opponents have spent 
years in prison, in exile in isolated 
villages, or abroad. Most Zairians 
were silenced by the fear ofjail, 
torture, death and by the belief 
that the US would act to keep 
Mobutu in power 

Then the bottom fell out of the 

market for bulwarks against com-
Namibia conflictmunism. The 

was settled, improved US-Soviet 
end to An-relations augured an 

gola's war, and peace ,cemed pos-
sible in South Africa. 

Mobutu got frightened. At 

meetings around the country, he 
nervousl) asked citizens what 
they wanted. Emboldened by the 
changes in the East, people an-
swered: democracy Secretary of 
State Baker stopped in Zaire dur-
ing avisit to Africa in March with 
the same message. Nguz a Karl-i-
Bond, then Zaire's foreign minis-
ter, was present for part of tht 
Baker-Mobutu meeting and tolc 
me: "The US used to tell him 

'Reform, you are making our task 
difficult with Congress.' Now it is, 
'Change or we can't help you.' He 
got a messsage that things have 
changed. He was upset." 

Zairians believe that moved 
Mobutu on April 24 to promise a 
multi-party system. But the na-
tionwide joy was tempered by a 
backsliding Ma) 3,when Mobutu 
said political parties wouldn't be 
legal till next year, and June 30, 
when he said only the three top 
parties in a local vote could com-
pete for national power. 

Protests were immediate, and 
Mobutu answered with repres-
sion. At the University of Lubum-
bashi, the second city, electricity 
was shut offand bayonet-wielding 
security forces invaded the dark-
ened campus the night of May II 
to terrorize and murder students 
hiding in rooms or running for 
their lives. Zairians were upset 
that, unlike the Belgians, Wash
ington did not refute the govern-
ment's daim of only one death 
estimates range from 30 to 250 
nor did it call for an international 
inquiry. 

Mobutu is trying desperately 
to reverse the glasnost that has 
sparked strikes of public workers 
in major cities, publication of do
ens of new critical newsr,;tpers. 

the resignation of leading mem
bers of the government part), and 

a groundswell of new parties de
mandinga national conference to 
organize elections under inter
national supervision. Reflecting a 
common fear,atechnocrat who is 
an aide to the pirme minister told 

me soberly. "The US has to give 
us a strategy to neutralize the 
presidential guard," a Ngbande 
tribal force he said w.s "trained to 
kiU indiscriminately" on behalf of 
Mobutu. Zairians Liken it to the 
Romanian Securitate. 

Washington, which smoothed 
the way for Mobutu's accession to 
power, ought to help achieve a 
democratic transition. It needs to 
speak loudly for immediate legal
ization of all parties, for an inter
national inquiry into the massa
cre,and for anational conference 
of representative groups to deter
mine the country's future. It 
would send a strong message if 
the Senate followed the lead of 
the House of Representatives, 
which in the Forcign Operations 
Bill for FY 1991 ends US military 
financing to Zaire and requires Al 
economic assistance to be chan
neled through private and volun
tary organizations. 

Perhaps Mobutu thinks Amer
ica is too preoccuFied with the 
Middle East to pay much atten
tion to Zaire. But failure to act de
osively could lead to instabilit). 
tribal conflict, and violence in a 
country Washington has long 
considered "strategic" because of 
its !ize, its mineral wealth, and its 
position at the hub of nine Cen
tral African nations. 

Lutn Komrtar, ajournalist and rr
ctpIp of aJohn D.and Calirrtn" T 
MXArltUr I-buindation gran, re
cenlth spent a month inZaire doing 
revar(h for a book on L'S foreign 
Polity. 
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Egyptian Military Debt Forgiveness:
 
Costs, Implications, and the Role of Congress
 
By Larry Q. Nowels
 

SUAURY 

On Sept. 14, 1990, President Bush asked Congress to cancel Egypt's $6.7 billion 
military debt in recognition cf the Egypt's strong support of U.S. policy in the Gulf 
crisis, for its contribution to the international military force in the Gulf, and as a 
means by which the United States can assist Egypt in countering some of the severe 
economic hardships stemming from Iraq's invasion of Kuwait. Following extensive 
questioning of the proposal, Congress granted the President authority in P.L. 101-513 
to modify, and under certain conditions, to cancel Egypt's military debt. Section 592 
of the Act directs the President to seek a multilateral conference on Egypt's debt and 
to report to Congress the value of Egypt's debt owed to the United States based on 
realistic payment expectations. The law further permits the President to reduce 
Egypt's military debt to the level reported to Congress and further, to forgive the debt 
if it is in U.S. national security interests. A multilateral conference convened in mid-
November to discuss Egypt's official debt obligations and the Department of Treasury 
reported to Congress that the "real" value of Egyptian military debt is $997 million, or 
about 15% of the total principal. While the President reduced Egypt's military debt 
down to the $997 million level, he has not exercised his authority to cancel the debt. 

At the time the President made his request, Egypt owed the U.S. Government 
about $12 billion. Of that amount, approximately 50% stemmed from U.S. military 
loans extended between 1979 and 1984 to help Egypt finance large weapons purchases
under the Foreign Military Sales (FMS) program. Debt servicing for FMS credits 
represented between 50% and 75% of total Egyptian scheduled payments to the United 
States for the next 5 years. 

In the early- to mid-1980s, Egypt increasingly found it difficult to service its 
military debt to the United States, began to fall behind in scheduled payments, and 
asked U.S. officials to consider some form of debt relief. Although the Administration 
did not originally support debt forgiveness for Egypt, the enormity of the military, 
political, and financial risks for Egypt brought on by the Persian Gulf crisis convinced 
President Bush that American policy on Egypt's FMS debt should change. 

While Members of Congress registered a strong sense of appreciation for President 
Mubarak's bold actions, many questioned the proposed military debt forgiveness. Their 
reservations were based on four general concerns: what are the costs and budgetary 
impact; what other options exist that might be more appropriate; what precedent will 
this action set for considering debt forgiveness for others; and whether the 
Administration should first establish a comprehensive plan to deal with global official 
debt problems within which Egypt would be included? 
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REVERSING AFRICAS ECONOMIC
 
DECLINE: NO EASY ANSWERS
 

John Ravenhill 

"The outlook for Africa is potentially devastating." With these words, the 
World Bank concludes its most recent and most comprehensive examina
tion of Africa's economic problems.,

Few would dispute this summation. Africa is teetering on the brink 
of mutually reinforcing economic, environmental, and human catastrophes.
Even tinder the most optimistic of scenarios, per-capita incomes in Africa 
will stagnate until at least the turn of the century, failing to reverse recent 
declines that have taken them back to levels prevailing at independence 
30 years ago.

In light of the experience of the past decade in Africa, the World Bank's 
thinking has evolved considerably on the question of what needs to be 
done to relieve Africa's economic malaise. In both substance and style,
its 300-page Sub-Saharan Africa: From Criris to Sustainable Growth 
represents a victory for moderates within the Bank over hard-liners. 

The report does not retreat from some of the basic messages of the Bank's
earlier work: price distortions have been a central factor in Africa's eco
nomic decline; poor public-sector management lies at the heart of
unproductive investment projects; higher levels of domestic savings are
required and may be obtained, in part, through more user charges; struc
tural adjustment programs are necessary and have produced positive, albeit 
modest, results. 

But in assessing Africa's decade of adjustment, the Bank, with this report, 
,oes beyond its earlier work in a number of important respects. The Bank 

'ohnRavenhillisaseniorfellow in the DepartmentoflnternationalRela. 
'ionsat the Australian NationalUniversity's Research School of Pacific 
'tudies.He is the authorofNo Longer an American Lake? Alliance Prob
ems in the South Pacific (Berkeley: Institute of InternationalStudies,
Iniversity of California andSydney: Allen andUnwin, 1989), andthe
ditor with Thomas M. Callaghy of Hemmed In: Responses to Africa's 
konomic Decline (New York: Columbia UniversityPress,forthcoming). 
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now admits that the adjustment process has been far slower and far more 

painful than it had anticipated in the early 1980s, and concedes that struc-

tural adjustment programs must be more flexible in the future. It also 
acknowledges that the adverse external environment has been in part
responsible for Africa's economic decline. While maintaining its faith in 
rknet forecanismsthBnk pays a a ion tby 


attentio to nonprice con
market mechanisms, the Bank pays far more 
straints on supply than in the past. And for the first time, the Bank explicitly 

acknowledges that Africa's economic crisis has its roots in political mal-


aise. With its emphasis on putting people first, on creating an enabling 


environment for growth, on building administrative capacity, and on 

csttnIp erns ons Eo i Cor-


addressing long-term supply constraints, the report brings the Bank much 


closer to the*concerns expressed by the United Nations EconomicCm
 

mission for Africa (ECA) in a report released last year.' 

From Crisis to Sustainable Growth is an extremely important contri-

bution to the debate on a viable development strZ:egy for Africa. Even 

in African countries that accept the Bank's recommendations, however, 

an economic turnaround will not necessarily result unless the industrial-

ized nations, donor agencies, and international financial institutions also 

significantly alter their approaches. Three interrelaten sets of factors will 

be critical to the success of the Bank's recommendations: 1) whether higher 

export earnings and increases in the supply of agricultural and manufac-

tured products can be achieved; 2) whether adequate external finance and 

debt relief will be furnished so that import capacity is sufficient for growth; 

and 3)whether the reforms proposed are politically feasible at the domestic, 

regional, and international levels. 

Africa's Economic Condition 

notoriouslyGeneralizations about a continent as diverse as Africa are 
more so when it comes to prescribing solutions to eco-hazardous-even 

nomic problems. Aggregate data-especially those pertaining to agricul-
For instance, the inclusion or exclusionture - are particularly unreliable.' 

of Nigeria, by far the continent's largest economy, biases data in one direc-

tion or another. Moreover, the major international agencies have tended 

to present data selectively when arguing their case for optimism or pessi-
mism about Africa's economic performance or when advocating partic-
ul a b t A ric eroota's 


These cautionary remarks notwithstanding, it was evident by the end 

of the 1970s that virtually all of Africa faced an unprecedented economic 

crisis. The most obvious manifestation was a growing imbalance of the 

Rryeriing Afracj'i Economic Decl ne 

external account. The immediate cause was the poor performance of the 

export sector: African export volumes expanded at only 0.3 percent per 

year from 1972 to 1981 compared with an average for all developing coun
tries of 2.1 percent and for Asia of 10.5 percent. Exports frequently failed 
to finance even half of countries' import bills-the balance being metdevelopment assistance or borrowing from private and, more frequently, 

official creditors. Clearly, Africa's share of world markets for its principal 

commodity exports had substantially eroded. 

The more fundamental causes of the crisis were multiple, complex, and 
played a part. Theinterrelated. Both external and internal factors 

ensuing recession in industrialized countries, which precipitated a declineimmediate trigger was the second major oil price hike of 1979 and the 

in commodity prices. At the time, both the World Bank and the Interna

tional Monetary Fund (IMF) considerably underestimated the problem, 

particularly the recessionary conditions that Af:ica's primary exporters 

would face. Most African countries were not equipped-either with human 
e
or financial resources-to cope with ashock of this magnitude, and 


international community failed to provide as much assistance as had been 

made available during the 1973-74 oil shock. 

The slow growth in exports signaled that Africa was also facing a produc

tion ci isis. Estimates suggest that agricultural production was not keeping 

pace with the rate of population growth, a conclusion supported by evi

dence of growing malnutrition on the c- ntinent and a dramatic increase 

in its food imports. The production crisis was deep-rooted. Among the 
mosr important causes was a systematic anti-agricultural bias on the part 

of many governments. African governments tended to pay low prices to 
agricultural producers, thereby attempting to keep food costs low for urban 

from export crops for other activities.workers and to generate revenue 

Although taxing agriculture in order to promote industrial development 
in Third World countries makes a great deal of sense in theory, in practice 

African governments did not use the revenue productively.Much of itWas
 

devoured by state-owned corporations whose role as instruments of 

patronage (for instance, in providing employment for government sup

porters) undermined their economic efficiency. 

The desire to control resources to sustain clientelistic links, coupled with 
a belief in the need for state-led development, or dirigisme, was at theweak inof a systematic overextension of a state apparatus that was 

its analytical and administrative capabilities. 4 Corruption in many coun

tries was endemic, with the state acting as a cancerous growth on society. 

Many investment projects (including those sponsored by Western donors 



and the World Bank) showed low rates of return on technologies that were 
often inappropriate for local economies- but which, in any case, could 
not prosper in an economic climate that was conducive neither to long-
term investment nor to market rationality, 

An unprecedented rate of population growth further complicated the 
task confronting African countries and the international community. Even 
before the second oil price shock pushed African economies over the preci-
pice, per-capita incomes were declining throughout the continent. They 
are estimated to have fallen by 0.7 percent each year between 1973 and 
1980.' 

Stbilization Without Growth? 

Faced with growing payments imbalances, African governments had little 
choice but to approach the IMF and World Bank and negotiate structural 
adjustment programs. The Bank's structural adjustment programs in Africa 
have typically embraced the following conditions: devaluation (although 
this has sometimes been left to the IMF to engineer through its own con-
ditionality); reductions in tariffs and quantitative restrictions on imports; 
reduction of the budget deficit by decreasing government expenditures 
and raising revenues through user charges; restructuring the public sector 
through institutional reforms; divestiture of public corporations; and 
agricultural reform. 

Although it is axiomatic that any government would generally prefer 
not to have to submit to IMF or World Bank conditions such as these, 
the relationship between the international financial institutions (IFIs) and 
African countries is more complex than is often portrayed. It is not simply 
a case of unified, homogeneous external agencies imposing their programs 
on countries united in their upposition to such intervention; intricate co-
alitions, both within the various entities and among them, have been 
forged. 

Neither the IMF nor the Bank is a monolithic institution. Even the Fund, 
which is less diverse than the Bank, has its "pragmatists" and its "theolo-
glans." Bank programs are sometimes portrayed as identical to those of 
the Fund, but there are significant differences between the approaches 
of the two institutions. While in the early years of structural adjustment 
the Bank's approach dovetailed neatly with that of the Fund, over time 
it increasingly diverged, which sometimes led to arguments over the cor-
rect course of action. 

African governments have not been united in hostility toward the IFIs' 

programs. There are individuals and ministries in most governments that 
have considerable sympathy with the IFIs' approach. And, once a govern
ment has decided that a reform program is essential, it may welcome the 
involvement of the IFIs. Bank and IMF involvement provides the govern
ment with a scapegoat that it can blame for policies that it would in any 
case wish to pursue. Structural adjustment programs have also generally 
been supported-at least initially-by well-to-do farmers and some pri
vate businesses. 

The design and implementation of structural adjustment programs in 
Africa have been very much a matter of learning by doing. Neither the 
Bank nor the IMF was well-equipped for the dominant role each was to 
play in Africa in the 1980s. The IMF had traditionally focused on short

term lending (usually no longer than three years) to correct payments 
imbalances, and it had very little experience with low-income countries. 
The short time period for which the Fund was authorized to lend money 
meant that it had very little concern with supply-side variables. The Fund's 
assumption was that the supply of commodities in real terms would remain 
constant during the period of its program, and thus, its primary focus 
was on easily quantifiable monetary aggregates like the money supply, 
interest rates, and exchange rates. Although the Bank had far more 
experience with low-income countries, its focus until the late 1970s had 
been almost exclusively on project lending. 6 Structural adjustment lending 
was initiated in 1980; by the end of the decade structural and sectoral 
adjustment loans comprised 25 percent of World Bank lending. 

The initial expectation was that a country's structural adjustment pro
gram would last three to five years, by which time its economy would be 
restored to good health. A similar short time horizon was evident in the 
first of the Bank's major reports on Africa, AcceleratedDevelopment in 
Sub-SaharanAfrica, which was released in 1981 and is often referred to, 
after its principal author, as the Berg Report. 

AcceleratedDevelopmentproposed a short, sharp, shock treatment for 
African economies centered around "getting prices right." The most impor
rant elements were exchange rates, prices for commodity producers, wages, 
and domestic interest rates. The intention of the structural adjustment 
programs was to assist countries in overcoming balance-of-payments prob
lems by providing finance for policy reform programs that the Bank and 
the IMF approved. 

Eight years later, the Bank released Africa's Adjustment andGrowth 
in the 1980s, which proclaimed success for its structural adjustment pro
grams. Countries with strong adjustment programs were claimed to have 
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experienced higher agricultural growth, faster export growth, stronger Gross 

Domestic Product (GDP) growth, and more investment than other African 
countries. These were quite extraordinary claims, particularly since another 
Bank study published a year earlier, Adjujtment Lending:An Evaluation 
of Ten Years of Experience, had lamented the slow response of African 
countries to adjustment lending. It also noted that "inadequate commit-

ment has limited the seriousness of reforms, especially in Sub-Saharan 

Africa:' and that average GDP growth rates had fallen in these countries2 
The belligerent tone of Africa's Adustment andGrowth signaled the 

ferocity of the debate that %-as going on within the Bank between hard-
liners, who blamed the inefficiencies of African governments for the con-

tinent's continuing decline, and moderates, who conceded, as many 
Africans had long claimed, that a significant part of the problem lay in 
the hostile external environment. The report's denial of the importance 

of external factors; its argument that Africa had been unusually favored 
in receiving aid; and its forthright claim of success for adjustment pro-

grams which, for the most part, had only recently been implemented, 
were regarded as extremely provocative by the ECA, an African-dominated 
agency that is the continent's principal economic organization. The ECA 
wasted no rime in issuing a rejoinder that claimed that the Bank had been 
able to reach its positive assessment of adjustment programs only by 
manipulating the data through such means as varying the choice of base 
year for time-series analyses in order to pick the one most favorable to 
its conclusions and failing to weight the data, so that the results for tiny 

Gambia were counted equally with those for Nigeria. 
Estimating the impact of adjustment lending is particularly difficult 

in that it is impossible to isolate its effects from those of other factors such 
as changes in the external environment, unfavorable weather conditions, 
or the absence or presence of political stability. In addition, the time lag 

between policy implementation and the achievement of results, particu-

larly in Africa, was expected to be substantial. At this stage the best that 

can be achieved by way of assessment is to examine the actual record of 

some of the countries that implemented adjustment programs in the 1980s. 
In doing so it is important to bear in mind that the performances of these 

countries might have been even worse in the absence of a program. 
Many observers now acknowledge that the Fund and the Bank have 

enjoyed some (at least temporary) success in bringing about a degree of 
macroeconomic stabilization in a number of African countries. In partic-
ular, more realistic exchange rates now prevail throughout most of the 

continent, and budget deficits have been reduced in many countries, 

Resersng Afrjca' &onomic Declne 

Whether these changes have been achieved as efficiently as they should, 
and, more important, whether reforms implemented under structural 
adjustment programs have provided a basis for sustained future growth 
is much more open to quCstion. 

Overvalued exchange rates were a significant factor holding back Africa's 
economic growth in the 1970s. High rates of domestic inflation generated 

by large budget deficits were not compensated for by devaluation. The 

major focus the Fund and the Bank gave to exchange rate realignment 
was undoubtedly warranted. For instance, after Nigeria's currency was 
devalued in 1986, its manufacturing sector made substantial gains in 
providing local substitutes for goods previously imported. Unfortunately, 

however, the magnitude of devaluation and the way in which it has been 

achieved in some African countries have sometimes been disruptive and 
have directly undermined other objectives that were being pursued. 

In some cases, massive devaluation has occurred. In Ghana the currency 
was depreciated 6,000 percent in nominal terms (90 percent in real terms) 

between 1982 and 1987.8 As the Bank itself has acknowledged, changes 
of this magnitude can be severely destabilizing: "Sudden large changes 
in prices may themselves hinder adjustment, as in Ghana where indus

trial firms had great difficulty financing the working capital requirements 
of a ten-fold devaluation in 1983 "9 Large devaluations can dramatically 
increase the prices of essential inputs for agriculture and industry alike. 
Here the question of timing and sequencing is crucial: if producers are 
to invest for the future, higher pi ices for their products must be achieved 
before they arc faced with significant increases in the costs of inputs like 
imported fertilizer. 

The Bank's position has been that devaluation must be accompanied 
by complementary policies such ai tight fiscal and monetary policies and/or 

an incomes policy if it is to be sustained. The danger is that massive delu
ation will trigger hyperinflation and generate expectations of a contin

uing vicious circle of devaluation, inflation, and further devaluation. Prices 

and wages must be stabilized if devaluation is to be a successful policy 
instrument- and few African governments have yet demonstrated that 
they have the capacity to do this. 

Just as a good argument could be made for devaluation, some reduc
tion in tariffs and other restrictions on imports was also warranted so as 

to force African enterprises to become more competitive in international 
markets. Again, however, it is a matter of striking a healthy balance between 

admitting competition and running the risk of destroying Africa's fragile 

industries. The Bank's thinking on this point has evolved significantly over 



the past decade. Where itonce condemned tariffs and import restrictions, 
in From Crisisto .!ustainableGrowth it acknowledges that local manufac-
turing does indeed need some continued protection. 

Although African governments have reduced their budget deficits, thus 
satisfying another Bank and !MF demand, this has been achieved !argely 
at the expense of investment expenditure-hardly an outcome that will 
contribute to growth in the future. In Senegal the agricultural budget 
was cut by 24 percent in real terms, and gross fixed-capital formation as 
a share of GDP fell from around 30 percent in 1981 to less than 23 per-
cent in 1984.10 In Zambia, capital outlays wcre more than halved in real 
terms from 1982 to 1984; by 1984 they were more than 70 percent below 
the 1974 figure." Governments have chosen soft targets for budget cuts, 
preferring to cut investment, maintenance, and social welfare funding rather 
than personnel expenditures, which sustain their patronage networks.12 
Consumption has been preserved at the cost of investment; expenditure 
on the military maintained at the expense of health and welfare. And 
there is no evidence that reductions in public investment expenditure have 
been compensated by increased private investment. 

According to figures from the United Nations Educational, Scientific 
and Cultural Organization (UNESCO), spending on education fell from 
$32 per capita in 1980 to $15 per capita in 1987 on a continent where 
over one-quarter of the population is illiterate.'" Not all of the decline 
in social expenditures can be blamed on adjustment programs, however, 
as the general economic crisis had already led to severe cuts in some states 
before adjustment programs were adopted. In Ghana, prior to the adop-
tion of its structural adjustment program, real expenditures on health ser-
vices in 1982 were oily 23 percent of the 1976 figure. Nunetheless, stabili-
zation programs have undermined an essential ingredient for longer-term 
growth-an educated, healthy population. 

Although the Bank-under pressure from the United Nations Chil-
dren's Fund (UNICEF)- has increasingly acknowledged this problem and 
has started to address it through such measures as the Programme to Mit-
igate the Social Costs of Adjustment in Ghana and similar measures intro-
duced in C6te d'ivoirc, Gambia, Guinea, Mauritania, and Senegal, the 
sums raised to finance human development fall far short of those required 
even to maintain previous real levels of expenditure. On a continent where 
the Bank estimates that two-thirds of the population is living in absolute 
poverty, there is little scope for further downward pressures on living 
standards. 

Subsidies are another area where there have been trade-offs between 
current stabilization and future growth. A strong case can be made that 
many of the subsidies dispensed by African governments have been wasteful, 
part of patronage networks that direct scarce resources toward political 
supporters. Subsidies on agricultural inputs, for instance, tended to benefit 
primarily the wealthier farmers. Universal food subsidies were wasteful, 
assisting the wealthy and the poor alike. But complete abolition of food 
s:bsidies can cause considerable harm to the poor-especially in highly 
urbanized countries like Zambia-and can directly threaten a government's 
political survival. Gradually the Bank has come to appreciate that a more 
nuanced approach-one that targets subsidies at the most needy rather 
than a theological insistence on their complete abolition-may not only 
help improve human productivity over the long term, but may also be 
the only politically feasible approach. 

The Bank continues to insist, however, that countries attempt to recover 
costs of providing services through increased user charges. Again there 
is some justification for this: there is no good economic reason why scarce 
resources should be used to subsidize services to those who can afford to 
pay for them. And charges do provide an incentive to farmers to increase 
their output so that they can afford services. On the other hand, user charges 
may prevent the poor from gaining access to education, health services, 
and adequate water supplies-thus jeopardizing the long-term goal of 
providing a healthy and educated workforce. Moreover, it is doubtful that 
charging for some services is always the most cost-efficient means of raising 
revenue. A leading development economist, Reginald Green, cites internal 
Bank studies that suggest that at most only 10 to 20 percent of health 
and education services can realistically be seif-financing.,4 

The Bank's attempts to privatize state organizations have also been 
resisted, in part because they threaten the government's patronage net
work. In many African countries where "crony capitalism" is the norm, 
the dividing line between the state and the private sector is far from dis
tinct. The sale of state corporations could be turned into a source of 
patronage, thereby subverting the intentions of the Bank. In some coun
tries where privatization has occurred, e.g. Senegal, the organizations have 
been sold cheaply to regime supporters.13 Whether private monopolies 
will be any more efficient than the state monopolies that they succeed 
remains to be demonstrated. 

To date, stabilization has come about predominantly through a reduc
tion in demand rather than, as its architects had envisioned, through a 
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vigorous supply-side response as well. The volume of imports entering 
Africa fell on average by 8 percent each yearbetween 1980 and 1986 and 
declined further in 1987 and 1988. The value of imports of machinery 
and transport equipment declined by 40 percent from 1981 to 1986.16 Such 
figures again do not bode well for economic growth in the future as ecoP+-
omies aFe starved of the capital goods they need for further development, 
Export volumes grew by only 1.5 percent each year between 1980 and 
1986- an increase that was more than offset by declining terms of trade 
for ,Africa'scommodities. As a consequence, the purchasing power of exports 
fell each year from 1980 to 1987.'7 

Bowing to pressure from the international community, African govern-
ments have given top priority to allocating more money to the agricul
tural sector in an effort to increase supply. In adopting the Organisation 
of African Unity's Africa's PriorityProgramme for Economic Recovery 
(1985) and the United Nations Programme of Action for African Economic 

Recovery and Development (1986), African states committed themselves 
to earmarking 25 percent of their total investment funds to the agricul-

tural sector. 
They have also attempted to raise the prices paid to agricultural 

producers. The Bank has long insisted that higher producer prices were 
necessary in order to increase agricultural output. Governments found 
that low producer prices were indeed counterproductive. Food crops were 
simply sold at higher prices in "parallel" (that is, unofficial) markets so 
that one objective behind governments' offering low returns to producers-
to make cheap food available to urban workers-was frustrated. Low prices 
for export crops caused farmers to produce less or to smuggle their crops 
to neighboring countries that offered higher prices.' 8 

Preliminary evidence suggests that higher producer prices have indeed 

stimulated production. In Ghana, the trebling between 1983 and 1987 
of prices paid to producers of the main agricultural export, cocoa, gener-

ated an immediate and significant rise in exports. In Guinea, the Bank 
reported a "dramatic' rise in coffee exports once producers received higher 
prices after the government's coffee-marketing organization was supplanted 
by the private sector. 

Such data, however, are open to a variety of interpretations. The ECA 
has asserted that the primary reason for Africa's improved agricultucal per-
formance in the late 1980s was good weather throughout the corv:inent. 
Although this was a relevant factor, few would accept that it was the pri-
mary explanation for increases in export crop production. Some of the 
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reported increases in production undoubtedly represent the return to official 
marketing channels of produce that was previously being smuggled across 
the border or sold on "parallel" markets. Reginald Green, for instance, 
estimates that as much as one-third of the reported increase in Ghana's 
cocoa output between 1983 and 1987 was actually production that had 
previously been smuggled and sold in neighboring countries where pro
ducer prices were higher.'9 Similarly, up to 40 percent of the reported 
increase in groundnut production in Senegal is estimated to be crops pre
viously sold on parallel markes.20 

Moreover, higher producer prices may well be contributing to increased 
levels of inequality in Africa. Where the export crops are grown primarily 
on plantations or large farms, then the benefits of higher producer prices 

may accrue disproportionately to a favored minority. Growing reliance 
on fertilizers and other expensive inputs may similarly favor the more 
prosperous farmers. More specific targeting of poor rural producers willbe required if the benefits of adjustment are to be widely disseminated.Whiean ti e in odution an be ied raing 

While an initial increase inproduction can be achieved through raisingproducer prices, whether significant additional gains can be made through 
price manipulation is open to doubt. Econometric studies have estimated 
that the long-term price elasticity of supply for agricultural crops in Africa 
is 0.3; that is, for every 10 percent rise in price, aggregate supply will increase 
by approximately 3 percent. This suggests that higher prices will at best 
generate a modest increase in production. Higher prices thus are neces
sary, but in hemseives insufficient, to achieve long-term agricultural growth. 

There is now almost universal agreement that nonprice factors like inade
quate infrastructure, shortages of key inputs such as fertilizers, and poor 
research and extension services are significant constraints on supply. Fur
thermore, farmers are unlikely to respond to higher producer prices in 
the longer term unless consumer goods are available so that they have 
something to spend their higher incomes on. Stabilization programs that 
depress government expenditures on infrastructure and support services 

for agriculture and that curtail the availability of consumer goods under
mine the longer-term goal of increasing agricultural supply. For these 
reasons, the various structural adjustment programs have not addressed 
supply-side issues effectively to date. 

The generally -low supply response discussed above, coupled with the 
financing requirements for new loans that donors have provided in sup
port of countries that have adopted reform programs, has produced a wor
rying increase in indebtedness. Gbana's total debt rose from $1.1 billion 
in 1980 to $3.4 billion in 1987; similarly Zambia, which cancelled a struc
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tural adjustment agreement with the IMF in 1987, experienced an increase 
in its total debt from $2.2 billion to $6.6 billion over the same period.21 
Debt service ratios rose accordingly for both countries to more than 60 
percent of total export earnings by 1987. By April 1989 Zambia's arrears 
to the IMF totalled $790 million. 

These figures attest to the inadequate response from industrialized coun-
tries in support of African governments that are embarking on painful 
adjustment processes. The argument is not that African countries would 
have beer, better off without adjustment, but that the necessary finance 
to sustain the import requirements of a growth-oriented adjustment pro-
cess has yet to be provided-and made available on such concessional terms 
that it does not add to the continent's debt-servicing problems. Despite 
the widespread adoption of adjustment programs, African countries paid 
back more-a total of $1.5 billion-to the IMF from 1986 to 1989 than 
they gained in new borrowing. Nigeria, which adopted a rigorous adjust-
ment program of its own design in 1986, recorded a net outflow to the 
World Bank of $35 million in 1989. The total net transfer by the World 
Bank and its soft-loan affiliate, the International Development Associa-
tion, to the region in 1989 was $877 million after taking into account 
repayments and interest charges amounting to $1.4 billion.22 

The vast majority of new debt is owed to official lenders- the IFIs and 
the governments of industrialized countries. Because of the unpromising 
investment climate that has prevrailed in Africa, inflows of private capital 
to the region have been negligible over the past decade. Indeed, some 
of the new capital inflows from official creditors have been used to pay 
back money owed to commercial banks. Only Kenya, Niger, C6te d'lvoire, 
and Mauritius received net inflows of private external capital in 1987. From 
1981 to 1987 foreign direct investment in all non-oil-exporting African 
states (including North Africa) averaged less than $300 million per year.23  

The danger of relying on borrowing from the IFIs isthat such debt cannot 
officially be rescheduled.'- In addition, in accordance with the original 

mission of the Fund as a lender to help countries overcome "temporary 
disequilibria" in their balance of payments, IMF "purchases" have tradi-
tionally been of strictly limited duration and carry a market rate of interest 
of more than 8 percent. The need to repay short-term IMF credits often 
produces a "bunching' of debt obligations that severely strains debt-
servicing capacity. The World Bank has advised som: African countries 
against further borrowing from the IMF on conventional terms.2' Five 
African countries-Liberia, Sierra Leone, Somalia, Sudan, and Zambia- 
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iurrently owe the Fund $2.7 billion, and Liberia faces the prospect of being 
the first country to be expelled from the Fund for noncooperation. 

Substantially more finance on concessional te:ms is needed to relieve 
Africa's debt burden and to give adjusLrnent programs a chance of achieving 
success. Under the current debt-servicing arrangements, much of the 
income from economic growth immediately flows back to the IFIs and 
Western donors - hardly a situation that is likely to engender popular sup
port for structural adjustment. Debt relief is necessary for the structural 
adjustment programs to have the desired results. But again, debt relief 
has to be linked to a commitment to economic and pclitical reform on 
the part of African governments. 

Structural adjustment programs have also had significant redistribu
iveffects. They have succeeded in their goal of engineering a major change 

in the urban-rural terms of trade in favor of rural producers-a trend that 
was already well under way given the rise in food prices and decline in 
manufacturing by the early 1980s. Urban wage earners have been the group 
most adversely affected by economic dec.ine and subsequent stabilization 
The index of real wages in Uganda fell from 100 in 1972 to 9 in late 1984; 
in Zaire the purchasing power of the minimum wage in 1982 was only 
3 percent of the 1970 level. In many countries it appears that the flow 
of remittances from urban to rural areas has been reversed. Even though 
an increasing proportion of urban dwellers now grow part of their food 
requirements, malnutrition is rising in cities-in part because the Fund 
and Bank have insisted on the dismantling of food subsidy programs. 

Toward Successful Adjustment 
A decade's experience ofadjustment programs in Africa permits a number 
of generalizations to be made about those factors that either facilitate or 
impede their success. First, the programs need a substantial amount of 
good luck. In Ghana, for instance, the introduction of the program coin
cided with the end of a drought. The subsequent good harvest provided 
a much-needed increase in foreign exchange and gave the program a morale
raising boost. In contrast, the introduction of Zambia's program occurred 
at a time when copper prices experienced a further fall; the resulting deteri
oration in the country's terms of trade immediately invalidated the calcu
lations that had been made of the country's external financing needs. 

Second, the timing and sequencing of the various elements of the pro
gram are critical. As already noted, massive devaluation prior to raising 
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producer incomes may prevent farmers from purchasing necessary importecd 
inputs. Similarly, real devaluation is unlikely to be sustained unless donors 
make available sufficient foreign exchange to enable import car city to 
be maintained. The Bank now acknowledges that Zambia's termination 
of its structural adjustment programs in 1987 was prompted in good part 
by the failure of donors to provide the promised foreign exchange. A senior 
Bank official has compiained that Western governments ha:z frequently 
failed to provide anticipated financing; as a consequence, programs have 
been seriously underfunded. 26  

The third, and perhaps most impoitant, factor is the degree to which 
a government iscommitted to implementing a given structural adjust-
ment program. There isno doubt that some African governments, like 


those in Liberia and Sierra Leone, have engaged in what Reginald Green 
has termed "grab the cash and run" exercises.a 7 These governments made 
nominal curaimitments to programs to gain access to initial loan fundingh 
but had little Intention of carrying through the co ntis nti 
Of the programs was fully expected, as was the subsequent impasse until 
governments and donors once again sat at the negotiating table. We may 
be Witnessing a rerun of the "ritual dances" between African governments 
and the donor community that were observed in earlier negotiations on 
debt rescheduling. 

Regimes that have just acceded to power have proved to be more com-
mitted to reform - Rawlings in Ghana, Babangida in Nigeria, the Mwinyi 
government in Tanzania, and the military junta in Guinea. Governments 
that have just assumed power have no vested interest in defending the 
policies previously pursued, probably have fewer key decision-makers and 
clients who have materially benefited from past policies, and enjoy a hLney-
moon period during which the population may be willing to accept tough 
measures. In contrast, regimes that have been in office for a long period 

nomina adittleienin of ror sthogn aces tcoditions. Cancellation 

of time and that are least insulated from patronage networks have proved 
to be unwilling or unable to make a radical break with the past. Included 
in this category would be Kaunda's Zambia, HouphouCt-Bolgny's C6te 
d'Ivoire, Moi's Kenya, Mobutu's Zaire, and two Francophone governments 
where new leaders inherited well-entrenched cliCntelistic systems in the 
1980s-Diouf's Senegal, and Biya's Cameroon. 

It may well be that the greater the deterioration of an economy, and 
the more ruptured the social fabric, then the greater tolerance that govern-
ment and society will have for the initial hardships imposed by adjust-

ment programs (and, of course, the lower the base on which growth rates 
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will be calculated).29 Ultimately, if programs arc to succeed, governments 
need to assemble a new coalition in favor of adjustmert. But this is no 
easy task as the benefits from adjustment accrue slowly, while the losses 
are usually immediate and significant ones for politically influential 

30 groups.
Programs are also more likely to succeed where governments have main

tained the same teams of economic advisers and given them consistent 
backing. This I.as been the case in Ghana and Nigeri t, but not so in Zambia, 
where President Kenneth Kaunda sacked the two leading figures involved 
in the implementation of the IMF program, and eventually cancelled it. 
Moves by the World Bank to insert its owrn officials into the administra
tion of some African countries, mozt notably Libeia and Zaire, in an 

attempt to ensure compliance wrth prog-6,m targets have been unsuccessful 
as these officials were simply bypassed by the local regimes. 

Besides helping to arrange the prompt supply of necessary foreign
exchange, -he IFIs can enhance the likelihood that the programs will suc
ceed by permitting more flexibility in their implementation. Here it is 
clear that the Fund and the Bank treat countries differently according to 
whether they are perceived as serious in their approach and whether they 
are regarded as "allies" by leading Western donors. 

Although neither institution, particularly the Fund, had high expecta
tions for what might be achieved in Ghana underJerry Rawlings, the per
severance of his government with an adjustment program gradually con
vinced the IFIs of its serious intent. Accordingly, they became more willing 
to provide additional finance to Ghana, and allowed some flexibility in 
policy implementation as internal and external conditions changed. And 
Ghanaian officials were increasingly able to bargain with the IFIs for some 
concessions. By contrast, the IFIs consistently doubted the seriousness of 
Zambia's intentions to reform. Consequently, rigid and proliferating con
ditionality was applied to its program, and the IFIs were less willing to 
make finance available. 

Some countries that have not seriously pursued structural adjustment
but are regarded as of strategic significance to the West-have continued 
to be favored recipients of external support, however. The IFIs have been 
far more tolerant of the governments of Sudan and Zaire than they deserve, 
in large part because Western countries have intervened at the top levels 
of the IFIs in an effort to prop up what they have traditionally regarded 
as "friendly" regimes in strategically important states. With the decline 
of the Cold War, a more rational distfibptior of development assistgncc 

cap bc hoped for. 
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The Bank Reconsiders: From Crisis to SustainableGrowth 

Contrary to the arguments of some of its critics, the Bank's thinking on 

structural adjustment has evolved considerably as it has gained experience 

over the past decade. In a series of reports issued in the 1980s, the Bank 

moved beyond the confrontational "get the prices right" and "get the 

government out of the economy" approach of AcceleratedDevelopment,

its 1981 report. TowardSustainedDevelopment, issued in 1984, displayed 

a far greater awareness of the constraints - both internal and externalfaced by African govrnmns, and a greater sensitivity toward heOrgani-


face byAfrcangovrnmntsanda toardtheOrgni-than
geatr snsiivitsation of African Unity's call for continental economic self-reliance. It also 
placed new emphasis on the need for institution-building in Africa. 

With FinancingAdusiment with Growth in Sub-SaharanAfrica, pub-
fishd in 1986, the Bank coninud o emphasize the ncssiy Of gettingprices right and of reducing the role Of the state in the economy. But it 

prics rghtandofofeduingtheroltat intheecoomy Bu itprotectionalso made a powerful case that Africa's debthe
burden was "unmanageable:'

and that substantial rescheduling would be necessary to preclude wide-
spread defaults. Moreover, the report asserted that domestic policy reforms 
would not succeed without a massive inflow of resources on concessional 
erms. In it the Bank admited that aid Policies toward the continent had 
beem.nar frompth ial, d that policcetsomethe cia norhaid to nbeen far from optimal, and that donors had to accept some of the respon-
sibility for the white elephants that had been constructed with their 
assistance. For the fifit time, detailed attention was given to the necessity
of reducing Africa's alarming rate of population growth. 

Sub-SabaranAfrica: From Crisis to Su,;ainab'eGrowth is the most com-
prehensive Bank analysis to date on Africa's economic malaise and is a.conscious attempt at bridge-building with African oov:rnments and their 
continental institutions. For the first time in the preparation of a major
report, the Bank engaged in a lengthy process of consultation with African 
representatives. A council of African advisers was appointed, and 20 work-
shops were held in Washington and various parts of Africa to discuss the 
report. 

While the report stands by many of the basic messages of the Bank's 
earlier work, in assessing Africa's decade of adjustment it does make some 
significant departures from previous thinking. The Bank admits here that 
the adjustment process has been far slower than it had anticipated, and 
that the external environment for African states has been significantly more 
advetsc than it had predicted. It gives greater attention to the importance
of declining terms of trade and unstable commodity prices as factors con-
tributing to Africa's economic hardships. Albeit somewhat reluctantly, 

the Bank confesses that it participated in some poorly designed projects 
in Africa and concedes that more than half of the completed rural devel
opment projects it financed there have failed. 

Although the Bank is not about to jettison the structural adjustment
approach, it does now acknowledge that the IFIs need to be less dogmatic
and more flexible in implementing adjustment programs and that greater
account should be takcn of the social impact of adjustment. Returning 
to the rhtorc of the McNamara Bank's basic human needs approach inasserting that "people must come first," this report places greater emphasis 

previous ones on equitable growth; the special needs of women andthe urban poor; and on increasing Investment e improve health and edu-
I 

cation services, ensure food security, and create jobs.31
In another departure, the Bank also acknowledges that, given the deindustrialization we have witnessed in Africa over the past decade, some 

of industr7Ies may be necessary. It concludes that "the challengeprotectionhich nutes domestic industries, with com
pistion, which notere o idutit, and reuc 
pet it ion, which forces firms to innovate, ri e productivity, and reduce 

id 
to nonprice constraints on supply and puts import substitution-that is. 
efficient import substitution- back on the agenda. The Bank also adoptsa less ideological approach to privatization, asserting that "the division 
of responsibilities between th: state and the private sector should be a 
matter of prgmatism - not dogma," and acknowledging that "operating
by competitive rules is more important than outright ownership."33 The 
Bank endorses at length the OAU's and the ECAs calls for regional ceo

-IIIInomic integration, perceiving production for ainexpanded regional marketas a Stepping stone toward international competitiveness for African industries. The report also comes out in favor of the ECA's call for a reduction 
in Africa's military expenditures, which currently run on average about 
10 percent of gov,rnment budgets (but constitute more than 25 percent
of the budget in strife-torn Ethiopia and Uganda).

Moreover, for the first time the World Bank has explicitly acknowledged 
that Africa's economic crisis has its roots in political malaise. E-zly drafts
of the report employed the terminology of a member of the council of 
African advisers who referred to Africa's "vampire" states, but this refer
ence was not included in the final draft. Using a less inflammatory lex
icon, the Bank calls for the establishment of the rule of law and indepen
dent institutions in order to ensure public accountability.

While many of the Bank's new objectives are commendable, its pro
posed means for realizing them are far more contenrinii, The *fi~r nk . 
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is that From Crisis to Sustainable Growth has little new to offer on 

immediate supply-side issues. To be sure, there is a greater emphasis on 
human development as laying the foundation for a more prosperous future 
over the long term. And the report does concede the necessity for more 

import subst.tution, given countries' foreign exchange constraints and cur-

rent levels of food imports. But the Bank pins its hopes for increased export 
revenues on counties doing more of the same. 


Agriculture, it argues, should be the primary foundation for growth, 

for "this is where Africa has an immediate comparative advantage."34 As 

the Bank itself notes, however, African countries have lost market shares 
over the past decade not only because of their own production failures, 

but also because higher-income developing countries such as Brazil and 
Malaysia have invested heavily in agricultural production and have aggres-
sively exported into Africa'i traditional markets, a problem compounded 
by burgeoning agricultural subsidies in industrialized countries."5 Africa, 
the Bank asserts, "cannot afford to adopt a passive role and lose even larger 

market shares to more aggressive Asian and Latin American exporters." 
But does Africa enjoy a comparative advantage over these other 

producers? Although the vast majority of African countries will inevitably 
remain dependent on agricultural commodities for the bulk of their export 
earnings for the foreseeable future, it is open to debate whether in fact 

most African countries currently enjoy a comparative advantage. In a world 
of unemployed or underutilized resources, the answer is probably negative.

Given the macroeconomic instabilii:s generated by stabilization pro-

grams, investors are unlikely to prefer African countries over places like 
Malaysia and Thailand, which are more stable economically and poli1-

cally and which have much better infrastructure. And the debt problems 
of higher-income developing countries will almost certainly guarantee that 

they will not voluntarily give up their gains in market shares from the 

past decade but will continue to market aggressively; as Reginald Green 
points out, these countries are far better equipped to fight in the event 

of a trade war with African producers. 6 The Bank's plea that "in negotiating 

commodity agreements, Africa's loss of market share should be seen as 

an argument for more favorable treatment"3 7 reads like wishful thinking, 

Slow growth in demand from industrialized countries and intensified 

competition for '-,,arket shares have caused commodity prices to tumble 

in real terms. These falls have occurred despite the industrialized world's 

having enjoyed its longest uninterrupted period of economic growth since 

World War 11- a sign of the increasing delinking of the manufacturing 
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prices were at their lowest recorded levels in this century, excepting 1932, 

the zrough of the C-eat Depression.38 And for two crops of vitai impor

tance for Africa, cocoa and coffee, prices fell even further between 1986 
and 1989- by 48 and 55 percent respectively. For nonfuei commodities, 
the terms of rade in the past three years were lower than any time since 1960. 

The Bank itself concedes that commodity prices are unlikely to rise for 
the remainder of the decade. And the danger is that Africa's additional 

output of commodities will merely spark intensified competition in satu

rated markets, thus depressing prices further. Although African coffee 

exports for 1990 are expected to be 13 percent higher than 1988 levels,
the Bank projects that this year's coffee receipts will be 25 percent lower 

than two years ago. Declining commodity prices inevitably make it more 
difficult for governments to sustain price increases for producers. For 
instance, C6te d'lvoire was forced in September 1989 to halve the price 
it pays to its cocoa farmers; the Cameroon had earlier cut its production 
p:ice by 40 percent.3 9 

If Africa is to regain its share of commodity markets, then investors in 
countries like Brazil and Malaysia will have to perceive that exporting 
manufactured goods to industrialized countries is more lucrative than 
exporting commodities to them. To make manufacturing endeavors more 
attractive to higher-income developing countries, however, protectionism 

in industrialized countries has to be reduced. The Bank is disappoint
ingly silent on this issue, however. It issimilarly circumspect on the damage 
caused to African and other Third World producers by the agricultural 

subsidies of industrialized countries, and fails to note that African attempts 
at diversification into cut flowers and off-season fruits and vegetables have 

been hindered by agricultural protectionism in the European Commu
nity (EC). 

"Market access:' the Bank asserts, "is not a problem" for African manufac

tured exports because of the availability of Generalized Systcm of Prefer
ence (GSP) schemes and the preferential access that African countries enjoy 

to the European market through the Lom( Convention. Yet this state

ment misses the point that neither GSP schemes nor Lom6 offer the type 

of long-term security that potential investors seek. For example, both 

Mauritius and Zimbabwe have had to agree to "voluntary" restraints on 

their exports of clothing to the TEC despite being only very minor 

suppliers- thereby undermining the security of assured access that the 

LomE Convention was supposed to provide. For foreign capital to be lured 

to Africa's relatively unattractive economies, the investment climate must 
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itself if manufacturers are not guaranteed access to the markets of indus-
trialized countries. 

The recent report of the United Nations Expert Group on Africa's Com-
modity Problems is far more forthright on these issues and criticizes both 
the IMF and the Bank for their failure to take "sufficient steps to ensure 
that such countries embarking upon a diversified and expanded produc-
tion base will gain adequate access to markets in industrial countries. There-
fore, while attention is paid to the macro-economic elements, the broader 
trade policy situation is not brought into the equation."40 The U.N. report 
also gives greater attention to the need to establish and reestablish price 
stabilizing internal commodity agreements, about which the Bank is skep-
tical at best. Nor does the Bank advocate increased support for the second 
window of the Common Fund, which might be utilized to promote greater 
local processing of African commodity exports and diversification. 4 1 

The second critical factor for the Bank's program will be the provision
of sufficicnt funding. Although generalizations about the continent can 
again be misleading, Africa is now the world's most heavily indebted con-
tinent in terms of the ratio of debt to GDP. The total was estimated to 
be $143.2 billion at the end of 1989-up from only $6 billion in 1970. 
The ratio of debt service to export earnings for 1987 ranged from 3.4 per-
cent for Botswana to 119.6 percent for Guinea Bissau. Only 11 African 
countries did not incur arrears or resort to debt rescheduling in the 1984-86 
period. In the years 1986 and 1987 alone, Africa received more than $20 
bllion in debt relief. Yet despite the massive rescheduling that has already 
occurred, payments on debt remain a significant barrier to increased import 
capacity. A 1989 IMF study suggests that even if full rescheduling offorth-
coming principal payments occurs over the next five years, and export 
earnings grow at about 3.5 percent each year, there will still be no growth 
in nominal import capacity.42 

For much of the 1980s the problem was that new capital inflows into 
Africa were being used to service or repay existing debt obligations. The 
net outflow of resources from Africa to the IMF between 1985 and 1989 
has already been noted: over 4 percent of Africa's exports were devoted 
to Fund charges and repurchases, the highest figure for any continent.43 

Inflows from official creditors were used to f nance a net outflow of private 
capital. Recently the Bank has allowed its soft-loan affiliate, the Interna-
tional Development Association, to provide funds to countries no longer 
receiving World Bank loans to help them service their previous borrowing 
from the Bank. A complex paper chase has been under way in which credits 
and debts have been shuffled from one institution to another with little 
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positive impact to date in terms of net inflows to African countries. Indeed, 
an iMF study has calculated that net inflows to the colitinent were less 
than $1 billion per year in 1986 and 1987 if debt relief and arrears are 
not taken into account." 

The Bank assumes that debt relief measures wil! keep debt service pay
ments in the 1990s at or below the level of the 1980s, or about $9 billion 
per year. This is probably a reasonable assumprior., for even if official 
rescheduling is not forthcoming, countries will probably give themselves 
de facto "relief" by going further into arrears. But with debt payments 
still running at the high levels of the 1980s and export prospects poor, 
the Bank has been forced to rely on ipcreased overseas development 
assistance (ODA) as a means of bridging the financing gap for the conti
nent's development needs in the 1990s. 

The Bank asserts that ODA must grow at 4 percent each year in order 
to finance its proposed program. If funding fails to reach this level, 'Africa's 
decline is likely to continue in the 1990s," according to the Bank. Yet the 
Development Assistance Committee of the Organization for Economic 
Cooperation and Development projected in its 1989 annual report that 
assistance to Africa would only increase by 2 percent annually in real terms 
in the 1990s-an estimate predicated on the assumption that aid from 

Japan would continue to grow substantially. Africa's share of global ODA 
disbursements has already grown from 23 percent in 1980 to 30 percent 
in 1987,41and there are signs that "donor fatigue" has set in as industrial
ized countries become disillusioned with the slow progress in Africa. The 
December 1989 replenishment of the International Development Associ
ation only maintained its funding in real terms, whereas a significant 
increase had been hoped for; the EC's funding for the fourth LomECon
vention also fell far short of expectations. Together IDA and Lom pro
vide 20 percent of all aid to sub-Saharan Africa. Even if Western countries 
are willing to devote some of the anticipated "peace dividend" to fund 
addiional ODA, the demands of the former East bloc for Western capital 
will inevitably compete with Africa's claims.46 

Furthermore, for the Bank's scenrio to be realized, the efficiency of 
investment must improve by about 50 percent over the levels of the 1970s; 
an increase of 50 percent must be achieved in domestic savings and net 
transfers as a percentage of GDP; and food production must increase at 
4 percent a year- double what it has averaged ever the past 30 years. Per
haps the most depressing aspect of the Bank's scenario for Africa in the 
1990s is that even if all of these optimistic assumptions are fulfilled, per
capita income will rise by at most I percent per year. And, if the Bank's 
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targets are to be met, even this modest amount will not be available for 
consumption but rather must be used to raise the savings rate. The Bank 
assumes that improving the income levels of the bottom 95 percent v ill 

occur through squeezing the consumption lCvels of the top 5 percent of 
the population-which brings us to the question of political feasibility. 

The Bank's proposals raise a fundamental question: why would African 
governments that have vested interests in existing structures of adminis-

tration and production adopt reforms that threaten not merely their rent-
seckiiig activities but also in all likelihood their very political survival? 
Perhaps the Bank is counting on the "wind from the East" to produce 
a wave of popular demands for democratizaton, the establishment of the 
rule of law, and governments run according to rational legal principles, 
Or perhaps it believes that economic pressures can succeed in forcing govern-
ments to come to terms with it and the Fund. The record to date, how-
ever, is that many governments have maraged to survive by playing donors 
off each other, and by periodically gaining access to scarce resources by 
engaging in ritual rounds of negotiation with donors. 

The Bank's proposals face political problems not only at the domestic 
level but also at the regional and international levels. [For a detailed dis-
cussion of the political implications, see Richard Sandbrook, "Taming the 
African Leviathan," in this issue of orldPolicyJournal]While the Bank 
is to be commended for stressing the importance of regional integration 

for development, its specific proposals demonstrate that it has apparently 

learned little from the failure of regional integration schemes in Africa 

over the past 30 years. Although it acknowledges that progress toward market 

integration has been disappointing, and that one reason for this has been 

disputes over the distribution of benefits and costs, the Bank nevertheless 

is advocating trade liberalization and market-based integration. Recog-
nizing that this type of approach generates"growth polesuacities or regions 

where development becomes concentrated-and inequalities in the dis-

tribution of the benefits from regional cooperation, the Bank ptopose 
only that budgetary compensation should be offered to those states that 
make relatively small gains from the integration processone 

Yet the experience not only of African regional schemes but of those 
in other parts of the Third World is that budgetary compensation isseldom 

regarded as adequate by states when they see regional manufacturing activi

ties concentrated across their borders in neighboring countries.' 7 Not sur-
prisingly, they see little benefit in facilitating their neighbors' industriali

zation if it comes at the expense of their own. Disputes over the distribution 
of gains from cooperation have been the principal factor causing the 
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breakup of regional schemes among developing countries. The only long
term solution to this problem lies in some form of regional allocation of 
industries. Curiously, the Bank dismisses this approach, aguing that any 

planning of industrial location inevitably means state-led development.
Another of the Lank's proposals is also likely to generate political ten

sions within regions- its advocacy of free mobility of labor within a frame
work of regional integration. While this may be desirable in periods of 

economic growth, guest workers become the first victims of economic down
turns. Within the Economic Community of West African States (ECOWAS), 
for instance, Nigeria expelled large numbers of Ghanaian workers when 
its economy went into decline in the early 1980s. The resulting political 
tension between the two countries threatened the future of regional 
cooperation. 

At the international level, the Bank's new slant on adjustment programs 
may have moved it closer to the OAU, but further away from the IMF 
and conservative Western governments. Some of the Bank's latest pro
posals-especially those calling for increased government expendi

tures-drectly conflict with the Fund's stabilization objectives. Since prior 
agreement on a Fund program is a prerequisite for states wishing to obtain 
a structural adjustment loan from the Bank, the Fund's more conservative 

position may continue to have the upper hand. 
equkehas moved increasingly toward sectoral assistance loans, which do not 

countries to first negotiate aprogram with the Fund. The tension between 

the two institutions appears certain to heighten despite a "truce" they 

negotiated in April 1989, which gave the Fund the lead role in determining 

macroeconomic conditions to be attached to adjustment programs. The 

Bank is also likely to encounter opposition to its new policies from the 
more conservative Western governments-particularly the United States, 

X'est Germany, and the United Kingdom-for whom the magic of the 

raarketplace has yet to lose its luster. Since these governments are major 
firancial contributors to the Bank and IMF, as well as significant bilateral 

idenfied earlier-donors' rluc
donors, iscrobe relasoth on d ent erlir-s ' 

Toward an Improved "Enabling Environment" 

It is far easier to identify the weaknesses in the Bank's program than to 
come up with alternative proposals. Devising policies that arc nort only 
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economically viable but also politically feasible in the African context is 
a formidable challenge. 

African economies will not be transformed overnight. Right now agricul-
tural exports offer the best prospect for earning the foreign exchange 
required to import the capital goods necessary to lay the foundations for 
economic transformation. In the short term, the Bank is right that there 
is no viable alternative for African countries but to maximize their exports
of agricultural commodities, even though such an increase may well lead 
to declining prices for major crops. (This assumes, however, that commodity 
exports are not increased at the expense of the efficient production offood 
for the domestic market.) In the medium term, however, much more atten-
tion will have to be given, on a country-by-country basis, to promoting 
nontraditional exports and finding niches for them in the markets of indus-
trialized countries. 

There is much more that industrialized countries can and should do 
effort at adjustment.to assist those states that are making a genuine dutl, 

Firseaterchelp wi bemade to adress Africa's debt problem.
First, greater efforts must be maet .lrs fiasdb rbe.therebyIn the 1988 G roup of Seven (G-7) summ it in Toronto, the major industri-

alized countries agreed on a special debt initiative for nonconcessional 
official debts, i.e. export credits, owed by low-income African countries. 
Creditors would be allowed to choose between three options that offered 
a combinationofofntrestrchdulirescheduling pluss extendedetendehd gracegracearcombinratio periods,periods, Write-offs,an wrto 
or lower rates of interest for countries that had ieached an agreement on 
an adjustment program ;ith the IME At best, these proposals offer sometemporary relief and merely postpone the day of reckoning. They are
significant in that they establish a precedent for writing off export credits, 
however. (In the past, donors had only been willing to forgive dtvelop-
ment loans.) But in practical terms, these proposals provide little in the 
way of actual relief. In fact, the United Nations Conference n Trade and 
Development (UNCTAD) estimates that the savings on interest will amount 

8to no more than 2 percent of countries' annual debt-service payments."
Having established this principle, industrialized countries should now 
follow the recommendations of the Wass Report.49 Written by an advisory 
group of bankers, officials, and academics under U.N. sponsorship, the 
report recommends converting these export credits into loans 3n terms 
similar to those available from the International Development Associa-
tion-annual rates of interest of 0.5 percent over 40 years with a 10-yeargrace period. 

sernirng Ajrical Lconumic Veche 

The experience of Ghana, the only African country that has sustained 
a rigorous adjustmcnz program throughout most of the 1980s, demon
straCes that a massive inflow of resources is necessary to support structural 
adjustment. This is even more the case if poorer groups are to be pro
tected from the adverse effects of adjustment and if the human founda
tions for sustained economic growth are to be built up. Debt relief will 
be insufficient if it comes at the expense ofother forms ofassistance. Addi
tional inflows of aid-which will have to be in grant form or on IDA 
terms- are necessary. 

Second, if industrialized countries are sincere in their support for 
diversification of African economies, and in their demands for a secure 
eovironment for foreign investment, then they should guarantee market 
access for the nontraditional exports ofAfrican countries. The ideal would 
be a commitment that no African manufactured exports would be sub
ject to "voluntary export restraints" or other nontariff or tariff barriers for 
an extended period-say 15 years-provided such exports comply withreasonable "rules of origin." (Such rules specify how much value must be 
added locally for the export to be counted as a product of the country,avoiding the problem of goods merely being tra2nsshipped throughAfrica fo m th ep ro og ood e be in r ivilepedte access 
Africa from thid countries so as to exploit the continent's privileged access 
to idusrialized markets). Industrialized countries should also greatly liber
alize access to their markets for African agricultural products that com
pete with domestic products. Moreover, the West needs to liberalize marketaccess for manufactured goods from newly industrializing countries and 
to offer them greater debt relief so that they will concentrate their eco
nomic activities on manufactured goods, rather than commodities that 

Third, die countries should cooperate with Third World cou
tries in attempting to revive international commodity agreements. The 
depression of nonfuel commodity prices over the past decade not only
deprived the least developed countries (LDCs) of income, but also deprived 
industrialized countries of market= for their exports because of the decline 
in LDC purchasing power. Given the present overproduction of commodi
ties and the cutthroat competition between commodity suppliers in the 
South, it is unlikely that a voluntary agreement on production quotas
will be negotiated. For international commodity agreements to succeed, 
industrialized countries will almost certainly have to "enforce" produc
tion quotas by imposing quotas on the quantity of imports from individual 

suppliers.
A good case can also be made for the introduction of a global system 
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to stabilize the commodity export earnings of African countries through 
an improved and extended ver: ion of the commodity stabilization scheme 
that ispart of the Lom- Convention between the European Community 
and 70 African, Caribbean, and Pacific countries.50 The problem with such 
schemes as they are currently conceived, however, is that they merely offer 
compensation for earnings that have fallen below the average for the mostrcment in foraperiod ofatd efalng c omodity prices, ther st 
recent years. Ina period of declining commodity prices, they stabilize 

earnings around a declining trend. Thus, they should be supplemented 
by international commodity agreements that attempt to maintain price
levels. 

Fourth, industrialized countries should continue to promote regional 
cooperation among African countries. Donor agencies- including the 
World Bank and thc EC's European Development Fund-have often 
appeared in the past to be more enthusiastic proponents of regional cooper-
ation than African states themselves. Here the model should not be a 
common market -which inevitably exacerbates tensions over the distri-
bution of benefits between participating countries- but flexible arrange-


ments that promote joint ventures, joint provision of services, enhanced 
trade on the basis of local currencies or barter, etc. The Southern African 
Development Coordination Conference (SADCC) provides an appropriatedelo n
model. 

The measures listed above are feasible steps that industrialized coun-
tries could take to create an "enabling environment" for structural adjust-
menit in Africa. And, since adjustment Is necessary, it Is reasonable for 
industrialized countries to make access to benefits conditional on African 
governments' agreeing to a reform program. But the reform program has 
to be flexible enough to take into account changes inthe external envi-

ronment and should avoid the proliferation of conditions that accompa-
nied Fund and Bank programs in the late 1980s. Withcut additional 
assistance from industrialized countries, however, and without serious efforts 
at reform, the outlook for Africa is indeed "potentially devastating." 
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EXECUTIVE SUMMARY
 

Women are responsible for at least 70 percent 
of food staple


1. 

production in Africa (World Bank, 1989a). They are 

also important in other
 

agricultural activities, including food processing 
and marketing, cash
 

Women's involvement is significant not only in
 
cropping and animal husbandry. 


terms of their labor input, but also in terms 
of their decision-making
 

authority. In fact, as more men migrate to 
cities and other countries for
 

work, increasing numbers of women are becoming 
heads of households, managing
 

To support their extensive and multifaceted
 farms on a day-to-day basis. 


roles in agriculture and to enable them to 
respond to market incentives more
 

efficiently, women need effective agricultural 
extension services.
 

The evidence shows, however, that despite a 
growing awareness of the
 

2. 

need to reach women farmers, agricultural extension 

services are generally
 

geared toward male farmers. This is sometimes by design, but more often by
 

Bias toward male farmers is evident in the delivery 
of extension,
 

default. 

which is generally provided by male extension agents 

to men, on the assumption
 

Unfortunately, the
 
that the extension message will "trickle across" 

to women. 


evidence clearly shows that it often doesn't. 
It is also evident in the
 

message itself, which tends to focus on the activities 
of male farmers rather
 

than the much wider range of agricultural activities 
of women. Such an
 

approach ignores the unique workload, responsibilities 
and constraints of
 

women farmers and results in a highly inefficient use of resources, not 
to
 

mention sub-optimal levels of agricultural production.
 

This paper proposes a series of operational guidelines 
on how to
 

3. 

provide agricultural extension services in a cost-effective 

way to women
 

All small-scale farmers, regardless of gender, face 
constraints, but
 

farmers. 

on women farmers in order to foster a better understanding
the focus here is 


of the particular gender-related barriers confronting 
women and the strategies
 

overcome them. Attention is concentrated on Sub-Saharan Africa in
 needed to 

view of the crucial role of women in agriculture 

throughout the sub-continent.
 

Worldwide operational guidelines for agricultural 
extension for women farmers
 

are planned for later this year.
 

4. The recommendations have been gleaned from the experiences 
of
 

African governments, the World Bank and other donors, 
and researchers.
 

Ongoing pilot programs have provided useful guidance 
about what can work to
 

integrate women fully into the agricultural extension 
system and what problems
 

are likely to emerge in different socioeconomic environments. This is,
 

however, an ongoing process: it is a relatively new field and much remains to
 

It will be especially important to test alternative 
approaches


be learned. 

over the next few years. This paper will then be revised 

to incorporate new
 

lessons of experience.
 

follows: Chapter 1 addresses the question
This paper is organized as
5. 
-- the role women have in agriculture, especially in
 of why women need helR 
 to
 

Africa, and the particular constraints they face in terms 
of access 




resources and information. Chapter 2 examines the information needed to
 
modify extension systems to better reach women farmers, to modify the focM of 
research to address women's activities and constraints, and to monitor and 
evaluate programs. Ways to collect such data are also suggested. Chapter 3 
deals with the transmission of the extension message to women farmers -- the 
role of the extension agents and the importance of gender, the use of home 
economists and subject matter specialists, and the use of contact farmers and 
groups. The final Chapter examines the formulation of the message to be
 
delivered, and the linkage between extension and agricultural research and
 
tehnol2gy.
 

6. While the recommendations and analysis contained in this paper are
 
relevant for different extension systems, particular attention is given to the
 
Training and Visit (T&V) system. Much of the World Bank's investment in
 
extension has been in the T&V system, originally in Asia and now in many
 
African countries. T&V extension is a management system which has the
 
flexibility to be adapted to local conditions. These guidelines are intended
 
for use by Bank operational staff and government extension personnel. They
 
supplement and can be used in conjunction with previous World Bank
 
publications on T&V extension.
 

Why Women Farmers Need Help.
 

a) Women farmers operate under greater constraints than men, and
 
hence need special help. They have less access to information,
 
technology, land, inputs and credit. Because women have primary
 
responsibility for the home and child care, they also have less
 
available time and mobility. While there is much regional variation,
 
women in rural Africa are frequently illiterate, engaged in subsistence
 
agriculture and unfamiliar with current technology, and are often
 
perceived by male extension agents as being "non-adopters".
 

b) There is a lack of awareness of these constraints. Host policy
 
makers, managers, agents and participants in agricultural support
 
services are males who are not directly affected by the problems and
 
needs of women farmers, and hence are not sufficiently aware of them. A
 
number of initiatives are needed to improve awareness. These include
 
collecting necessary information, redesigning surveys and
 
questionnaires, improving staff knowledge and understanding of the
 
subject, and generating feedback on progress.
 

General Guidelines for ProJect Design.
 

(1) Situation svecific
 

Given the wide variation in circumstances between and within
 
countries, a single methodology or approach for improving extension services
 
for women farmers is not appropriate. The approach chosen for any particular
 
situation must be suited to that specific situation, and should be based on
 
the socio-cultural and religious precepts of the farming community and on the
 
institutional organization and resources of the country.
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(2) Start small, focus on a few key issues, and follow with
 
sustainable and incremental expansion from a successful base.
 

Large-scale, quick-acting remedies to the constraints of women farmers
 
are not possible:
 

(a) financial and human resources are not normally available for
 
comprehensive country-wide initiatives.
 

(b) many improvements will depend on changing attitudes -- a process
 
which takes time, although it can be accelerated through deliberate
 
efforts involving community leaders etc.
 

(c) certain changes in human capital take time. For example,
 
increasing the number of female extension agents will require several
 
years until training has been completed.
 

Consequently, it is advisable to start small and expand gradually from
 
initiatives which have proved successful, and at a rate that the human and
 
financial resources can absorb and sustain. This approach has been
 
successfully adopted in Nigeria.
 

(3) Focus initially on testing approaches in areas with the highest
 
potential for success
 

For the most efficient use of resources, begin with areas or approaches
 
which have a high potential for success. These could, for instance, involve:
 
(a) women's groups as the point of contact for extension; (b) pilot projects
 
in villages with cooperative leaders or districts with supportive agricultural
 
officers; or (c) new approaches centered round a popular radio program.
 

(4) Flexibilit
 

Flexibility of design is essential when choosing situation
specific initiatives. Flexibility over time, with continual monitoring and
 
evaluation, is also important. Successful initiatives should be expanded and
 
tried elsewhere, and unsuccessful ones dropped or modified. To make a start,
 
short-term measures may be chosen with the intention of modifying later to
 
conform with long-term objectives.
 

(5) Participation of women in design and evaluation
 

The most important resource of all is the women farmers themselves. They
 
are the people most directly involved both as those affected by the
 
constraints and as recipients of the extension advice and support. They are
 
best placed to define the problems, to suggest solutions and to evaluate
 
technologies. Ways should be found to involve women in designing and
 
evaluating the extension service, both in terms of developing an appropriate
 
meassage and delivering the message effectively.
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(6) Cooperation of husbands and male leaders
 

Men at all levels of society can have a profound effect upon the success
 
of women's programs. At the village level, unless their support is enlisted
 
before embarking on women's agricultural programs of any sort, men may resist
 
programs for their wives until they see direct benefits, as happened in
 
Malawi, for example (Evans 1989). At senior government levels, the support of
 
departmental and regional managers is crucial to the effectiveness of programs
 
for women farmers.
 

(7) n integrated extension system for all farmers
 

While women farmers do need special help, this must be provided through
 
an integrated extension system. It makes no sense to have a parallel,
 
separate system for women. This may take time, however, when there is a
 
separate cadre of home economists or animatrices, with its own administration.
 
A phased approach may then be needed. But all efforts should be directed to
 
developing an integrated extension system which helps both men and women.
 

Suggestions for Project Components and Interventions
 

(1) Increase numbers of female extension agents.
 

Even in areas where there are no restrictions on male/female contact,
 
communication with female farmers is generally enhanced when female extension
 
agents (EAs) are used. To increase the number of female EAs, however,
 
requires a long lead time and over the shorter term other means are needed.
 
Suggcsted interventions are as follows:
 

* Increase enrollment of girls in agricultural colleges:
 

- increase enrollment of girls in secondary schools. This is the
 
factor most highly associated with female participation in
 
intermediate agricultural training;
 

- set target growth rates for women students at agricultural
 

colleges;
 

- make boarding facilities available at agricultural colleges;
 

- remove irrelevant entry requirements; 

- provide common training curriculum for male and female 
students. 

* Redeploy femple agents already working with rural women. Female
 
agents already teaching rural women subjects closely allied to
 
agriculture can provide a quickly tapped recruitment source. Such
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agents would be home economists in anglophone African countries
 
and animatrices in francophone Africa. Once suitable agents are
 
identified, to develop them into agricultural extension agents:
 

- identify gaps in their knowledge;
 

- provide in-service training in to fill these gaps, particularly
 
in agricultural skills.
 

* ~Improve conditions of employment of female agents:
 

- provide the same conditions of employment and same logistical
 
support to male and female agents;
 

- retain married and pregnant female agents;
 

- help women meet their dual responsibilities of career and
 
family, where possible select female agents from the area where
 
they will serve.
 

(2) Improve contact and communication between male extension agents
 
and female farmers.
 

Since most extension agents are and will be male, the effectiveness of
 
their work with women farmers needs to be improved. This should be done
 
through:
 

Pre- and in-service training to enable male extension agents to
 
work effectively with female farmers. Training should emphasize
 
the following: diagnosis of women's agricultural activities and
 
constraints, the organization of rural women for extension
 
purposes, techniques for working with women farmers, and providing
 
feedback to researchers on technology needs. After training,
 
staff incentives to encourage male cxtension workers to work with
 
women farmers should be integrated into the reward structure.
 

Gender targeting, i.e., using agents of the same gender as the
 
farmer to make the initial linkage. Using female agents initially
 
to work with women -- particularly women's groups -- can help
 
develop farmer confidence in the agent and familiarity with the
 
extension syste.. Once this process is accomplished, the female
 
agent introduces the group to the agent Lssigned to the area (who
 
is usually male), and moves on to work with another group. This
 
approach has had considerable success in North West Cameroon.
 

(3) Improve the transfer of messages
 

Increase the number of female contact farmers:
 

- remove selection criteria that bias against women; 
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- encourage leaders to advocate publicly the selection of women
 
contact farmers;
 

- emphasize selection of women farmers in training sessions for
 
extension agents.
 

0 
 Increase the number of female contact groups. 
Women's groups, and
 
to a lesser extent mixed groups, provide a cost-effective way of
 
channelling and providing feedback on extension services, and
 
offer women the means of overcoming social and educational
 
disadvantages. Groups can be multi-functional, or can focus on a
 
single activity: extension, credit, communal crop or livestock
 
production, labor exchange.
 

* Monitor extension/farmer contacts by gender and set targets.

Regular reporting with data disaggregated by gender will increase
 
the awareness of extension agents and encourage chem to address
 
the issues of women farmers.
 

* 
 Identify ways to deliver extension services to women to overcome
 
their constraints of time, mobility and lower educational levels.
 
Suggested approaches are:
 

- mobile training courses to overcome difficulties of leaving the
 
village or family to attend residential training;
 

- use of mass media -- radio and video cassettes are promising

adjuncts to face-to-face extension. They are an effective, low
 
cost way of transmitting ugricultural information to farmers, and
 
are particularly useful with illiterates. Local dialects should be
 
used, and radio messages should precede visits from extension
 
agents. Videocassettes can also be useful training tools,

especially for low resource farmers. Viewing by farmers' groups is
 
particularly cost-effective.
 

(4) APoint Subject Matter Specialists- (SMS's) with special

responsibility for rural women. 
 SMS's can serve particularly useful
 
functions. They can diagnose women's activities and constraints, stimulate

appropriate research and technology, develop recommendations, organize women's
 
contact groups and broaden the technical training of extension agents to cover
 
women's activities.
 

(5) Improve the appropriateness of the messages and technology for
 
wome farmers. 
An extension system is only as good as the technology offered.
To develop messages and technology to better meet the needs of women farmers

in Africa, the following are recommended:
 

Identify the information and technology needs of women farmers by

collecting information on women's farming activities to identify

the needs, constraints and objectives of women farmers. 
 Gather
 
such information from three main sources: 
 baseline socioeconomic
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and agricultural data, disaggregated by gender; farming systems
 

research or similar approaches; and feedback from extension.
 

0 	 Develop the linkage with the research institutions to ensure that
 

the research agenda covers farming activities of women, and that
 
technologies are developed to meet the needs of women farmers. The
 

scope 	of the research should include crops and livestock produced
 
by women, technologies and farming systems suitable to the
 
circumstances of women farmers (such as alley cropping),
 
technologies for water and fuelwood collection and use, and food
 
processing, preservation and storage.
 

0 	 Design tools and machines suitable for women. These should be
 

portable, inexpensive, multi-functional, suited to women's size
 
and strength, and have use patterns compatible with other
 
activities. '1o the maximum extent possible, they should be
 

produced locally.
 

* 	 Improve the availability of new tools and machines, using women's
 
groups as the channel for distribution wherever possible.
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EXECUTIVE SUMMARY 

An analysis of the determinants and consequences of rapid

population growth in Kenya represents an encounter in contrast
 
and paradox.
 

On the one hand, no country in Africa has had a longer
 
tradition of concern about rapid population growth. Yet, the
 
apparent record of achievement in population programming has been
 
disappointing--at least as measured by the high annual rate of
 
population growth approaching 4 percent. On the other hand, in
 
spite of concerns by Kenyan and world leaders about population
 
growth that have sometimes reached alarmist proportions, this
 
nation has been able to accommodate a high rate of population
 
increase, although not without considerable effort and cost.
 

This report examines these paradoxes not by providing yet
 
another rendering of the impacts or potential challenges of
 
accommodating rapid population change--such reports are readily
 
available and would thus serve little useful purpose--but by
 
analyzing the manner in which Kenya has confronted its unusual
 
demographic situation. This analysis will speculate why, now a
 
quarter of a century after Independence, Kenya's demography may
 
be entering a new phase of declining growth rates.
 

Interestingly, this new phase may well be substantially
 
caused by those very adverse impacts of rapid population growth
 
highlighted by analysts and political leaders in the past.
 
Indeed, "population pressures" may be naturally, and without
 
fanfare, giving rise to a moderated pace of demographic change by
 
reducing the benefits and raising the costs of children to the
 
household.
 

It is plausible that the results of population programming in
 
Kenya, while somewhat disappointing to date, may in fact
 
represent a key to success in the future. For example, improved
 
systems of health delivery and family planning, now in place,
 
will predictably influence the pace at which population growth
 
recedes in the coming decades. One might therefore characterize
 
the record of population programming in the past as one of laying
 
the groundwork with infrastructure that will reap increasing
 
returns in the future. These programs will facilitate the
 
powerful interactions between demographic and economic change to
 
adjust to a new, sustainable balance between population numbers
 
and the economy and environment.
 

It is uncertain how fast this adjustment will take place.
 
That depends fundamentally on the strength of those factors
 
motivating parents to seek smaller families. And this, in turn,
 
depends on the interactions of population growth and the society
 
and economy, as well as population policy and programming. This
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report, which raises more questions than it answers, attempts to
 

provide a preliminary assessment of some of these interactions in
 

a way that lays the basis for developing both a research agenda,
 

and some insights uscful for formulating a population strategy
 

for Kenya over the next decade.
 

To provide background for such an assessment, the record of
 
As an
population change in Kenya is examined in section 2.0. 


overlay to the demography, aspects of the way in which the Kenyan
 

economy has performed, has accommodated, and has been influenced
 

by rapid population growth is next presented in section 3.0.
 

The interactions of population with the economy have been
 

conditioned by population policies and programming. Both are
 

summarized in section 4.0.
 

The development of population policies and programs requires
 

identifying those factors giving rise to the "turning point" in
 

fertility. Will the decline in fertility be rapid or slow? Will
 

it be sustained, or will there be pauses of relatively constant
 
rates of change? Tinfortunately, population research on Kenya
 
precludes the providing of even provisional answers to these
 
questions. However, some empirical results are beginning to
 

emerge from the recently released Demographic and Health Survey
 

1989 (DHS), and from an analysis of economic and social trends
 

and events. Some of these results are presented in section 5.0.
 

Given the limited number of observations across geographic areas
 

(districts/provinces) in the published DHS, any conclusions based
 

on geographic associations must be guarded, and indeed be
 
considered as informed working hypotheses until the micro dat-a
 
can he examined in detail. The analysis does, however, permit
 
the identification of some issues that require further research
 
to arrive at a longer-run population strategy for Kenya--one that
 

not only facilitates the pace of fertility decline in the short
 
run, but more importantly, sustains that pace over time.
 
(Components of a research agenda are provided in section 6.0.)
 

Section 7.0 provides a set of recommendations.
 

Population Trends
 

Kenyan population growth has risen steadily from an annual
 
rate of 2.5 percent in 1948 to around 3.8 percent in the 1980s.
 
Thecz trends derive from an increase in the total fertility rate
 
(TFR) from 6 to almost 8 children over this period (the crude
 
birth rate has been high and constant at around 50 per thousand),
 
and a steady decline in the crude death rate from 25 to around 13
 
per thousand. Reductions in child and general mortality, and
 
especially in infant mortality (from 184 per thousand in 1948 to
 

60-80 per thousand in the late 1980s) have increased life
 
expectancy at birth from 35 to over 56 years.
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A "turning point" in population growth may be in the making.

Evidence from the recent DHS shows a substantial reduction in the
 
TFR from 7.7 in 1984 to a current figure of 6.7. Government
 
projections (based on the higher TFR) place the Kenyan population
 
at 35 million by the turn of the century.
 

A striking feature of Kenyan demography is the substantial
 
variation in fertility and mortality by geographic area. Total
 
fertility rates vary from a low of 4.6 in Nairobi to a high of
 
8.1 in Western Province; infant mortality is lowest in Rift 
Valley and Central (34.6 and 37.4, respectively), and highest in 
Coast (107.3). These figures justify caution in generalizing
national experience to individual areas, as well as implementing 
a common format of population programming to all regions of the
 
country. 
They, in addition, offer clues on the determinants of
 
the decline in total fertility.
 

Economic Trends
 

Kenya's overall economic and social development has been
 
quite respectable since Independence, at least as compared with
 
the experience of other developing countries.
 

The record can be divided into early (1965-1980) and late
 
(1980-1987) periods, corresponding to relatively normal growth,

and a decade when most countries sustained poor performance.

During the first period Kenyan per capita output grew by 2.8
 
percent per year, exceeding the average of Sub-Saharan Africa
 
(2.4 percent) and South Asia (1.4 percent), although short of the
 
impressive performance of Latin America and the Caribbean (3.5

percent). Agricultural expansion exceeded population growth by

1.3 percent; and industrial growth, while beginning from a small
 
base, proceeded at a substantial pace (6.2 percent).
 

Most countries performel badly in the 1980s and Kenya was no
 
exception. While there was a slight reduction in output per

capita, this retrenchment was less than that experienced in Sub-

Saharan Africa and Latin America/Caribbean. The severe drought

of 1984 exacerbated the adverse impacts of the second oil crisis
 
and the world recession on Kenya. Presently the expansion of
 
output per capita is moderate in major producing sectors.
 

A driving force in Kenyan development has been high rates of
 
accumulation, bcth in physical and human capital. 
 Gross domestic
 
investment as a share of GDP has risen from around 14 to 25
 
percent, and is presently one of the highest in the Third World.
 
Most of this investment is financed from domestic saving which is
 
around 20 percent of GDP--also high by world standards.
 

Kenyans have invested heavily in human (capital) development
 
as well. The increase in the primary school enrollment ratio
 
from 54-to 94 percent is exceptional by world standards. While
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Kenya's central government expenditures on education are
 
substantial (5.8 percent of GNP), given the manner in which
 
education is financed through increased and now considerable
 
"cost sharing" at the local (household) level, the total share of
 
national output devoted to education could well exceed 10
 
percent.
 

The ability to accommodate high rates of population growth
 
in the future will be increasingly difficult given the mounting
 
pressures on the land and the fragile ecology in what is still a
 
dominantly agrarian-based economy. Moreover, demographic
 
pressures, requiring heavy investments in education and health
 
services, as well as in job creation as the baby boom enters
 
working ages, will necessitate structural adjustments toward an
 
economy less dependent on agriculture. In a sense demographic
 
pressures are not only stimulating structural changes, but
 
importantly these pressures (e.g., the financing of education)
 
are beginning to provide a primary mechanism causinq population
 
growth itself to decline.
 

Population Policies and Programs
 

To what extent can the recent reduction in the TFR be
 
attributed to population policies and programs in Kenya? An
 
answer to this question requires an assessment of the political
 
and financial commitments, mainly to family planning.
 

The evolution of political statements and programs directed
 
toward population in Kenya has been path breaking as assessed by
 
African his'.orical experience. However, until recently
 
Government's programs in population have been modest in scope and
 
intensity--the record can be characterized as a deliberate, but
 
not a particularly dynamic progression of Government commitment
 
and activity.
 

In 1984 there was a modest break in the previous, slow-paced
 
evolution, toward a somewhat expanded involvement in population
 
matters, as signaled in a pair of speeches by Hon. Mwai Kibaki at
 
the Second World Population Conference in Mexico City, and
 
President Daniel Arap Moi in his address at the first National
 
Population Conference held in Nairobi.
 

Wlv her the recent increasingly strong political statements
 
are nov 1., fact translated into efficient and effective
 
populatio.n programs remains to be seen. An examination of the
 
financial and related resource commitments (e.g.; family planning
 
training and service delivery points) by Kenya and international
 
donors to population programming, as well as measures of outcomes
 
(e.g., family planning acceptors), reveals that serious
 
government commitment to fertility reduction through active
 
population programming began around 1987, and that the momentum
 
is likely to be maintained for at least the next few years.
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A "Turning Point" (?) in Kenyan Demographic History:
 
Documentation, Speculations and Issues
 

Three questions arise in assessing the "turning point" in
 
Kenya. First, what is the nature and plausibility of the recent
 
turning point in fertility; are its timing and magnitude of
 
change believable? Second, what factors appear to account for
 
the break in fertility? While answers to this question must be
 
speculative, they not only provide elements of a research agenda,

but also provide yet another basis for assessing the turning

point. If quantitatively important factors causing a reduction
 
in fertility cannot be identified and documented, confidence in
 
the (magnitude of the) observed downturn in fertility must be
 
qualified. Third, what have been the roles of family planning

(FP) in accounting for the fertility decline?
 

Several empirical findings relating to the turning point are
 
notable.
 

" The reductions in the TFR between 1984 and 1989 are pervasive

geographically, occurring in most provinces.
 

" The reductions are large by international standards.
 

" While increases in the contraceptive prevalence rate (CPR)
 
per se account for a significant portion of The decline in
 
the TFR, much of the decline is due to other factors (e.g.,
 
an unexplained increase in the effectiveness of
 
contraception).
 

" The reductions do not appear to be as strongly correlated
 
with changes in the "usual" socioeconomic determinants as
 
might be expected. This suggests another major (given the
 
size of the TFR change), common (given the pervasive spread

of the TFR changes) factor or factors as possibly triggering

the fertility decline. (As a g'oup, l.he usual socio
economic factors are certainly antinatal in impact, serving
 
to reinforce the emerging downward trend in fertility. A
 
threshold model, or one positing substantial lags, may also
 
be offered as alternative perspectives in accounting for the
 
turning point.)
 

Six "unusual" factors occurring during the mid-1980s were
 
assessed as possible candidates explaining the TFR decline.
 
Five, while supportive, probably did not act as the primary
 
underlying cause. They are:
 

* Changes in the political environment toward FP, the results
 
of which did not translate into increasingly effective
 
programming and manpower/financial commitment until very
 
late in the period.
 

(9
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" Changes in the provision of FP services, which did not expand
 
notably until the late 1980s. However, returns on earlier
 
FP infrastructure did indeed partially account for observed
 
increases in the CPR, a trend motivated in large part by
 
shifts in demand for children.
 

" The drought of 1984, which is probably viewed as an "unusual" 
short-run phenomenon, and thus unlikely to have affected 
long-run fertility decisions. 

* AIDS, whose potential impact on increasing the use of condoms
 
for disease protection is not yet notable, at least in the
 
period that could have influenced the TFR.
 

" Changes in infant/child mortality (in part resulting from the
 
expanded immunization program), which may well have been
 
influential in accounting for the timing of the turning
 
point, although the evidence is shaky. (Mortality changes
 
are more likely to exert impacts on longer-run fertility
 
trends.)
 

An important factor accounting for the turning point in
 
fertility was probably the substantial increased costs of
 
education resulting from the (8-4-4) curriculum reform of 1985
 
and the financing of a major portion of those costs by parents in
 
direct proportion to the number of their children in school.
 
This format/distribution of financing is unusual by international
 
standards, and may represent an emerging "African Model"
 
(applicable to other public services as well) that cuuld be
 
important to influencing the pace and pattern of future fertility
 
trends.
 

Will the downward trend in fertility continue? Yes, since
 
several of the antinatal fertility impacts will continue to
 
intensify over time. However, the trend could be attenuated if
 
FP services do not continue to improve in accessibility and
 
effectiveness, unemployment of youth results in diminished
 
parental investments in education, and infant/child mortality
 
rates do not continue to decline.
 

Several empirical findings relating to FP in Kenya are
 
notable.
 

" The change in the overall rate from 17.0 in 1985 to 26.9 in
 
1989, while seemingly large, is not unusual at the turning
 
point, as assessed by international experience.
 

* There has been some shift toward modern methods.
 



" 
The association of the TFR and the overall CPR appears to be
 
weak, although it is fairly strong for modern methods,
 
suggesting the relative efficiency of the latter.
 

* The CPR appears to be strongly associated with ideal family

size and reductions in child mortality; and somewhat less
 
with knowledge of methods, which is already quite high.
 

The reduction in the "demand" for children has been large,
 
with "ideal family size" declining from 6.3 to 4.8 children
 
over the five-year period. This is corroborated by the
 
percent of mothers who state "they don't want more
 
children," which increased from 31.5% in 1984 to almost 50%
 
in 1989.
 

The reduction in demand has been widespread, even in areas
 
that appear to be lagging in the fertility transition.
 

" Lagged infant/child mortality impacts on the CPR are
 
empirically strong, as indirectly measured by the impact of
 
immunization on the CPR. Integration of immunization and
 
MCH with FP appears particularly promising in high-mortality
 
areas.
 

Research
 

Providing answers to the types of questions asked in this
 
report--in particular, explaining the turning point in fertility,
 
ascertaining whether recent fertility trends will be sustained,
 
and identifying how specific population policies and programs
 
will impact on these trends--requires a reasonably detailed
 
empirical research baE;e. Unfortunately, the volume of high
quality policy-oriented empirical research on fertility,

mortality, and family planning is insufficient to meet current
 
programmatic requirements for project formulation and evaluation.
 
Kenya must move to close this "research gap."
 

Population Strategies and Policies
 

Based on the results of this report and the experience of
 
other countries, eleven areas of population programming are
 
singled out for attention. These can be grouped into five
 
strategies in which it is argued that Kenya should:
 

e Develop an IEC strategy and program that focuses not on
 
lowering the "value" of children, but on lowering the
 
social/psychological costs of family planning; and consider
 
options for redirecting IEC efforts toward a major public-,
 
or possibly private-sector program that eliminates
 
unproductive duplication, and is sensitive to local
 
conditions and needs.
 

1 
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e Improve the effectiveness and efficiency of the existing
 
service delivery facilities and system, even if this is at
 
the expense of some replication and expansion.
 

e Intensify the research program to provide timely and
 
useful inputs to population policy and programs.
 

* Formulate differentiated population programs and targets
 
specific to relatively small geographic areas (i.e.,
 
districts).
 

* Position NGOs to undertake a relatively larger role in
 
service delivery and a relatively smaller role in IEC, and
 
the public sector to shift its responsibilities primarily to
 
coordination, financing, and possibly IEC.
 

¢9
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Horror in Liberia 
African Hospitality,American Indifference 

As a veteran observer of refugees in 
Southeast Asia. I was prepared to see more 
suffering when I went to West Africa to 
assess conditions for Liberian refugees. 
Like almost all refugees, the Libenans 
brought little with them except tales of 
horror-the kind of atrocities I had not 
encountered since listening to accounts of 
Cambodian refugees who fled the murder-
ous Khmer Rouge regime more than a 
decade ago. 

Sometimes the terror in Liberia is ran-
doin: villages burned, inhabitants massa-
cred. Sometimes the terror is dreadfully 
focused, as in the instance of a young 
woman who told us how her brother had 
pleaded for her life. saying to take his 
instead; his captors obliged, killed him be-
fore her eyes and then let her go on to a 
Ifetime of nightmares. 

I found two things astonishing about the 
Liberian situation and its refugees-the 
hospitality of neighboring countries and the 
apparent willingness of the United States 

and the international community to tolerate 
continued violence in .iberia, which india. 
criminately generates more dead, more 
wounded and more displced. 

The problem is large and growing-more 
than half a million Liberian have fled to the 
neighboring countries of Sierra Leon, 
Guinea and the Ivory Coast. Counting those 
dsplaced inside Liberia. half of the country 
ia homeless, which may be the current 
world record for displacement, 

Yet there are no refugee camps. Hospi-
tality for those who manage to flee across 
the border is given by villagers in neighbor-
ing countries. To see this personal generos-
ity is deeply moving-an extraordinary will-
ingness of those who have littlet 
with those who bring nothing. In effect, the 
villagerswere the sole international
donors
toLberian refugees untilow-movnsthe 

reef machinery began torespond months 


after the first refugees fled. 
The advantages of living in a village 

environment instead of confinement in a 
refugee camp are great. Village ilepermits 
dignity and freedom of movement, not pos-
sible in the confinement of a camp and at a 
much lower cost. The refugees may be 
poorer than those in Southeast Asia, but 
their daily existence is immeasurably bet-
ter. It is now past time for the international 
community to reimburse the front.line vil-
lage hosts. Yet the rice and other food now 
finally being distributed in these villages 
goes to refugees only, 

An international appeal for aidto some 

. 

.United 

a~au 
200,000 villagers toin Guinea r 
their food supplies has received only scant 
international support. One hopes that the 
United States will lead the way in generat-
ing the overdue response to this appeal. 

If it is time to recompense the villagers of 
the neighboring countries. It is also time to 
encourage an end to the fighting in Liberia. 
Even before the Gulf crus the United 

ethe 
Hhere arethe voices 

for a more responsive
approach to Liberia? 
States apparently decided to sit on the 
sidelines rather than seek a settlement in 
the Liberian civil war. 

There is bitterness among the Liberian 
refugees toward all factions, but there espe-
cially is grief that the United States-long a 
special patron ofLiberia's since freed slaves 
returned there from America-has failed to 
play a strong role to end hostilities. Officials 
in Guinea and the Ivory Coast, as well as 
U.S. diplomats in the two countries, believe 
that active U.S. intervention nionths ago 
could have saved hundreds, perhaps thou-
sands of lives. 

It is now time to put other bolutions ii 

MONDAV.Nowwtt 26, 1990 All 

place. Though the cease-fire engineered by 
Assistant Secretary of State lHerman Cohen 
in late September lasted only days, this 
peacemaking attempt does show the poten
tial for constructive U.S. involvement. 

What is needed from the United States is 
a presidential push for a uettlement in 
Liberia, starting with a new cease-fire. Per. 
haps a U.N. peacekeping component could 
be added. U.N. Secretary General Javier 
Perez de Cuellar should appoint a high level 
representative unmediately. But with the. 
African group at the United Natins split. 
thesecretary general can only move ahead
 
with support rm major powers likethe 
wit sptfs oStates. 

Where are the voices in and out of government for a more responsive approach to 
Liberia? Th,,s in Congress who follow fri-' 
a-including the Black Caucus-have beets 
generally passive. Meanwhile, the media 
cotinue to allow the Gull to dominate rbei"
radar screens. 

While pressng for a more efective U.S 
approach to the Liberian civil war, we 
should encourage recent, belted U.S. actions to get food to Liberia. Starvation is
looming. As helpless as the Liberian refu
gees are, they never forget to remind a 
visitor of the need to get food to their' 
brethren back home and the imperative to 
stop the fighting. Obstacles to increased 
food delivery need to be addressed: mari.
time carrers must be insured, the inter
diction of food must be ended and the 
facilitation o distribution on the ground 
ipro T problems are ound 

improved. shede doing are soluble and 
world should be doing more than watch 

nLiberia starve. 
One last probl: Why is it so diffcult foer

those Libe wihhe 
closetiestothe United States to get non-imavas? Thousands of Liberans have 
been granted the right toremain indefinitely 

in the Uruted States unt conditions improve 
at home. This should be extended to those 
clcse family members who arnved after July. 
and the Stale Department should instruct 
our embassies to interpret the visk law 
flexibly
and humanely. 

It is unconscionable that the Unilted 
States and the international community are 
not acting more effectively on Liberia 
acroass-the-board-in3ide the country, along 
ita borders and at ours. 

The writr,execulive director ofRefugites 
International,recently virited Libernan 
rejugees in Guinea and thlIvory Coast. 
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Mr. Bush, Liberia Needs Your Help 

ByMcalMsigSamuel 

t's hell here," writes aLiberi-
an journalist from the rav-
aged capital of Monrovia. 
"The war continues tobe 
bloodier without end de-
spite the death ofPresident
PresidentLierispiteeahedther-gdeath|proorf 


Doe. As I am writing this note. Ican 
see thick smoke rising from parts of see 
the city ...Dead bodies and the skel-
etons of bodies that have decayed in 
the streets are a common sight 

"Besides the killings being com-
mitted by forces, people are dying 
from starvation and epidemics. Peo-

pie are boiling leaves and eating 
them just to survive One palm kernel 
is sold for 25 cents or more in some 
places Rice is now called 'gold dust,* 
and many people cannut afford to buy 
even a cup ... 

Liberia's civil war has raged for 10 

months now, but never before has the 

situation been so desperate. In Mon-

rovia, where an estimated 80,000 peo-

pIe are stranded, many are eating 

leaves and nuts in an effort to sur-

vive Children roam the streets with 

jars of mayonnaise, selling spoonfuls 

for 5 cents apiece. Of the 20,000 or 

more deaths that have occurred dur-

ing the war, at least half are due to 

starvation and disease. And things 

are getting worse fast. 


Liberia is in anarchy. Two rebel 

armies, plus a West African peace-


ukeepingforce and the remnantseK Doe's army, have turned 

the country into one vast battlefield.ntitns teng 
Boys not yet intheir teens prowl thepush 
streets with Kalashnikov automatic 
rifles; those too small to carry guns 
carry grenades. The killing. Africa 
Watch states in an upcoming report. 

has reached "near-genocidal proporI 
tions." Unfortunately, no one outside 

Liberia seems to care. 
The indifference is particularly dis-

tressing in the case of the United 
States During Mr. Doe's decade-long 
rule, the United States provided Li-
beria with about half a billion dollars, 

making it our largest aid recipient 
south of the Sahara. In 1985, when Mr. 
Doe blatantly stole an election, the 
U.S. Government gave its stamp of 
approval, then kept quiet as his 
abuses mounted Today with Liberi-
ans murdering one another, we re-
main silent still. 

In September, Assistant Secretary 
of State Herman Cohen traveled to 
Liberia to try and arrange a cease-
fire After meeting separately with 
the two rebel leaders. Prince Johnson 
and Charles Taylor, Mr. Cohen de-
c;i:red that "Both men would like to 
see Liberia with a truly democratic 
system." In fact, both men have 
proved themselves to be perfect ty
rants Mr Cohen's statement shows 
how far out of touch the State Depart-
meni is with the realities in L.tarm 

Surely it's time for the White House
involved. A state.itself to become ead..,n rmPeietBs 


:. nt from President Bush demand
an end to the conflict could help 

the warring armies towarda 

settlement And the US should ntro
duce a resoluiol before the U.N Se.
 
curity Council urging a negotited
 

should also ask Security General 
I s ereldecurity Genera 

Javwe Perez de Cuellar to send a 
special envoy to Liberia to meet with 
the contending parties and arr-.nge a 
cease-fire, with free elections to fol
low. Having mobilized the world com
munity so effectively in the Persian 
Gulf crisis, the U.S. should do no less 

in the case of Liberia. 
Today, the rainy season is still in 

progress, and people are able to col
lect and drink rain water Soon, how
ever, the rains will ebb, and by No
vember they will stop altogether, 
leaving Monrovia dry. At that point 
the number of deaths will likely soar. 

"it seems like the world has forsak. 
en Liberia, and lots of people are 
dying from hunger daily," a Liberian 
wioman wrote to her husband in the 
United States. "I am out of money 
now. I am afraid, especially for our 
daughter. She is getting very thin. 
Please try to get us out of here. 
Please don't leave us to die.. 

Michael Massing, o journaliSt, visited 
Liberiaon behalfof the Fund for Free 
Exprcs~ion in 1985 and 1986 



SUNDAY. DECEMBER 30. 199 M7. 

LOS ANGELES TIMES 

COLUMN RIGHT/
 
WILLIAM F.BUCKLEY JR.
 

The World 
Should Fear 
Bitter-Enders 

SEven as Mandeda questionsm Evn asMane~auestonswhether 

sanctions, there are those who 
seek only vengeance. 


n Nov. 27, Michael Johns. the poicy 
Janalyst for Third World and Afmivar 

affairs for the Heritage Foundation, te ..i-
fied before the U.N. Committee on Apart-' 
heid. He did not meet with a cnticat 
reception because Johrii has for mnrn 
years been a voluble critic of apartheid, so 
that it was not thuught necessary to pas 
much time on the disavowalist rituals; 
What Johns pleaded fur.and flatly predict-
ed, was that the West would remove its 
sanctions against South Africa "as early ai 
In February or March." 

This would have sounded very rash; 
except that from inside South Africa we 
hear now from Nelson Mandela, widely 
accepted as the patron saint of economii: 
sanctions. What Mandela is saying is that 
perhaps the time has come to "reconsider'! 
their appropriateness. For him to say evell 
that much dilutes the moral absolutism of 
the call to sanctions, the kind of thing that 
Bishop Trevor Hutddleston of Britain has 
made his militant cause for many years. 

Johns recited statistics that were no 

effectively challenged by the U.N. com: 
mittee. He said that "combined unemploy; 
ment and underemployment figures fot 
South Africa's black majority now stand at 
47%, largely because South Africa-an 
export-driven economy-hss been denied 
access to many foreign markets." He then 
went on to cite the latest Gallup poll 
addressed to South Africa's black majority, 
Do you oppose sanctions as a means for 
endig atartheid' Oooosed: , " 

In South Africa today, most political 
forces are harnessed to move toward i 
general election. The exact shape of the 

new constitution is not yet established. but 
President Frederik W. de Klerk has said 
that it will include "a universal franchisi 

No domination (of one race by anotherL 
equality before an independent tiJic'r 
landl the protection of minonties as well as 
of individual rights." 

It remains to be sen whether the Boer 
voters of South Africa. who are the 
backbone of what is left of apartheid. wilt 
feel that the new constitution will aecurd 
their lives, liberty and property. There wilt 
be heavy debate within the whit' commu-
nity when the uime comes. 

This much we knnw, but we have not 

reflected on the debate that is bound to 

engage the black community. And that 
community's two principal leaders arc 

Nelson Mandela of the Afncan National 

Congress and Zulu Chief Mangosuthu Gat

'One way in which t0 1t 

vengeance could be satisfied Is 
by a constitution that has the 

offect of jeopardizing the 
security of white-owned 

property.' 

sha Butheleni of the Inkatha movcmf.L 
And obviously Mandela isasking himselfhe wishes to engage in a voting 

contest against a hlack leader who oppoam 
sanctions at a time when almost one-hUW 
of the black population isunemployed or 
underemployed. 

The events of the past year or twC' in 
South Africa have been almost as dramatic 
as those in East'r, Europe, and they ae 
by no meant unrelated to those evenL As 
long us the ANC was thought by the white 
population and the white government tobe 
the arm of a Soviet slate aystemaucally 
engaged in oppression, violence and sub, 
version, the congress was rightly sup
pressed. The decision to free Mai-.tI, 
coincided with the conviction that she 
steam had run out of the commuomt 
revolution and that the ANCs continuing 
link to international communism wes 

z 
something on the order of sentiment
histoncal formality, unrelated to any Po
tential to do revolutionary damage. It cotild 
be said that when the wall went down in 
Berlin, so it did in South Africa, between 
the government and the primary black 
party of dissent. 

What we have to fear is the bitter-end:
 
ers who would really pr.fer a non-peaceful
 
end to the South African aory. Three
 
years ago in London, Bishop Huddleston. 
the honorary chairman of the anti-apart
heid movement, said. "I would neVer 
suggest civil war is welcome; I say It t 
inevitable." The hatred of apartheid and of 
its spon'n has not been entirely appeased 
by th. collapse of apartheid. There is 
sentiment among such as Bishop Huddles* 
ton for vengeance. One way in which that 

vengeance could be satisfied is by..4 
constitution that has the effect ofleopad
izing the &ecuntyof white-owned proper. 

ty. Another would seek that ciil wa 
which the bishop spoke. 

In the next months, the debate will open 
on sanctions. It will be interesting to see 
how the fundamentalists reacL Will I 'ar 
vard reinvest in South Africa? Will he 
Third World powers in the United Nations 
heed the revised judgment of Mandela? Or 
will he be branded an opportunistic Uncle 
Tom? Worth watching, particularly by 
those who do not believe that a civil wir in 
South Africa would please anybody this 
ide of the good bishop. 

WiUsua F. Buckleyj Jr. isa r nniidifd
 
columnit in New York.
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Time to Lift South Africa Sanctions
 

D Jerry 3. Ek€itl 

HE visit of Frederik de Klerk to 
the US last month places the issue 

of sanctions ag,unst South Affnca 
back on the nation's polic%agenda. Pres-
ident de Klerk has said that he doesn't 
expect an immediate hiftng of sanctions 
Yet, it is ime in examine just what this 
continui.g policy is doing to his country. 
With sanctions in place, South Africa 
faces continued constraints to its reform 
process And the US is missing important 
opportunities to influence and assist 
South Afnca's transition. 

Four reasons suggest modifying sanc-
Lions now. The most immediate is their 
role in recent factioial fighting that con-
tinues to interrupt progress toward ne-
gotiations Chaos in the townships 
threatens to harden white atuitudes to-
ward a shared future, 

One important, largel%unrecogniued, 
cause of this unrest is not political but 
econonic. Part of the vehemence of this 
internecine struggle sterns from stiff 
competition for emploment Sanctions 
hase cost tens of thiusands ol blacks 
their jobs, pushing unemplomenit abose 

0 percent .South .incans refer to this as 
30tercnt Soufan refrtoth s s 

' 
until the whites give in." 

Second, sanctions as a poic% tool 
should be flexible. Sanctions are a means 
of forcefl cocmmuncatond first, and 
iron-fisted coercion second flexible 
sanctions can conve positve signals as 
well as disapproval 

It is time to signal South Afica that 
the fundamental steps taken by both 
sides in the last year are welcome. De 
Klerk's direction is dear, even though 

the end result is not yet defined. Further, 

the process he has launched is essentially 
irreversible. Nelson Mandela, Chief 
Mangosuthu Buthelezi, and other black 

leaders hitve also taken some hard deci-

sions that lead toward negotiations. 

Both sides are entrusting their futures 
to a constitutional process, founded soon 
on a popular vote and governed by law 
and established institutions. For the mo-
ment, revolution has given way to poli-
tics and diplomacs. These trends are rare 
in Africa. Enlightened foreign policy 
would commend the architects. 

Third, by crimping the economy, 
sanctions close off needed options that 
could let the discussions proceed with 
less heat. Unemployment, reduced res-
enues, the possibility of a recession, all 

constrain government's ability to meet 
immediate survival and welfare needs. 
An unnrcessar, urgency is created that 
threatens to force reforms to a prema-
lure, and thus unsustainable, conclusion, 

Fourth, adjusting sanctions selectively 
offers achance to assist South Africa to its 
ultimate destination Diflerent sectors of 
the economy h;ive vastIh different im-
pacts on the different races. Selective re-
peal stressing commodities most closelI 
linked to bla, employment and incomes 
could contribute directly to their welfare 

Laws prohibiting black ownership ol 
capital assets and property have been re-
pealed. Yet, their relatise poverty pre-
venLs many blacks from taking advantage 
of this new opportunity Relaxing prohi. 
bitions against capital inflohs and invest-

ment in ways that capitalize black entre
preneurs would provide a major 
stimulus to the emergence of a strong 
black middle class. 

Other opportunities exist for creative 
assistance through amended sanctions. 
The point is that South Africa's blacks 

need hel_ to enter the economic and 

thus social mainstreams Sanctions in 

their aintrm anctonsin 
their present form no longer contribute 
delay the soal and eyonomic transition. 

It's true that some conditions in our 

sanctions law yet been met. Political pris
oners, they say, are still in jail. Many pris. 
oners have been released, though, and 
most remaining were convicted of dearly 
criminal acts. 

Although the Group Areas Act re
mains in place, it has been amended and 
weakened. And it is unenforced in most 
areas, now that the pass laws are gone. 
Some 2 million blacks have flooded into 
cities in search ofjobs since the pass laws 
were scrapped - proof that the repressive 
act exists main) on paper. 

Finall), a partial state of emergency 
remains in Natal. Events of the last sev
eral weeks should have made the reasons 
for it clear. If 5,000 people had died in 
our cities as the have in Natal. you can 
bet that our gosernment would exerose 
specal powers to maintain order. Wh) 
should we hold South Africa to a differ
ent standard-

From a humanitarian view, removing 
sanctions is overdue. At last, political d'
namics have evolved to the point that th'is 
law can be reconsidered. 

NJrr B EAt V prorff.or ofdIhld(Pmrni 
eami %at Colorado Stae I'nn rnto ftrom 
1982 to 1987 ht led South Afnra* polio 
research program on trom, datnbutim and 
mtqualth 

http:prorff.or
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ABROAD AT HOME 
Anthony Lewis 

'We Know 
e ,.,  SWhat's -	 Mr. aWh t' 	 .C 1o(XJ"If of the armed wfll at the 

StJoie SI &rtxson, 	 anid perhaps also because h
is white. he was a particular hate'At S 	 for figu'e for the Governrment ItsUkNision and 
vm£.porters. (1.1berl' lso cU)riticized 

a nlewr aN nmffl	believe the rights to property him severely hiyeldlng Co.in 
should be retained," Joe Sim rol Now he pl.yng a leadgt
said. "It would be absurd for us South ie n th thelk I arked hohe Genot 

4i move into a post-aparitheid ociety 	 alng wit the men on ihe Govern
trying to eliminate the private sector, .Afria 	 merna"de. 
foreign Investment and to on We . Government mtoteric he aa- ac. 
l nqn AM c asfor ofa t t d it him e aw thai they aren't charities lea tlly i 

they need security, they need the feel-. leader of a faction tai drid rees with
 
ing that what they've got they're go- site "I LngnslinII proglucv"t, Netson M ndela,J s no eday
 
•Ig to keep" 	 ", tch =Lthe CANtoday. T hsvghey s ant peace Jwt l sMonday. he 

Joe Slovo is general secretary of a feeling of Complete alieation." a(uid,al a meeting with Pr'eidet de
 
the south African Communut Party Whe ,canr toa m1,hesa there KJerk, "w remine him" that the
 
And a member of the executive com. would have t be gioyroo i, ioC1rt1 .A.N C's decision to suspend the
 

.mitte of the African National Con- to the black majority - who have :orr itille "caa eI result 
tress He Is on a visit to New York been barred by Law from Vrinu Iad oer proposa I made"
 
angjspoke with me about the current bm7 percent of South Arca But that sphere a "rather Gouredatno
tailks with the Government and about has1- be done whie maintni A nd between the Governmen
sphere" 

South Africa's future riculturml protkl. some :nd the A.N.C. right aid, t,"a
and aftl- he . '7)rtvate property Is no an LMe." ',i-t large farm would remain uadi w oni the peace But !lra t proceA. 
he sai "The question is whether we'll , thnl that lie rechd - pant of no 

)ave the capacity t a new cionsutution ' Ii t pamphlet pAbtlsh LI wi', tn. th si t's t 
to take steps to redress the inherited let, " Hs Socialism Faled?" Mr. rehurn. Both stdei know what a at 

e me t stake if these detalks breakfeelsdown." hiseconomic imbalances due to racism. Skwo 'aid 1.1 one-rI"y111te wase : President Klerk in 
:Tiwe must be a cerin degree of a t es but a Sovietideathat mPreat "there s h hsk 
state Intervention, which doesn't nec* fiew-l ts he agatrt a mind tha "athere's no way back" to 
emarily mean sate ownership sysi sn in South Africa? I azed "Ab- he lone does nov make h process 

"For example, in the last 20 years oluutely," he &id. "It's a rAcipmfor Iersaloed e nmkerthfproces 
four million people have been dispow tyranny' opposed to chanenu rofwing, "wat 
sessd - removed from their homes lie said there shouW be no i-e-- ose ce gat ro "and 
jnC LaMdThere's no way we can between the A.NC wn the Govern- that counts in the state apparatus: 
move into te new period lagioruis meRt ever "political pluralism. Ian- thamn Ithe stte artusM
M.at racll injustice" 	 ful e. cultgre. religion. We've a" ihe thepolice tcivilarmy. force, 


Uow can you mee the wite COm ove and over aain that we're q service. And they could a" l help t
 
munity's desire fpr security, I asked, "prepared to have those freedoms Ir- t proce
reverse ue SA"
 
If the state tLkez ln or other prop reversibly entrencihed i a coit[itu- M Sor re rne h a
 
rty without compensation? umi aLbject W j u, Dblbill last May after 27 years exile. Ws t
o 	 in
"I don't believe II should take any. Rihts" 	 "You walk down the teetI ie Jo

thing without compensation," Mr. hannesburg," he said, "the place I
 
Slovo said, "I really don't The form wouldn't say is owned by the blacks,
 
of compensation wI have to be but they walk around as If they're
 
worked out very carefully, so that about to own it. Which wasn't the cas
 
(here M'l an enormous flight of capi. when I left in 1963 There was a
 
gal - the compensation remains Itazdo,, submissive, slightly fearful
 
within the country and ts i n form visage in those days - but no
 
which encourages reivestrent But more." I
 
those things can be worked out."
 

)' r Slovo &&Whe believed In the 
Mparket system and in economic incen 
tives But he mid the black workers of 
South Africa have to feel they have a 
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U.S.-Third World Policy Perspectives Books 
After the Wars 
Reconstruction in Afghanistan, Indochina, Central America, 
Southern Africa, and the tlorn of Africa $15.95 
by Anthonv Lake and contribittor" 

"a stimulating arid provocative book. Itrightly challenges us to re-examine our 
interpretation of vital interests anid to recognize our responsibility to help affected 
Third World nations rebuild in the aftermath of the Cold Wr. We have both a 
moral obli'atin and a self-interest in doing this." 

-Cyrnis R. Vance 

Economic Reform inThree Giants 
U.S. Foreign Policy and the USSR, China, and India $15.95 
by Richard E. iitherg, John Echeverri-Gent, Friedcmann Midler, and contributors 
"fascinating reading fin anyone interested in the "a very timely assessment of the socialist 
historic developments under way in these economic reforms of our time" 
countries and their impact on the global -John Hardt 
econonlv Congressional Research Service 

-l~ubrt
I). lhurmat, 
Gottins ,, o & compaly ''at once innbvative, comprehensive, and wise" 

- Harry Harding 
f17oBrookings Institution 

Environment and the Poor 
Development Strategies for a Common Agenda $15.95 
by H. Jeffrey Leonard ani contribiors 
"offer. useful steps for policymakers concerned "clearly demonstrates the urgency of solving the 
with the critical chall, ;.;'es ef integrating problems of poverty if we are to stop present 
environment and develfi,'lent concerns" abuses of the natural world and begin to achieve 

-Jesica luchian Mathew., sustainable development" 
ltbrld Resun. hgisiute -JiinMacNeill
 

for Research ontIn.titnt Public Policy 

Pulling Together 
The International Monetary Fund in a Multipolar World $15.95 
by Catherine Gwsin, Richard E. Feinberg, and contributors 
"a thoughtful and thorough assessment' ''a vivid snapshot of the world's economic 

-Lawrence A. Brainard challenges' 
Banker. fruit Company) -Jin Leach 

U.S. House of Relpreivntatives 

Fragile Condit. ons 
The Politics of Economic Adjustment $15.95 
by Joan 41. Nelson and contributors 

"focuses on one of the .frontier topics in the political economy of 
development: The politics of economic reform " 

-Robert H. Bates 
flenry If ture Profe.ssor, Duke University 

Books in the U.S,-Third World Poicy Perspectives series are published by Transaction Publishers 
in cooperation with the Oversea:; Development Council 
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and the groundbreaking US-Soviet 
agreement to destroy the vast majority

Key Challenges Facing South Asia of chemical weapons stockpiles is 
another positive step toward ridding 

John H. Kelly, Assistant Secretary for Near Eastern the world of potentially devastating 

and South Asian Affairs weapons. It would be ironic ifour 
success in reducing the arms race were 

Statement before tie Subcommittee on Asian and Pacific Affairs, accompanied by an acceleration of this 

House Foreign Affairs Committee, Washington, DC*, November Z 1990 wasteful competi (ion elsewhere. We 
will continue to work on these issues 
with the countries of tbh region and 

others whose interests are stronglyhank you for this opportunity 
engaged.to discuss developments in

Suth ia atvelopmeno nge As you are aware, our continuing
South Asia at a time of change review of the issues relating to the
 

and turmoil. Pressler amendment certification for

Before discussing each of the South Pakistan is part of this effort. In 

kin it o ti frInAsian countries in turn, I would like to keeping with our longstanding friend
reflect on the key challenges facing us ship, we expect to engage the newin South Asia
 

First nd most important is the 
 Pakistani government early on inFirsef o ialt tn idiscussions of these issues. Meanwhile,
earch for regional peace and stability. we have complied with the law and 

You are familiar with our efforts to suspended all military assistance and 
reduce the risk of conflict over [the new economic aid to Pakistan because 
province of] Kashmir last spring. I am of the absence of certification at the 
pleased to note that tensions between beginning of the new fiscal year. 
Pakistan and India have eased since Maintaining and advancing democ
that time. Both countries continue to racy in the region is a challenge for the 
maintain diplomatic and military countries of the region themselves but 
contacts. We continue to urge both we have a strong interest in their 
countries to adopt confidence-building efforts. Pakistan's recent elections 
measures, and we remain ready to hatarose aose Paitans tht stinsworkwitfndthe iftheyshold in circamstances that strained
 
work with them if they should find that 
 the fragile democratic system in thathelpful, country. In its preliminary assessment, 

Bitterne s and violencc continue to the 40-member internaticnal observer 
plague the Kashmir Valley, however, team announced that it found the 
A cycle of violence and repression has elections to have been generally open, 
set in, retarding the ability of Indians, orderly, and well administered. A new 
Kashmiris, and Pakistanis to address government should be formed shortly. 
the underlying issues. The human Peaceful tant fer between the roles of 
riqhts picture is a disturbing one. The government and opposition is part of 
Kashmiri militants have exacerbated the democratic process, and we hope
this situation through tactics we find that the roots of democracy will 

repugnant. But the Indian authorities continue to deepen in Pakistan. 
have a special responsibility not to India's government ii dealing with 
depart from due process of law and to stubborn social and political controver
maintain law and order in a humane sies that have led to tragic loss of life 
manner. and to the breakup of the government 

Closely related is our interest in coalition. India's strong democratic 
redticing the proliferation of weapons traditions Augur well for constitutional 
of mass destruction. The crisis in the tnsios raditionsthis rcrisis, bAiritutingulfandlat spingresolutionofhe hgh w uncertain 
gulf and the high tensions last spring times lie ahead. Sri Lanka continues to 

over Kashmir have made us and our 
friends in South Asia acutelyaawarewapos the face of a challenge to its nationalthattheeealin prsen try to maintain its democratic tradition 
dhange, thus aons apr t ore. uintegrity by the Liberation Tigers of 
danger, not just an abtractone. US- Tamil Eelam (L'JrE). The atress haa 
Soviet progress in nuclear , ms control taken its toll in the form of human 

rights violations by both sides. Debate 
continues in Nepal over aspects of the 
new democratic constitution, which we 
believe will be promulgated soon. 
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Opposition political activity appears 
to be picking up in Bangladesh. 
Bangladesh and Nepal continue to 
move toward more representative 
institutions, with our encouragement. 

All the countries in the region face 
the challenge of economic development, 
For most, their economic difficulties 
are magnified by the impact of the gulf 
crisis and their decisions to maintain 
sanctions. Development assistance is 
an important element in our relation-
ship with most of the countries of the 
region. But they will have to rely on 
their own efforts to evolve sound 
economic policies and unleash the 
productive power of the private sector. 

Finally, and most generally, the 
United States faces the challenge of 
maintaining friendly relations through-
out the region. We have sought over 
the years to free our ties in South Asia, 
and especially with India and Pakistan, 
from the "zero sum" mentality which 
suggests that strong relations with one 
must come at another's expense. This 
will continue to be our goal as we move 
into the post-Cold War period, 

Pakistan 

In recent months, Pakistan has been 
preoccupied with elections for the 
National Assembly. These were held 
as scheduled on October 24 with the IJI 
[Islami Jamhuri Ittihad] winning 105 

seats and the PPP [Pakistan People's 

Party] winning 45 seats. 


The National DemocraintintutAe-
sponsored 40-member international 
observer delegation said the elections 
were generally open, orderly, and well-
administered. They observed some 
flaws in the voting, whi,:h in their 
judgment were not of sufficient 
magnitude to alter the overall results. 
Other observer groups, including the 
Canadians, provided similar assess-
ments. 

Based on the information available 
now, the national election seems to us 
to have given the Pakistani people a 
generally fair opportunity to choose 
their government. It was not without 
flaws or controversy, but the process of 
dealing with irregularities and contro-
versies is critical to a functioning 
democracy. We will review all avail-
able information to implement the 

South Asia 

recently enacted requirement to certify 
the election as condition for certain US 
aid. 

As you are aware, charges were 
filed against former Prime Minister 
(Benazirl Bhutto and members of her 
government. Court proceedings have 
begun. We hope that the process will 
be marked by fairne3d and judicial 
independence. 

History's final judgment of the 
process will take into account how 
complaints are dealt with and the 
process of accountability. We hope the 
government formation process will 
move forward peacefully and that the 
Pakistanis can put this difficult political 
period behind them and begin address-
ing the very serious challenges facing 
the country. We expect the National 
Assembly to be convened shortly, elect 
a speaker and deputy speaker, and then 
select a prime minister, 

The United States places great 
value on its longstanding relationship 
with Pakistan. Pakistan and the United 
States continue to share important 
interests in regional peace and stability 
and in an honorable political settlement 
in Afghanistan. We also are partners in 
a common enterprise in trying to 
reverse the effects of Iraq's aggression 
in the gulf. Pakistan has contributed to 
that effort, sending over 2,000 troops 
and upholding the UN sanctions. We 
have faced challenges in our relation-
ship before and will do so again; our aim 
is to build on this solid base of shared 

interests, 

India 

A year ago, India held elections which 
peacefully replaced the long-dominant 
Congress (1) Party with a minority 
government led by Prime Minister 
V. P. Singh. The new government 
weathered . series of domestic and 
foreign challenges. Since early Augucr, 
violent demonstrations have swept 
through northern and eastern India 
over the government's decision to 
pursue a broad "affirmative action" 
plan, reserving about half of all govern-
ment jobs for the lower castes. The 
drastic reduction in job opportunities 
for other groups has led to bitter 
political protest, with 63 deaths and 
more than 150 attempted suicides. 

More recently, the Bharatiya Janata 
Party [BIP] withdrew its support from 

the governing National Front coalition. 
This decision resulted from a 
longstanding religious conflict centered 
oi the RIP campaign to build a Hindu 
temple dedicated to the Hindu god 
Ram on a site which houses a 16th
century mosque. The government has 
insisted that temple construction await 
a decision by the Uttar Pradesh high 
court. The BJP insisted on beginning 
work on October 30. BJP leader L.K. 
Advani has led a month-long, 6,000
mile chariot procession through 
northern India to gain support for this 
endeavor. Singh attempted to reach a 
c(,mpromise but failed. Advani's arrest 
on October 23, intended to prevent 
potentially violent communal confron
tation, led to the BJP withdrawal of 
support from Singh's coalition. 

At this point, the government has 
neither resigned nor been asked to 
resign by President Venkataraman. 
The president has, however, called 
parliament into session on November 7 
to test the government's strength. The 
next step could be formation of a new 
government, if one can command a 
parliamentary majority, or .iew 
elections. 

In addition to the government
crisis, unrest and violenc.. persist in 
Punjab and Kashmir. We have ex
pressed our concern about human 
rights abuses in both states. 

In Punjab, continuing violence has 
taken nearly 3,500 lives so far this year 
and has dashed hopes for new state 

assembly elections. In early October, 
parliament extended the president's
rule, which has been in effect since 
1987, for an additional 6 months. No 
date has been set for new elections. 

India's support for UN Security 
Council sanctions against Iraq is one 
example of an opportunity for conver
gence between Indian and US policies. 
We seek to continue in this direction as 
the world adjusts to the end of the Cold 
War. We pl-ce particular importance 
on the evolution of India's economic 
and trade policies, and we hope that 
economic liberalization policies will 
continue in spite of the present uncer
tain political environment. 
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South Asia 

Indo'Pakistani Relations Bangladesh This step will pave the way for elec-
Dne of our key goals in South Asia is to Bangladesh faces presidential and tions, which are tentatively scheduled
 
reduce tensions and promote regional parliamentary elections in the next for spring 1991.
 
stability. The 40-year Indo-Pakistani 212 years. The opposition has not yet From the drafts we have seen, the
 
rivalry has been a primary threat to agreed to contest the elections, but we new consttution appears to represent
 
eace in the area. Tensions over hope that they and the government will fundamental political change. It
 

Kashmir have led to two wars, and be able to agree on a set of arrange- charters a multi-party parliamentary
ince last December that troubled area ments which will encourage full democracy and constitutional monarchy
as again been the focus of concerns. participation. Meanwhile, at least eight in place of the previous "partyless"

Within Kashmir, the Indian govern- people have been killed in scattered [panchayai] system, which recognized

nent has had !ittle success in violence related to an anti-government the king as the sole source of political

mtablishing a political dialogue with protest movement that began October power. The constitution also guaran

(ashmiris. Attacks by militants 10. We hope Bangladesh will follow the tees many fundamental rights. We
gainst security forces often provoke lead of the new democracies in Eastern believe it is a major step forward in the
etaliatory action that harms civilians. Europe, Nicaragua, and elsewhere by process to develop democratic institu-

In early October, fires destroyed leaving the past and searching in good tions, which are e mentialto a
undreds of dwellings in Srinagar and faith for a peaceful way to make its workable, thriving democratic system.
urrounding areas. Jammu and Kash- elections free, fair, and representative. The United States has encouraged
nir Governor Saxena has In August, Bangladesh agreed to an and supported Nepal's democratic
 
cknowledged the possibility of the IMF [International Monetary Fund] transition from its beginnings last
 
ecurity forces' responsibility for some enhanced structural adjustment spring in Kathmandu. Through the
 
f these blazes and promised to investi- agreement designed to address its Democratic Pluralism Initiatives 
zte. We expressed to the government deteriorating macroeconomic situation. program, we provided more than 
ur concern over security force ex- The country has made progress in $8'0,000 in FY 1990 to support consti
esses and the use of "collective privatization and liberalization of trade, tutional reform and the development of 
unishment" against unarmed civilians, but additional steps must be taken to pluralistic democratic institutions. We 

Last spring, the conflict in Kashmir make it competitive in the world will continue to offer our experience of
 
scalated Indo-Pakistani tensions to an market. democratic systems in whatever way
 
)arming level. American diplomacy Bangladesh has been fully support- the Nepalese find useful as the political
 
,asactively engaged on this issue. ive of international efforts ir ae gulf. transition continues.
 

I'ollowing the May mission to both The government has sent 2,300 troops

countries by Deputy National Security to Saudi Arabia, adhered to sanctions, Sri Lanka
 
Adviser Robert Gates, the two sides and condemned Iraq despite the Sri Lanka embodies one of South Asia's
 
initiated a series of talks at the foreign presence of over 100,000 of its citizens starkest paradoxes. On the one hand,

becretary level designed to improve in Iraq and Kuwait. Their remittances Sri Lanka takes pride in a strong,

government-to-government communi- totaled more than 40% of the country's democratic tradition and dynamic

cations and explore ways of reducing import capital. The gulf crisis has aeconomic policies that brought a 6%
 
tensions. further aggravated Bangladesh's annual growth rate for the first half of
 

The immediate risk of conflict poverty. The administration estimates 1990.
 
between India and Pakistan has the cost of the crisis to Bangladesh for But Sri Lanka's continuing separat
subsided, but tensions remain high. We the rest of 1990 at about $350-375 
 ist strife has placed strains on the 
hope that the two governments will million. political system and the economy. It 
continue their contacts through diplo- also has raised troubling human rights
matic and military channels and will Nepal issues. Since the revival of fighting
institute other confidence-building with the LTTE last June,we estimate 
measures to reduce the risk of conflict. Nepal continues its transition to th the L,700 le e estiae 
We will continue to urge implementa- democratic government. The constitu- at over 4,700 people have been killed. 
tion of the 1968 India-Pakistanagremntprhiitng draft constitution to King Birendra We are deeply concerned by alleged 
agreement prohibiting attacks on each drf osiuint ig Bieda 

ttck o ech tional reiorms commission presented a The military picture is still ambiguous. 

abuses by all parties to Sri Lanka'sother's nuclear facilities. Finally, we September 10. An extensive cabinet abuses by al partis tri h a 
encourage both sides to discuss other review, which resulted in some conflict-Tamil separatists, the JVP (a 
ways to limit the risk of proliferation changes, was completed on October 11. Maoist revolutionary group apparently
and the possibility of conflict on the Since then, the interim government has subdued in 1989), and government
subcontinent, been considering additional changes security forces. The United States 

We intend to work with other proposed by the king. Tensions in continues to insist, clearly and un
interested parties, such as the Soviet Kathmandu deepened during this third equivocally, that human rights and 
Union and China on this issue. pham, in the constitutional reforms humanitarian law must be respected by

proces,. On October 25, however, the all. We have underscored this point on 
palace announced that the constitution many occasions, including at the donor 
would be promulgated on November 9. consultative group meeting in Paris on 
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October 25. Other delegations, includ-
ing the European Community, 
expressed similar concerns in their 
statements. Sri Lankans themselves-
Sinhalese, Muslims, and Tamils--hold 
the key to peace and thus to a brighter 
future. 

Afghanlstan 

Our efforts to lay the groundwork for a 
political zettlement have made some 
progress. We w.? continuing our 
discussions with the Soviets on a 
transition process, which would allow 
the Afghan people to determine their 
own future. The United States and the 
Soviet Union believe that there should 
be a transition period, culminating in 

self-determination, to select a govern-
ment for a non-aligned Afghanistan. 
Our prinripal difference with the 
Soviets concerns the Najibullah 
regime's transition role and the powers 
of a transition mechanism. The 
fundamental decisions and responsibili-
ties for restoring peace ultimately rest 
with the Afghans themselves. 

Within the Afghan resistance,
mujahidincommanders have recently 
demonstrated increasing willingness to 
cooperate across party, ethnic, and 
religious lines. The most notable 
example of this trend was the October 
9-13 meeting of several major 
commanders near the Pakistan-
Afghanistan border. 

US Department of State Dispatch 

Over the past month, resistance 
groups have increased military pres
sure on the government, taking the 
provincial capital of Tarin Kot 
(Oruzgan Province) in early October 
t'hrough a combination of military 
attack and induced defections Another 
provincial capital, Qalat (Zabul Prov
ince), is under siege, with a small 
garrison holding only the town's central 
fort. 

We welcome increased resistance 
unity and military effectiveness. So do 
the Pakistanis, as evidenced by the 
high-level reception given to Masood 

by Pakistani leaders when he visited 
Islamabad October 16. However, we 
have no favorites in the resistance, and 
we continue to consult closely with 

resistance and Pakistani leaders. U 
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REMARKS BY RICHARD SOLOMON
 
December 5, 1990
 
Conference -- "Vietnam Today, Vietnam Tomorrow: Prospects for
 
U.S. Business"
 
Ramada Renaissance - Techworld
 
Washington, D.C.
 

MODERATOR: I'm particularly pleased to introduce Dick Solomon,
 
because I've known him since he was Dr. Kissinger's head senior
 
staff member for Asian affairs on the National Security Council
 
in the early 1970s, when relations with China were in their
 
infancy.
 

He's one of the most experienced Asian analysts in this
 
administration. He's been at 
the forefront of negotiations on
 
the Cambodia issue. He's also the author of many books,
 
including, "A Revolution is Not a Dinner Party."
 

It's a great pleasure for me to introduce Dr. Richard Solomon.
 

(Applause)
 

DR. SOLOMON: Good morning. I must say I'm impressed with the
 
turnout here. We know that there is 
growing interest in
 
prospects for normalization of relations with Vietnam, and in
 
terms of our quickening diplomacy on Cambodia, this is a
 
welcome opportunity to lay out for you the Administration's
 
policy. That hopefully will not require the kind of historical
 
perspective that Nick laid out for you of thousands of years of
 
Vietnamese efforts to establish an independent position in the
 
world, but, rather, one where, within a few years, we could see
 
ourselves move to a new pattern of relations with Vietnam.
 

As my colleague Bob Manning, over here on the side, likes to
 
point out, we live at a time when geopolitics is being shaped
 
by geoeconomics. Economics is the name of the game now in
 
international affairs. Particularly with the end of 
the
 
virulent phase of cold war confrontation, we are all keenly
 
aware of the fact that America's competitive economic position
 
in the world is essential to our national vitality.
 

For that reason, believing in free market economics, believing
 
in the vitality of the private sector, we believe that the
 
American business community has a critical role to play in
 
developing and expanding America's relations with every part 
of
 
the world, in Asia probably more than most other areas, just
 
given the economic dynamism of this region.
 

We also understand full well that the American business
 
community doesn't want to be left behind in an increasingly
 
competitive situation where, whether it be Vietnam or many

other countries, we know that the French, the Australians, the
 
British, the Dutch, and many other Asian countries, Korea,
 
Japan, are very active in developing new markets.
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One of the commitments of the Department of State is to try to
 
facilitate American businesses' effective involvement in
 
business dealings with every part of the world.
 

My friend Nick Ludlow alluded to the fact that we've been
 
working on issues relating to the opening up of American
 
dealings with a number of parts of Asia now for almost 20
 
years, and I'm going to be talking to another group before
 
long. I'm intrigued that a number of good friends -- not on.y
 
Nick, but several lawyers who are very active, have been for
 
two decades in the China trade -- are now picking up on
 
prospects for trade with Vietnam. And as Nick indicated, my
 
own early experience in government involved the efforts to move
 
beyond the period of confrontation with the People's Republic
 
of China and establish a mutually productive relationship.
 

I think there are some important lessons from the experience of
 
normalization of U.S.-China relations which are worth thinking
 
about as we try to pursue the same process in terms of our
 
dealings with Vietnam. And I would stress as part of that
 
experience the need to overcome the burdensome past by building
 
trust and confidence, to act meticulously -- a word that my 
former boss, Henry Kissinger, liked to use -- act meticulously 
to implement understandings that have been reached between the
 
governmental authorities as they seek to advance the
 
normalization process and in that way build a level of
 
confidence and political support that will enable the economic
 
relations to go forward.
 

In thinking about these remarks last night, it occurred to me
 
that it took about eight years from the time of Henry
 
Kissinger's secret trip to Beijing in the summer of 1971 to
 
accomplish full normalization (with China) at the beginning of
 
1979.
 

As we assess prospects for normalization with Vietnam, we think
 
the process could be carried out much more rapidly, in two
 
years or less, if the processes that are now underway are in
 
fact actively supported.
 

And so, as we look to the next several years, it is our hope
 
that the kind of interest that you all are showing in the
 
normalization process will be implemented in short order.
 

The fact is -- and I think Mr. Donovan's initial remarks pic:k
 
up a theme that we also bring to this task -- we see the
 
normalization of U.S.-Vietnamese relations as serving the
 
interests of both sides. From the point of view of the U.S.,
 
we have important strategic, economic and humanitarian
 
interests in Southeast Asia in general, and in Vietnam in
 
particular. And as we pursue the normalization process, in all
 
effort to realize these national objectives, we want to try to
 
keep our relationship on track, even as we want to avoid false
 
starts and the kinds of unfulfilled expectations that,
 
unfortunately, are a part of our past efforts to normalize
 
relations with Vietnam.
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Let me 
lay out for you from a policy perspective how we see the

normalization process developing. 
 There are two issues at the
 
top of our normalization agenda. The first is a just and

stable settlement of the conflict in C3mbodia. 
And second, but

by no means 
second in terms of order of precedence, is a
 
resolution of the fate of the nearly 2300 missing Americans
 
from the Vietnam war period.
 

Without a stable settlement of 
the Cambodia conflict, we are

likely to 
see continuing conflict and uncertainty in Indochina
 
that will only perpetuate what has been an unstable and

unpromising environment in this important region, 
a situation
 
that would not be a good environment for investment or economi(

growth.
 

As you know, Vietnam oucupied Cambodia for a decade and more

beginning in 1979, 
a burden that clearly contributed to the

economic difficulties that the country continues to face.

Unless we get a stable resolution of the conflict in Cambodia,

it seems to us that Vietnam, concerned about security on its
 
western frontier, could very well be pulled back into an
 
unstable situation in Cambodia.
 

And if I were a business investor, I would say, "Do I want to
 
get heavily involved in investments in Vietnam if 
the overall
 
strategic environment had not 
finally been stabilized?"
 

As far as the POW-MIA effort, from the point of view of the

Administration, we have a fundamental commitment to do justice

to the American families who continue to bear the emotional
 
scars of the war period. And if there is to be the kind of
 
domestic support that would bring about the reconciliation,

both in our relations with Vietnam and within our own country,

it is essential --
 as General Vessey told Foreign Minister

Thach when he visited Washington in the middle of October 
-- it

is essential that we deal effectively with the POW-MIA issue to
 
be able to 
lay ongoing doubts and concerns to rest.
 

I think you're all 
aware that the United States made an effort
 
to try to normalize relations with Vietnam shortly after 
the
ending of the war, particularly in the years 1977-78, and at

that time prospects for normalization seemed high. But,

unfortunately, Vietnam's demands undercut that process.
 

The State Department had set aside money for an embassy, and 
we
 
were doing the kind of planning that we assumed within 
a
 
two-year period would enable 
us to move ahead. But Hanoi's

demands for a multi-billion-dollar reparations payment 
as a
pre-condition for normalization, in a situation where politic,1

support in this country for such 
reparations just did not
exist, contributed to 
a slowdown and eventually a stalling of
 
that effort to normalize.
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And then, at the end of 1978 and the first months of 1979,
 
Hanoi invaded Cambodia, leading to a final freezing of that
 
normalization process.
 

Now, since that time the U.S. has pursued a consistent policy
 
in our approach to normalization through both Democratic and
 
Republican administrations. Our basic position has been to
 
urge Vietnam to withdraw its occupation army from Cambodia and
 
to cooperate with the world community in achieving a just and
 
durable political settlement of that war as the basis for
 
moving again to establish normal economic and political
 
relations.
 

We imposed an economic embargo on Vietnam, which Nick alluded
 
to, which remains in place until we see the kind of progress,
 
the kind of cooperation in our work with Vietnam that will lead
 
to a resolution of this issue.
 

Now, we believe that our policy has been remarkably
 
successful. Our patience has begun to pay off, in part because
 
of the burden of Vietnam's occupation of Cambodia, and in part
 
because of the imminent withdrawal of Soviet economic support
 
for both Cambodia and Vietnam.
 

By September of last year Vietnam concluded it had to withdraw
 
the bulk of its combat forces, although as Foreign Minister
 
Thach conceded in New York when he met with Secretary Baker a
 
few weeks ago, several thousand military advisors do remain in
 
Cambodia.
 

But despite this legacy of the past, we are committed to try to
 
pursue a policy of reconciliation with Vietnam, and I think
 
there's no clearer symbol of that commitment than Secretary
 
Baker's meeting with Foreign Minister Thach on September 29th
 
in New York. The Secretary made very clear to Foreign Minister
 
Thach that we are prepared to move ahead with Vietnam on
 
normalization, but Hanoi's cooperation in achieving a Cambodian
 
settlement and in resolving the fate of the missing Americans
 
is essential if we are to proceed in a sustainable and
 
politically supportable manner.
 

Now, the effort to bring about a sclution of the Cambodia 
conflict is something that has just in the last year and a W ilf 
developed a very rich history of its own. I don't think J ,ie,- l 
to get off into all the gory details, other than to say that
 
it's taken probably a third of my time, but it's a commitment
 
that we feel is very important to do justice to the people of
 
Cambodia as well as to bring about our broader objectives in
 
the region.
 

I think you're aware that the French and the Indonesians
 
co-hosted a conference in Paris in the summer of 1989 which
 
attempted to bring about a political settlement, an effort that
 
unfortunately stalled because of the deep hostility among the
 
various Cambodian factions and Vietnam.
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And then last fall Secretary Baker, in the wake of the
 
extension of the Paris conference, called for the five
 
permanent members of the U.N. Security Council to pick up the
 
effort to achieve a political settlement. And since the turn
 
of this year, I've had almost a dozen meetings with my
 
counterparts among the Permanent Five 
-- the Soviet Union,
 
China, France, Great Britain and the United States -- to put

together the basis for a U.N.- centered peace process that
 
would culminate in free and fair elections in Cambodia.
 

Now, why have we put so much emphasis since the stalling of the
 
Paris conference in the summer of '89 on a U.N. role? For two
 
reasons: One, we believe that this is about the only way you're
 
going to somehow get the fractious Cambodian parties to
 
cooperate, and, hopefully, Vietnam as well; and, secondly,
 
because we believe that the primary supporters of the factions
 
in the Cambodia conflict, China and the Soviet Union, have
 
concluded that their own national interests are served by

ending their own involvement in the Cambodian conflict and
 
distancing themselves from this ongoing sore point.
 

For the United States a resolution of the Cambodian conflict,
 
while really not a matter of strategic interest, does pursue
 
our 
long-term objective of seeing Southeast Asia stabilized,
 
and it hits very close to basic human rights considerations in
 
this country in view of the genocidal violence that tore apart
 
Cambodian society in the late 1970s.
 

Just over a week ago in Paris, the U.N. Permanent Five finally
 
I ought to a conclusion the crafting of a detailed peace
 
settlement process that now only awaits the support of Vietnam
 
and the Cambodian parties if this settlement process is to go
 
forward.
 

I must tell you, frankly, that we're concerned that Vietnam has
 
adopted a rather ambiguous stance in regard to this U.N.
 
settlement process. But we have made clear, and Secretary

Baker did in his talk with Vietnamese Foreign Minister Thach,
 
that we look to Vietnam to support this process if we to
are 

lay the Cambodia issue aside and get on with the normalization
 
process.
 

But despite our concerns about this ambiguity in Vietnam's
 
position, we are nonetheless encouraged by what we believe ai"
 
understandings reached last September in a summit-level meetiq

between Chinese and Vietnamese leaders -- dealing with their
 
own efforts to normalize relations -- in which China, it seems,
 
is adopting a very similar policy to our own, namely, that
 
Sino-Vietnamese normalization can proceed as there is 
a
 
settlement in Cambodia.
 

So we look for a serious follow-through in not only our own
 
understandings with Vietnam, but those understandings that
 
Vietnam and China have reached on their part as well.
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I think for those of you who follow the situation at all
 
closely, we're now at a critical point where the French and
 
Indonesians in Paris are trying to bring together the Cambodian
 
factions and form a leadership group that we call the Supreme
 
National Council, which would be the embodiment (f Cambodian
 
Ltate sovereignty during the transition period in which the
 
United Nations would try to create a neutral political
 
environment, a secure environment in which elections could be
 
held to create a new and legitimate government.
 

And so we're at a point where, with the support of the parties
 
concerned, we would be able to reconvene the Paris conference
 
-- if not by the end of this month, hopefully in January -- to
 
formalize a Cambodian settlement process an-3 move that country,
 
which has suffered so much over the past two decades. on the
 
road to national reconciliation and economic reconstruction.
 

Now, Secretary Baker stated very clearly to Foreign Minister
 
Thach that with the successful completion of the Paris
 
conference -- which would mean both the U.S. and Vietnam as
 
well as the 17 other countries who would be participating in
 
the conference -- once we have signed the documents that were
 
just put together in Paris, the United States is prepared to
 
formally begin the process of U.S.-Vietnam normalization.
 

This is a process that we see moving in stages, with the full
 
normalizaticn of diplomatic relations coming when the agreement
 
on a Cambodian settlement process had been fully implemented -
that is, with the elections held in something like a year and a
 
half or thereabouts and the installation of a
 
democratically-elected government in Phnom Penh.
 

And we also indicated that with the signing of an agreement in
 
Paris -- which, as I say, could happen within the next two
 
months or so -- we would begin discussions with the Government
 
of Vietnam on the technical issues that would remain in the way
 
of normalization: for example, the financial claims that
 
Americans have against Vietnam, and vice versa; the mechanics
 
of setting up an embassy; and the other aspects of a normal
 
relationship.
 

Moreover, as we gain Vietnam's cooperation in that process
 
following a settlement in Paris, the U.S. is prepared to take
 
certain confidence-building steps as a measure of our
 
willingness to work with Vietnam to tu':n the page n the sorty
 
period of history that we hope to leave behind us and move on
 
to a new era in Indochina.
 

But I should also emphasize that for us the pace and the scoe
 
of the normalization process will be influenced by Vietnam's
 
cooperation in resolving the other essential issue between us
 
-- that is, the fate of the POW's and the MIA's and the other
 
humanitarian issues of importance to us.
 



- 7 -


I think I should frankly point out that in the past, those who
 
managed the POW-MIA issue, the League of Families, those in th
 
Pentagon who are involved in the search for remains of our
 
servicemen, have felt that this issue has been dealt with not
 
in a humanitarian way, but, rather, with Vietnam seeking ways
 
of establishing political influence here.
 

We hope that in this new climate that lies before us, and give
 
the new conditions facing Viet, am, that we will see the POW-MI
 
issue dealt with expeditiousli- and in a humanitarian and not 
a
 
manipulatively political manner.
 

When Foreign Minister Thach visited Washington at the beginnin
 
of October, he fully accepted a host of proposals put forth by
 
General Vessey, the President's Special Representative on
 
POW-MIA issues, understandings which, if effectively
 
implemented, would provide for rapid results in a sustainable
 
program that would echieve the fullest possible accounting of
 
the Americans missing from the war period.
 

Now, let me be explicit about what we view as progress in
 
setting this issue aside. Vietnam could immediately turn over
 
the remains of servicemen that are accessible to them. They
 
could share their own historical records from the war period

with us, and they could help resolve the so-called discrepancy
 
cases of captured U.S. servicemen who did not return -- that
 
is, where our records show a live American being sighted after
 
let's say, his plane went down, indicating a discrepancy with
 
the records of the Vietnamese.
 

And let me just say to you here today that the business
 
community can be very helpful in this process by delivering
 
clearly to Hanoi the message that rapid resolution of the
 
POW-MIA issue on a humanitarian basis, as well as cooperation
 
in achieving a Cambodian settlement, will pre-position both
 
countries for speedy advancement of the normalization process.
 

And, as I say, as one looks at what has now been laid in place

in terms of the Cambodia settlement process, the work that we
 
have done with the Vietnamese for almost a decade now on the
 
POW-MIA issue, the Orderly Departure Program, the Amerasian
 
program, we have the basis where, within a year or two, we
 
could see the impediments to normalization drop away and movp
 
to a new era in our relations.
 

Rut for this new era to arrive, for it to survive and to
 
flourish, we need a durable peace in Cambodia, and we need,
 
through resolution of POW-MIA issues, the development of strong

domestic support in the U.S. We don't want to see this process
 
go forward only to stir up all of the pain, the bad feelings

left over from the war era that are embodied in the issue of
 
our missing servicemen.
 

I'm convinced that the Bush Administration's policy, which is
 
consistent with the policies of its predecessors on these
 
issues, is consistent both with U.S. principles and with our
 
national interests and is in the best long-range interests of
 
time business community.
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We look forward to a new era in Indochina, and for U.S.
 
relations with Vietnam, with Cambodia and with Laos. Such a
 
new era is only months away, we hope. And I should just
 
conclude by saying, in the late 1970s we believe that Hanoi
 
missed the boat on normalization. We hope that will not happen
 
again this time.
 

We note that all three Indochina countries have begun economic
 
reforms that could transform their respective societies. We
 
want to see these three countries integrated into the dynamic
 
region of Southeast Asia as a whole and begin to interact with
 
the entire Pacific Basin community. The U.S. private sector is
 
essential to achieving that goal, and we look forward to
 
helping lay the basis for getting you all there.
 

So thank you very much, and I'll be glad to answer some
 
questions.
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Economics 101 for Vietnam 
By SESTO E. VECCHI tor teaching the government hard might not be all bad. As one Viet- tional trading partners from the 

Vietnam, a country newly lessons about the pitfalls of eco- namese businessman ventured, Soviet bloc, strapped for cash, are
emerging from nearly two decades nomic reforms. With all the eager- chaos would reign if the embargo now demanding bard curreucy
of economic isolation and stagna- ness to move away from micro were suddenly lifted. There is no rather than barter trade.
tion, is getting one crash course In planning by the state, some sectors commercial-legal structure In As workers return to Vietnameconomics after another. . have become completely unregu- place. bifting the ban without the from Eastern Europe, remittances 

The government first trled an lated Many bank dep'ositors have enactment of many more laws and to families in the North are drying
experiment in ag 'iculture - it suffered huge losses due to mis. regulations would result in ad hoc up. Unemployment and underem
lengthened land tenures and low- management or outright fraud by solutions to issues with long-term ployment have jumped. One esti
ered the rice tax that farmers must unregulatd financial Institutions. policy imptications, he predicted. mate puts unemployment at 8 mil
pay. What was supposed to happen, So the government enacted a And errant practices, once begun, lion in a population of 65 million.

did happen. Last year Vietnam be- new banking law effective this would be difficult to change. Under the circumstances, tax reve
came the world's third largest rice month, imposing greater controls In the meantime, Vietnam's nues remain small.
 
exporter, selling over I million tons on banking activities. Because of march toward a legal structure Witi; these fiscal problems

of rice abroad, despite severe rice the accelerating number of busi- continues. Within the past year, plagwnL the economy, previously

shortages only a few months be- ness failures, the development of a tax, labor, banking and accounting subsidized, state-owned enterprises

fore. new bankruptc, law is high on laws and rules have been adopted. are left to struggle as best they


But the economics lesson isn't Vietnam's list of priorities. The already liberal foreign invest- can. Many, perhaps most, will fail. 
over yet. The Vietnamese expect The impact of the American ment law has been amended. Other Government ministries and depart
rice exports In 1990 to surpass trade embargo on the pace of re- liberalizing amendments to the law ments now are being encouraged to
those of 199. Even so, Vietnam's forms also has been instructive, apparently are on the way set up businesses in order to subsi-' 
rice trade is in chaos. There are With the embargo in place, Viet- reflecti'ig feedback from critica dize their own budgets. Some also 
now over 100 rice exporters, most- nam -emains unable to attract fi- foreign investors. have entered into business to main
ly state-owned enterprises Without nancing from institutonal lenders. ta.n certain political controls. This 
a system of export controls, each Without institutional luans, com- Reforms have posed new chal- trend will probably continue. 
exporter is free to set prices and mercial banks are unwilling to lenges for Vietnamese economic Many Vietnamese desire to be 
they compete ferociously with each breast other formidable risks. planners. But global political part of the anticipated foreign In
other for both suppliers end buyers. changes have presented new fiscal vestment boom. Learrung Russian 

As a result Vietnam's rice But a rein on the pace of reform problems as well. Vietnam's tradi- and German is no longer fashion-As aresult wVietnamsrice able. Bookstores carry dozens ofprictnare below world prices. In English granjmar books. And the
addition, money generated from ,,value of idcas Imported over the
rice sales is being channeled into past 20 years from countries with
1Igh return, fast turnover consum- planned economi has diminished. 

er goods, That's one reason Ho Chi / , Paul Samuelso ns best-selling 
Mmih City and Hanoi have become P sm Eons as 
flooded with foreign alcoholic bey- -been translated into Vietnamese, 
erages, electronics equpment and b e and into ie ted. 
other consumables. Meaawhlle, ,, photocopied and widely distributed.there is insufficient for,, jqn ix- The U.S. economic embargo re
there is inufche for qatnx 'tl. mains the most significant outsidechanges o purchase adequatz-.lerdiz- fj _ impediment to economic growth.supplies of pesticides and - Meanwhile, Vietnam is addressingl 
era tooee- the toom ftIMawie ita sadesnen keep rice-fueled Its economic problems through a
alive. gradual conversion of its centrally

However, the Vietnamese, who 1' ,\i planned economy to a marketappear to'learn quickly from their ,J eI nmlannglsosaof mistakes, haven't let the situation economy, learning lessons along 

unravel entirely. Steps are under tht way and adjusting its plans as 
way to limit the numter of rice ' -g
exporters and to licene rice ex- -- ' " Sesto E. Veccbi ais partner In 
ports. "Not without a pro-hlbrrmation mgromentl' Kaplan Russn Vecch & KirkwoodAgriculture LBnot the only ac- a New York law firm. 
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INTRODUCTIOq 

IT IS RARE IN HISTORY, SHORT OF A MAJOR WAR, THAT THE
 

TECTONIC PLATES OF GLOBAL POLITICS SUDDENLY SHIFT POSITION,
 

ENDING ONE ERA AND OPENING UP NEW POSSIBILITIES FOR A DRAMATIC
 

REALIGNMENT OF INTERNATIONAL RELATIONSHIPS. THE LAST FEW YEARS
 

HAVE SEEN SUCH A BREAKDOWN IN THE ALIGNMENTS OF THE COLD WAR
 

ERA, CREATING NEW INTERNATIONAL PATTERNS AND NEW PROSPECTS FOR
 

THE WORLD ORDER OF THE TWENTY-FIRST CENTURY.
 

THE PAST YEAR'S STUNNING RUSH OF EVENTS IN EUROPE -.-
 THE
 

EVAPORATION OF COMMUNIST REGIMES IN EASTERN EUROPE, THE
 

COLLAPSE OF THE WARSAW PACT, THE REUNIFICATION OF GERMANY, AND
 

NEW FORMS OF US-SOVIET COOPERATION -- REFLECTS DEVELOPMENTS
 

DRIVEN BY TRENDS OF GLOBAL SCOPE: THE BANKRUPTCY OF COMMUNISM
 

AS AN ECONOMIC AND POLITICAL SYSTEM; WORLD-WIDE ECONOMIC
 

INTEGRATION SPARKED BY SPECTACULAR TECHNOLOGICAL CHANGE; AND
 

THE WIDESPREAD MOVEMENT TOWARDS MARKET-ORIENTED ECONOMICS AND
 

POLITICAL PLURALISM.
 

THESE WORLD-RESHAPING DEVELOPMENTS HAVE LED SOME TO SL;'YiISE
 

THAT 7HE END OF HISTORY, THE EMERGENCE OF A NEW INTERNATIONAL
 

HARMONY, IS NOW UPON US. UNFORTUNATELY, THE ELAT 7N BROUGHT ON
 

BY THE ENDING OF THE COLD WAR HAS BEEN TEMPERED BY DARKER
 

COUNTER-TRENDS: A RENASCENT ETHNO-NATIONALISM; AND THE
 

RE-EMERGENCE OF REGIONAL ANTAGONISMS AND AMBITIONS LONG FROZEN
 

IN THE TIME OF COLD WAR CONFRONTATION. THE CURRENT CRISIS IN
 

THE PERSIAN GULF IS TEACHING US THAT THE NEW CYCLE OF HISTORY
 

MAY BE MORE THREATENING TO INTERNATIONAL SECURITY AND ECONOMIC
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PROGRESS THAN THE RELATIVE STABILITY OF THE COLD WAR STAND-OFF,
 

EVEN IF THE RESPONSE OF THE MAJOR POWERS -- INDEED THE
 

INTERNATIONAL COMMUNITY -- IS AN UNPRECEDENTED LEVEL OF
 

COOPERATION.
 

WE ARE ENTERING AN ERA OF SOME INTRIGUING CONTRADICTIONS:
 

POWER AMONG NATIONS IS INCREASINGLY DIFFUSE, YET NATIONS ARE
 

MORE INTERDEPENDENT THAN EVER; 
ANCIENT FEUDS AND RIVALRIES ARE
 

AGAIN BEING PLAYED OUT BY SMALLER POWERS, YET WITH THE
 

DESTRUCTIVE POTENTIAL OF STATE-OF-THE-ART WEAPONRY. WE ARE
 

ENTERING A WORLD IN WHICH THE INFORMATION REVOLUTION -- WITH
 

ITS INSTANTANEOUS FLOWS OF COMMUNICATIONS AND CAPITAL ON A
 

GLOBAL SCALE --
IS ERODING THE BOUNDARIES OF THE NATION-STATE
 

AND COMPRESSING INTERNATIONAL INTERACTIONS IN BOTH TIME AND
 

SPACE.
 

WE NOW FACE A FUTURE IN WHICH TECHNOLOGICAL AND COMMERCIAL
 

CAPABILITIES MORE THAN MILJTARY STRENGTH ARE THE SIGNIFICANT
 

DETERMINANTS OF STATE POWER AND INFLUENCE. 
 NATIONAL SECURITY
 

IS EVER MORE RECKONED IN TERMS OF ECONOMIC AND ENVIRONMENTAL
 

CONCERNS. INCREASINGLY, GEOECONOMICS IS SHAPING GEOPOLITICS.
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Foreword 
Senator Richard G.Lugar 

he openness of United States markets and the forward 

presence of American military forces have contributed sig
nificantly to the peace and prosperity enjoyed by the 

countries of the Pacific Rim for many years. No vacuum of military 
authority has been countenanced, and thus no major threat to the 
territorial integrity of nation-states in the region has emerged. 
Over sealanes kept open withour visible threats to shipping, Asian 
countries have increased exports to a relatively open United States 
market in a dynamic fashion that has contributed to their sus
twined economic growth. Any review of the security equation in 
Asia and the Pacific must begin with and underline the importance 
of American openness and forward presence to the fulfillment of 
many of the aspirations of the Pacific Rim nations over the last two 
decades.
 

The decade of the 1990s, however, will commence with both 
American openness and its forward military presence in the Asian-
Pacific region increasingly subject to vociferous debate at home 
and abroad. Even as the Uruguay round of GATI lurches toward 
a climax in the 1990s-hopefully with progress recorded in the 
area of general reductions in tariff barriers or at least an explicit 
recognition of non-tariff barriers as a prerequisite to systematic 
reduction-the United States trade deficit with the rest of the 
world will likely remain well above $100 billion. Our cumulative 
external debt may well be in excess of a half-trillion dollars. These 
tendencies, along with the more specific but highly publicized 
annual trade deficit with Japan, in excess of $50 billion, and the 
smaller but still notable deficits with Taiwan and South Korea, have 
stimulated a significant alteration in the United States domestic 
political climate. 

Occasional public opinion polls declare thatJapan is perceived 
by a majority of Americans as more threatening than the Soviet 
Union. Various authors attempt to exploit a demand for com
prehensive knowledge of the Japanese with tomes that describe a 

xl 
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trade deficits dramatically and produce severe economic crises in 
the economies of our trading partners. 

These deficits are dangerous because they will increase pressure 
for American military withdrawal from the Pacific to save money, 

They are dangerous because they contribute to endless disputes 

in Asian countries about the United States military presence and 
alleged United States bullying as we assert our trade interests. 
Many Asian politicians, business persons, students, and self-
proclaimed nationalists conclude that Asia would be happier with 
fewer and less forward Americans. 

Many South Korean students seriously contend that the United 
States military presence prevents peaceful reunification of North 
and South Korea and props up the current democratically elected 
government. Many Filipino politicians and intellectuals contend 
that "manhood" for the Philippines is impossible until the United 
States military -withdraws from Clark and Subic Bay. Japanese 

businessmen speak and write about the whining excuses of an 
uncompetitive American business sector populated by manage-
ment and workers who lack self-discipline, ambition, and adequate 
education. 

An increasing number of Americans are fully prepared to 
respond in kind with enthusiastic calls for the removal of all 

military presence in the Asian sphere and a thoroughly emotional 

call for large-scale shutouts of Asian exports. To the extent that 
American and Asian leaders are swept along by these sentiments 
of withdrawal, protectionism, and mutual recrimination, security 

in Asia and the Pacific will decline dramatically. How ironic and 

tragic this would be! B all historic measurements we have erected 
a remarkable edifice of security and prosperity that should be 

envied, celebrated, and used as the foundation for improvements 
in the future. 

For the moment, the co-development phase of the FSX aircraft 

agreement with Japan moves forward. It is critical that it should 
result in production of an aircraft that will meet the Japanese 

security needs in patrolling strategic straits and naval passages. 
For the foreseeable future, the Soviet Pacific fleet is a threat to 

Japan. One need not disparage Soviet efforts to mend relations 
with Japzn at a time of tensions in he United States-Japanese 
bilateral relationship in order to justify the continuing need for 

United States-Japanese cooperation in the naval field. A Soviet 
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peace treaty with Japan that resolved the issue of the disputed 
Northern Islands would likely have little impact onjapan's security 
equation or its position in the Pacific. While glasnostand perestroika 
have had some far-reaching foreign policy implications in Eastern 
and Western Europe, the impacts of these reforms in the Pacific 
are not as clear. TheJapanese are under no security illusions. 

Less well understood is the delicate relationship among Ameri
can military protection, the rebirth in Japan of desires to build 
aircraft and other military instruments independently, and the 
conduct of an aggressiveJapanese export policy that threatens to 
destabilize not only Japan's relationship with its best market but 
also wih many other trading partnersvital to"s economic security. 
For the moment,the FSX debate has served - th to define some 

limits to theJapaese go-it-alone movement and to simultaneously 
rekindle discussion of the advisability of proceeding with such a 

policy in the future. A strategy for containing the trade imbalance 
is apparent neither in the United States nor in Japan, but it must 
be a primary goal of top leaders of both countries. In myjudgment, 
the security relationship is in somejeopardy without resolution of 

the trade imbalance.
 
The result of the United States-Philippines base negotiations is 

difficult to predict, but I am hopeful that the outcome will include 

a continued United States military presence, a strong new surge of 

cooperation between the United States and the Philippines in 
behalf of mutual security objectives, and strong new ties with the 
ASEAN nations for mutual security in the area. The agreement 
should be for the long term and not a formula for incremental 

withdrawal. Already, creative United States and Filipino private
sector leaders have sketched out ways in which military and 
economic security needs for the Philippines might be met simul

taneously in a long-term base agreement. The external debt of the 
Philippines and the need for substantial new capital investment 

could be addressed. Filipino democracy and nationalism must be 
carefully considered and respected. 

The United States played an important role in the birth of 
Filipino democracy. The potential for a long and productive new 

friendship based upon mutual respect, admiration, and apprecia
tion is possible, although clearly not inevitable. If Clark and Subic 
Bay are closed to the United States, we may have to work out 

substitute arrangements with other nations. The change will mark 
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predatory mercantilist power with a Culture and ideas about de 
mocracy very different from those entertained by Ameiicans. Thodebate in the United States Senate on the FSX co-productior
agreement with Japan lifted political passions and economic
techno-nationalism to new heights and cut to the heart of the basic 
Japanese-United States bilateral relationship.

In other Senate debates during the 101st Congress, the United 
States troop commitment to South Korea has been questioned. 
The U.S. Congress has warmly applauded the administration ofPresident Corazon Aquino of the Philippines while worrving aloud 
about some of the demands heard in the PCongressregarding negotiations on the future of Clark Air Field and SubicBay Naval Base. 

Although the Soviet increase in naval and other military forcesin the Pacific over the past decade has shown no signs of abate-
ment, President Mikhail Gorbachev's suggestion in 1988 of mutual
reductions in bases and forces by the United States and the Soviet 
Union has served to further complicate matters. Moreover, cur-rent negotiations in Vienna between members of NATO and the
Warsaw Pact over reducing militar, personnel in the heart of
Europe and the destruction of thousands of tanks, aircraft, andother "conventional" weapons have encouraged some along thePacific Rim to call for an Asian negotiating equivalent. When 
coupled with an appreciation of European efforts toward greater 
unity and harmony in 1992, it is somewhat understandable that 
some political leaders in various Asian and Pacific countries areincreasingly questioning the postwar economic and security order 

in the region. "Before such tendencies become too pronounced or are trans-lated into policy prematurely, some of us who recognize the gains
in the areas of peace and prosperity achieved by the countries of
the region and, of equal importance, the foundations behind 
those gains, should speak oit strongly and unambiguously,And our message, deliv,::-ed in unison as much as possible, must
be that security in Asia and the Pacific will continue to depend for
the foreseeablc future on the forward presence of the American 
military and the openness of the American markets to exportsfrom the region. fromcotiueWhile the ;'aditv of this observation may appear
self-evident to some, it is, unfortunately, too often taken for 

granted. 
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As the Republican floor leader during the two Senate debates 

tioned a conversation that I enjoyed with Prime Minister Lee Kuan
Yew of Singapore in Jaunary 1989. Lee stated that under no cir
cumstances should the United States military presence leave Asia. 
His comments coincided with those ofJapanese parliamentarians
who reiterated theJapanese constitutional limits on the rebuilding 
ofJapanese military power. 

Lee argued that without United States military protection,Japan
would be compelled to protect itself. In due course,Japan would
find a manifest destiny to fill the vacuum left by American withdrawal and insist on protecting the ASEAN nations. From time totime, the nations involved may comfort themselves that the Soviet 
Union is withdrawing or has lost interest or that the Chinese are
preoccupied with internal matters, but suzh diminished interest or
preoccupation may not continue following United States with
drawal from a geographical region that includes China and the 
Soviet Union. 

So strongly did Lee wish to make his point that he offered todiscuss potential si-pport for the United States Navy in Singapore
and potential support for the United States Air Force in other
regional circumstjnce;. In talks with other Asian leaders in 1989,
I noted a constant iefrain of doubt about the physical staying
power of the United States military in Asia and open speculation
about the consequences of a power vacuum and about potential 
successors to fill that vacuum. 

United States domestic political consideration of our role in 
Asian regional security is made increasingly difficult by a seemingly
endless series of arguments on trade issues. Governments usuallytry to separate security issues from trade issues and to conduct
negotiations in separate compartments. But average American
citizens make no such separation, nor do most of their elected 
representatives.

I am not the only American who has explained tactfully and
often to leaders in Japan, South Korea, Taiwan, Thailand. and
Singapore that the trade surpluses that each of those countries
continues to maintain with the United States are dangerously 
unsustainable, both economically and politically. Theytoe maintain withl the United Stte are danares dangerounslyapeagerous because they, may contribute toward a severe recession in 
the Unitcd States that will likely cut United States imnorts and 



xvili I Asian-Pacific Regional Security 

and expanding market-oriented global economy; of working 
diplomatically to help resolve dangerous regional conflicts; and of 
striving to reduce and perhaps eventually eliminate the danger of 
nuclear war. We have sought with increasing urgency over the past 
two decades to meet our responsibilities and achieve those goals in 
the Asian-Pacific region. There and elsewhere, we have acted in 
the belief that America's prosperous and peaceful future can only 
be assured in a world in which other people, too, can determine 
their own destiny, free of coercion or tyranny. 

The prospects for such a future in the Asian-Pacific region seem 
brighter than at any previous time in history. Yet Americans should 
not blind 6icinselves to the obstacles ',hat may obstruct such a 
future.
 

The United States cannot meet its responsibilities or protect its 
interest in the Asian-Pacific region without an active yet prudent 
diplomacy buttressed by American economic and military power. 
The United States cannot be expected to devise solutions to in
soluble problem in the Asian Pacific. But neither should it 
proceed in a half-hearted manner when there are prospects of 
success in the area. Wishful thinking reflective of peculiar eth
nocentric tendencies and vacillating commitments born of eco
nomic pique will not protect or promote the interests of the 
United States in the Asian-Pacific region. 

Only those leaders at home and abroad who are able to rise 
above such sentiments stand a reasonable chance of confronting 
in a constructive fashion both the challenges and opportunities
be they in the areas of balance-of-payments problems, currency 
realignments, base negotiations, burden-sharing, cultural diver
sity, or human rights-that will manifest themselves in the Asian-
Pacific region during the next decade and the coming century. 
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JAPAN'S EXPANDING ROLE AND INFLUENCE IN THE ASIA-PACIFIC REGION: 

IMPLICATIONS FOR U R. INTERESTS AND POLICY 

by Richard Cronin September" 7, 1990 

SUN9MARY 

During the 1980s Japan decisively supplanted the United States as the
 
principal supplier of business inveatment, technology and economic aid in the
 
region stretching from Pakistan t.; the Pacific Islands. Although the U.S.
 
marke! remains the single largest source of Asia-Pacific economic dynamism,
 
countries in the region tend to perceive the United States aB increasingly
 
protectionist and otherwise inclined towards reducing its economj.r, political
 
and security role. Japan, meanwhile, is fast becoming the "core economy" of
 
an expanding Asia-Pacific economic zone and an increasingly influential
 
political actor.
 

Especially in the context of a declining sense of a Soviet military threat
 
and rising trade friction between the United States and the Asia-Pacific
 
countries, Japan's expanding role and influence potentially has far reaching
 
implications. To date, the e~ect of Japan's economic impact has been
 
profound, and generally has "beo-nviewed in positive terms, but some countries
 
worry about the possibility of Japanese economic domination. Japan's
 
cautious but deliberate efforts to expand its political role and assume regional
 
leadership have been hampered by conflicting bureaucratic objectives,
 
uncertainty about what role it should play and reh.tance to become entangled
 
in contentious disputes. While Asia-Pacific countries generally have welcomed
 
and even encouraged Japanese diplomati activism, most remain strongly
 
opposed to a Japanese military role and some worry about the consequences
 
of an anticipated U.S. military withdrawal.
 

Given these mixed trends, the future structure of economic, political and
 
security relationships in the Asia-Pacific region remains uncertain. The most
 
favorable scenario would have Japan shore up the current U.S.-fostered
 
system by further opening up its economy to manufactured imports while
 
assuming a greater share of global partnership with the United States. A
 
second scenario would feature a closing U.S. marlket coupled with the pursuit
 
of neo-mercantilist policies by Japan, heightened trade rivalry between Japan
 
and the Asian NIEs (South Korea, Taiwan, Hong Kong and Singapore) and
 
possibly en unstable multipower military balance. A third scenario would see
 
the consolidation of a Japan-dominated Asia-Pacific region, with the potential
 
for either a positive-sum successor to the postwar era of American
 
preeminence, or an unstable negative-sum order based on an unequal
 
economic "division of labor' between Japan and its neighbors.
 

Broader Japanese import liberalization, a reasonably open U.S. market
 
and a continuing U.S. regional security role appear to provide the conditions
 
most favorable to continued growth and stability and most likely to forestall
 
adverse scenarios. The challenge for U.S. policymakers will be to find the
 
right combination of economic, political and security policy initiatives to
 
promote a smooth adjustment to Japan's growing influence, while at the same
 
time fostering domestic economic renewal, so that the United States remains
 
a vital and credible Asia-Pacific power.
 

"\
 



ECONOMICS A FINANCE 

TRADE on June 3 and 4.
 
"China's emigration policy has
 

oStatuS never been free and open, and it hasCom i ee Links China Statbeen even more restrictive since last 

To Progress on Rights 

he House is expected to vote the 
week of Oct. 1to put stiff human 

rights constraints on a future exten-
sion of normalized:trade relations with 
China. 

A L;] (HR 4939) sponsored by 
Rep. Dea J. Peas&, D-Ohio, would re-
quir: President Bush to certify before 
June 4, 1991, thid China has made 
"significant progress" toward achiev-
ing specific human rights goals. Other-
wise, he could not extend so-called 
most-favored-nation (MFN) trw 3e sta-
tus to China for an additior d year, 
beginning July 1991. 

The House Ways and Means Com-
mittee approved the bill by voice vcte 
July 18. (WeeklyReport, p. 2288) 

The Pease bill is expected to pass 
the House easily, but its future re-
mains in doubt. It, is not certain to 
come to a vote in the Senate, where 
the Finance Committee has no plans 
to consider it. Evei if the bill should 
pass the Senate, sponsors fear a'presi
dential veto. A second bill (H J Res 
647) that would cancel China's current 
MFN eligibility ouffight is highly un
likely to become law. 

Ways and Means sent that bill to the 
House floor Sept. 25 without recom
mendation. The measure is expected to 
be voted on in tandem with the Pease 
bill. If it passes the House, which is 
uncertain, its odds in the Senate are 
seen as even lower than those for the 
Pease bill. And it faces a certain veto. 

Annual Waivers 
MFN status for. China is crucial 

both for China's economy and for U.S. 
businesses that have found markets or 
opened plants in that country in re
cent years. China is the United States' 
10th largest trading partner. Among 
ether things, MFN grants China the 
same low tariffs on exports to the 
United States that are enjoyed by 
most othir countries. 

Without MFN, the domestic price 
for imported Chinese-made goods 
including large quantities of toys, 
clothing and electronics goods 
could nearly double under higher du
ties. A loss of MFN presumably would 
also lead China to stop buying from 

By John R. Crun4ord 
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U.S. manufacturers. China shipped 
4l2 billion worth of goods to the 
United States in 1989 and purchased 
goods worth about half that. (Back-
ground, Weekly Report. p. 1773) 

The United States first granted 
MFN status to China in 1980 and has 
renewed ".annually since then. 

Because of their emigration policies, 
many communist and former commu-
nist countries are not eligible for MFN. 
Although there have long been coin-
plaints about China's emigration policy, 
it routinely has been granted annual 
waivers of MFN restrictions contained 
in the so-called Jackson-Vanik provi-
sions of the 1974 Trade Act. 

The current controversy over Chi-
na's trade status dates to that govern-
ment's crackdown on a fledgling pro-
democracy movement in 1989, 
symbolized by tanks that rolled 
through Beijing's Tiananmen Square 

year's Tiananmen Square massacre," 
objected Ways and Means member 
Richard T. Schulze, R-Pa. 

Schulze and others support the joint 
riolution that wculd cancel MFN im
mediately in order to bring stiff pres
sure on China to change its human 
rights policies. They zy they want a 
vote even if the resolution is ultimately 
vetoed and that veto is sustained. 

"At least the Chinese government 
will understand that the ground it 
stards on with the American people is 
extremely shaky," Schulze said. 

Pease and his allies say that ending 
MFN precipitously would be counter. 
productive and that demanding spe
cific improvements before MFN could 
be. renewed in 1991 would be sufficient 
pressure on the Chinese government. 

Beyond economic considerations, 
the administrntion is also concerned 
because Chir~a is a member of the 
U.N. Security Council and has been 
supportive of the U.S. position on 
sanctions against Iraq in the current 
Persian Gulf crisis. 
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RURAL ENTERPRISES IN CHINA TO ADOPT NEW TECHNOLOGIES
 

WASHINGTON, December 6, 1990 
-- Rural enterprises in China will get 
a
boost from a program to help these firms adopt new technologies and management

systems. The program is being supported by a $50 million loan from the World
Bank and a credit of SDR 45.1 million ($64.3 million) from the International

Development Association (IDA), 
the Bank's affiliate that lends on concessional
 
terms to the poorest countries.
 

"Township and village enterprises (TVEs)"--many of which are owned by
community organizations--account for about one-fourth of China's industrial

production, and over the past decade their output and employment have grown much
faster than those of the state 
firms. However, they frequently lack access to
the skills and technologies they need to raise their efficiency and improve the
 
quality of their products.
 

The program will make credit available to %,elected TVEs in Jiangsu and
Jilin provinces and Shanghai Manicipality to help them acquire technologies that

will boost their productivity.
 

The program includes support for training of managers and technicians in
the rural industries to help them streamline their operations and make them more
profitable. Expert advisory services will also be provided to several
government agencies in charge of technology diffusion to help them carry out the
 program and strengthen the system for lending to rural enterprises.
 

The World Bank loan is for 20 years, including five years of grace, with a
variable interest rate, currently 7.72 percent, linked to the cost of the Bank's
borrowings. It also carries 
an annual commitment charge of 0.25 percent 
on the
 
undisbursed balance.
 

The IDA credit is for 35 years, including 10 years of grace; it carries no
interest, but has an annual charge of 0.75 percent on 
the disbursed balance and
 a variable charge of up to 0.5 percent (currently zero percent) on the
 
undisbursed balance.
 

Note: 
 Money figures are in U.S. dollar equivalents. IDA credits 
are

denominated in SDRs 
(Special Drawing Rights), which are valued
 
on the basis of a "basket' of currencies. The U.S. dollar
 
equivalent of the SDR amount of the IDA credit reflects the

exchange rates existing at 
the time of the negotiation of the
 
credit.
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Executive Summary
 

Introduction
 

i. The purpose of this report is to review recent economic developments,
 

including the progress of the medium-term (1989-91) stabilization program
 

being implemented by the authorities since late 1988, and to discuss options
 

for China's future development strategy. The report also analyzes the eco
nomic reforms initiated in late 1978.
 

Background
 

ii. Over the last decad(, China's GDP growth rate has averaged 9.5 per

cent per annum. Investment was high throughout (averaging 31 percent of GDP
 

during the early 1980s and 38 percent of GDP since 1985) and was matched by a
 

strong s;ivings performance, which contained the need for external borrowing.
 

IndustrLal modernization increased the competitiveness of China's manufactures
 

in the intcrnational market and merchandise exports grew from $18.3 billion in
 

1980 to $52.5 billioi in 1989. China's share of international trade rose from
 

0.97 percent to 1.7 percent during the same period. The average incomes of
 

the 800 million rural population more than doubled and absolute poverty
 

receded nationwide. In 1988, some 13 percent of rural households fell below
 

the poverty line, compared with 17 percent in 1981. Infant and child mortal

ity dcclined, the rate of population growth was slowed and univerril education
 

of five years was achi.eved.
 

iii. Economic system and management reforms introduced incrementally after
 

a period of ztgional experimentation have played a major role in these
 

achievements. They have served to magnify the giowth impulse derived from
 
China's high rate of capital accumulation based on domestic savings. The
 
major areas of reform can be summarized as followa:
 

" 	 farmers and nonagricultural (industrial, commercial, transport)
 

enterprises now have greater freedom to determine the composition and
 

pricing of output, to retain profits and decide on the disposition of
 

retained earnings;
 

* 	 administrative decentralization has transferred more of the authority
 

to plan and manage economic activity from the central government to
 

provincial and local bodies, better informed about the local situa

tion and strongly motivated to promote development;
 

" 	 central control over the economy has been scaled back by reducing the
 

numbvr of commodities and the volume of production subject to manda
tory plan targets, and he share of key products distributed through
 
state controlled channels;
 

" 	 although China remains an economy where public cwnership is dominant,
 

the government has permitted other forms of ownership (e.g., private,
 

cooperative, foreign joint venture, etc.) and supported these with
 

the necessary regulations and constitutional amendments.
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* 	 resources previously annexed by the state have been transferred to
 
enterprises and rural producers and this, together with a degree of
 
fiscal decentralization, has given provincial authorities more dis
cretion in taxation and expenditures;
 

" 	 product markets have been created, first in the rural areas and then
 
extended to the urban sector, which allow producers to trade their
 
above plan output at freely determined prices;
 

" 	 financial reforms have dismantled the old monobanking system and
 
increased the variety of financial institutions, as well as the vol
ume and scope of financial transactions and instruments. The pro
nounced shift away from budgetary support of investment has rein
forced the importance of the financial sector in mobilizing and allo
cating resources;
 

* 	 external trade, now equivalent to over a quarter of CDP, has opened
 
up the economy significantly, and, in parallel, there has been
 
greater readiness to seek direct foreign investment in a range of
 
manufacturing and service industries. The creation of several Spe
cial Economic Zones, with adequate infrastructure, legislation gov
erning foreign investment and the steady elaboration of laws defining
 
the rights of overseas businesses operating in China, have helped
 
attract a large volume of foreign capital.
 

iv. The attempts at transforming such a complex economy in fairly short
 
span of time have inevitably resulted in macroeconomic as well as institu
tional imbalances. During the course uf the 1980s, China experienced three
 
cycles in economic activity of increasing severity. This instabi!lty, which
 
appears to be associated with the transition from a centrally plAnned system
 
to one where plan and market are more evenly balanced, has &t least three
 
sources. First, the lag between 2dministrative decentralization and the craa
tion of an institutionalized capacity for macromanagement, gave rise to exces
sive monetary expansion that stoked inflation. Second, multiple pricing, that
 
has evolved with the emergence of free markets alongside the planned system,
 
leads, at times, to additional distortions; it reinforces the propensity
 
towards negotiating prices, taxes, and input allocations; the possibilities
 
for coriuption mu'tiply; and enterprises are sheltered from the full force of
 
competition by bureaucratic connections, that provide intermediate goods on
 
t'.rms guarantectig high returns. Third, because of slow progress towards
 
nationally integrated and competitive markets that would supplement the now
 
attenuated planning mechanism 2s a source of discipline, decentralized indus
trial management has permitted provincial bureaucracies to push ahead with
 
unsustainable rates of expansion. Only a fraction of enterprises, almost
 
exclusively in the township and village enterprise (TVE) sector, are finan
cially autonomous. As yet China has been unable tc enforce financial account
ability on the state and collective enterprises. Closely related to this is
 
the problems posed by the exit of firms through oankruptcy. Closure of state
 
or collectively owned enterprises has been resisted because it leads to unem
ployment and a loss of productive assets. As a consequence, thn :ffects of
 
market forces to rationalize capacity or achieve efficient resource allocation
 
has so far been blunted. A social security system and some separation of
 
ownership from management, that could dissuade local authorities from becoming
 

IU
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too involved in the operations of the enterprise sector would ameliorate t
 
difficulties. However, the development of national welfare system and of a
 

institution such as joint stock ownership is a slow process. Trials have b
 

conducted but full scale operation is still some years away.
 

Economic Developments in 1988/89
 

It was against this background of partial reforms that demand pres
 

sures became pronounced in the first half of 1988, pushing the economy to t
 

limits of its productive capacity. When, under these overheated conditions
 

the authorities announced in June 1988, plans for a major price reform to b
 

implemented in 1989, inflation worsened as consumers switched in some panic
 

from financial into real assets. Prices that had been rising at annualized
 

rates of 10-15 percent in early 1988 soared to rates approaching 80 percent
 

on an annualized basis, by August. Faced with this crisis, the government
 

postponed further price liberalization and, in late 1988, adopted a series
 

stabilization measures.
 

vi. First, the authorities introduced administrative guidelines to red
 
state investment in 1989 by 20 percent and to cancel or defer a large numbe:
 

of projects in low priority sectors such as servic:, office construction a!
 
processing industries. By the end of 1988, 14,000 ,-,nutruction projects vii
 
a planned investment of almost Y 50 billion had been cancelled. While thi:
 

amounted to only 4 percent of the total volume of ccastruction then in prog.
 

ress, the impact of the controls on investment became more apparent in earlA
 

1989. The value of new projects begun in 1989 declined by 80 percent compa;
 
to the previous year.
 

vii. Second, a contractionary monetary policy, relying principally on tt
 

administrative allocation of credit, was imposed. The Central Bank set a
 
target of 15 percent for the gr'ath of c'e1T in 1989 and began stringently
 
monitoring changes in credit supply on a weekly basis. Conventional monetai
 

instruments reinforced credit controls. Reserve ratios were raised from 12
 
percent to 13 percent for banks, up to 30 percent for nonbank institutions;
 

redisccunt policies were tightened; the redeposit obligations of specialized
 
banks increased; and both deposit as well as lending rates were pushed up by
 
percent and 3 percent respectively, with savings deposits of three years and
 

more being indexed.
 

viii. Third, direct controls on prices and marketing were stiffened begin
 

ning in late 1988. Numerous regulations, generAlly ignored during recent
 
yeazs, were applied, albeit with varying degrees of effectiveness in differe
 
cities and regions of the country; and local governments were required to
 
notify the central authorities whenever they raised prices for a range of
 
daily necesslcies and certain raw meterials. Finally, the credit squeeze wa
 
used to leverage incomes policies with the result that the wage bill of the
 
urban formal sector remained unchanged until the last quarter of 1989, when
 
some wage increases were permitted.
 

ix. These measures have reduced the rate of inflation significantly, fr,
 

an annualized rate of 26 percent in December 1988 to less than 1 percent (on
 

monthly annualized basis) in the first quarter of 1990. They have checked ti
 
growth of labor earnings and, for the time being at least, alleviated cost
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push presaures. In addition, the steps taken plus curbs on imports of consumer goods have reversed the trade imbalance. After rising in the first two
quarters, the trade deficit stabilized at about $6.) billion in the third
 
quarter of 1999 and a quickening of exports lowered the deficit to $6.6 billion by the year's end. Exports rose 15.4 percent in the first half of 1990,
while imports were 17.7 percent lower. 
As a result, China registered a trade
surplus of $4.54 billion. 
There was a marked slackening in the rate of
industrial growth throughout 1989, which became negative in the last quarter.
By the first quarter of 1990, industrial output had regained lost ground and
was at about the same level as a year earlier. It rose more rapidly in the
second quarter and, for the first six months of 1990, registered a growth of
2.2 percent. Urban unemployment worsened somewhat, rising to 2.7 percent by
the end of 1989. Initially, much of the shock was absorbed by the large
transient population of rural migrants, many of whom have returned to the
countryside. But the persistence of slow growth in the first half of 1990

pushed the unemployment rate to over 3.5 percent.
 

x. 
 The imbalances that developed in 1987/88 and the stabilization measures 
that have been applied during 1988-90 have brought into sharper focus
both the strengths and weaknesses of China's economy. 
At this junLture, it
 appears that the latent dynamism of its productive sectors will enable the
 economy to continue growing during the 1990s at rates 
(once the contractionary
policy is eased) that would be considered very respectable in most other countries. 
 Neither the resource needs for investment nor the prerequisites for
external borrowing, are 
likely to become major constraints.
 

Economic Consequences of the Events of June 1989
 

xi. 
 The apparent short-term implications of the events of June 1989 are
somewhat slower growth rate; 
smaller trad, and current deficits; greater unen
ployment; the possibility that certain reforms will 
be postponed for a longer
period of time than was apparent in May 1989; partial withdrawal of investors
from OECD countries; 
a fall in tourist traffic from Western countries which
has also forced a rescheduling of various hotel loans; and greatly reduced
 access to the international capital market, which is 
now compelling China to
seek trade and current account surpluses to manage its external transactions.

however, there are signs that 
some of the adverse developments in the period
immediately following the events of June 1.989 
are being reversed: tourist
arrivals are on the rise; 
there is renewed interest on the part of foreign

investors; and industrial activity is starting to pick up.
 

The Fifth Plenum of the Thirteenth Party Congress and Medium-Term Plans
 

xii. 
 In November 1989, the Fifth Plenum of the Thirteenth Party Congress
declared the government's intention to concentrate during the next two years
on stabilization; on 
restoring growth; and on correcting deficiencies that
have become apparent in reform of macromanagement and pricing.
 

xiii. The Fifth Plenum's call for 
some augmentation of the center's author.
ity, particularly in selected areas 
of macroeconomic management, is a prudent
one and could enlarge the role of indirect instruments, that can be employed
more flexibly than administrative measures. 
 The decision to abolish dual
pricing for major items such as 
transport and petroleum and move towards 
a
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unified price system, will also be a positive Gtep, provided that it leads to
 

a more basic liberalization of prices rather than a return to administered
 

However, although the Fifth Plenum identified
prices and central allocation. 

the two major areas of reform, it was not explicit about their content, phas

ing or direction as considerable uncertainty persisted at that time regarding
 
Nio that inflation has
the degree to which macrostability had been regained. 


been reduced, the most urgent task facing the government is to prepare 
an
 

agenda of actions that will establish a sound basis: for strengthening macro

economic policies and institutions to prevent a recurrence of demand and price
 

pressures; and for advancing towards the next stage of price and market liber

alization.
 

The modernization of China's institutions for macLomanagement will
xiv. 

require initiatives in the areas of fiscal, monetary and exchange rate poli

cies. 
 For example, budgetary discipline could be enhanced if all current and
 
The
capital expenditures are matched by clearly defined sources of funds. 


towards controlling bane money
focus of monetary control could be shifted more 

ratios, rediscount rates, and open market operations. Interest
using reserve 


rates might be used more extensively to regulate aggregate demand within the
 

context of meaningful budget constraints on enterprises. As financial markets
 

broadened, there may also be greater opportunity for open market operaare 

tions. Finally, there still is considerable rcom for introducing market
 

forces into the allocation of foreign exchange.
 

xv. As long as the authorities are able to sustain a macropolicy that
 

will keep inflation at bay, it would be important, during 1990, to resume the
 
4


uelective decontrol of prices. In mid-1989, procurement pr ces for grain were
 

adjusted, followed by railway and airline fares in the fourth quarter, and
 

As the severity of deflation has brought marfreight tariffs in March 1990. 

ket prices of several commodities, such as rubber and cement, very close to
 

state fixed prices, decontrol of some of these could be relatively painless.
 

During the course of 1990, the government intends raising the procurement
 

prices of sugar, cotton and oilseeds. Parallel to price reform, it is equally
 

necessary to proceed with a gradual dismantling of quantitative allocation.
 

In 1989, the list of commodities distributed by the state was augmented
 

slightly and the share of coal output passing though state channels is to be
 

raised. While the chaotic market conditions of 1988 might have made the
 

enhancement of quantitative controls unavoidable, with the return of normalcy,
 

the justification for such measures is less obvious.
 

Economic Prospects and Creditworthiness
 

xvi. To avoid a worsening of open unemployment (disguised unemployment is
 

of course far great2r), the government has begun injecting more credit into
 

the economy while remaining within its tight annual credit ceiling of Y 180
 

billion. Instead of releasing most of the credit in the second half of the
 

year, in conformity with past pattern, more has been provided at an earlier
 

stage so as to pull the economy out of the doldrums. As production acceler

ates by the third quarter (once inventories begin to be run down), it might be
 
This assumes
possible to achieve 3-4 percent growth for the year as a whole. 


that the austere macroeconomic policy is kept in place. The delayed effects
 
as
of devaluation and proposed price adjustments could result in inflation of 
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much as 10 percent but much will depend on the degree to which monetary expansion is used to revive the economy in the second half of 1990. 
China had
accumulated a trade surplus of $4.54 billion by mid-1990 and current trends
point towards modest trade and current account surpluses for the year as a
 
whole.
 

xvii. The government's intention is to achieve a growth rate of 6 percent
per annum growth in the next 2-3 years. 
At that rate of expansion China
should be able to enjoy single digit inflation (depending on the extent of
annual price adjustment) and assuming that savings performance is not allowed
to flag, modest current account deficits. 
Of course the management of external accounts is likely to be guided by conditions prevailing in international
 
capital markets.
 

xviii. 
 The official estimate for the debt outstanding at the end of 1989 is
$41.3 billion and the debt service ratio is about 9 percent. Currency and
gold reserves were equal to $18.5 billion or about 3.5 months of imports
(using customs data). 
 These had risen to nearly $25 billion by end-April 1990
(equal to -ix months of imports according to trends in 1990). 
 Past trends and
the current assessment suggest that the country's growth as well as export
potential are substantiEl and savings behavior is likely to remain stable.
Projections based on reasonable assumptions regarding macropolicies and the
continuation of reform show creditworthiness remaining secure over 
the forecasting period 1990-95. 
 Even the low case scenario, which assumes diminished
growth and export prospects but a firm management of imports, does not materi
ally alter the creditworthiness picture.
 

Growth and Reform in the Medium Tern 
 and Long Term
 

xix. 
 To raise efficiency and maintain the moderate gtowth rates that are
being sought over the course 
of the Eighth Five-Year Plan (1991-96) and
beyond, policy actions will be needed in several areas, including the follow
ing.
 

Macropolicy Management
 

" 
 The ability to conduct effective monetary and fiscal policies will be
crucial to the 
success of future reform efforts, because they will
exert a major influence on price stability, domestic savings, the
volume of investment and the external balance. 
 Further institutional

changes might be needed to enhance the capacity of central agencies
to implement policies. The authorities will also need to refine
indirect macro instruments, as well as 
develop financial markets so
 as 
to maximize the effects of monetary measures.
 

Government Finances
 

* 
 In recent years, the government's capacity to raise 
revenues from
industry (the principal source) has been substantially reduced by
enterprise contracting arrangements that have permitted firms to
retain more of their profits. 
 As a result, the revenue/GNP ratio has
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fallen below 20 percent; this has been accompanied by an almost par
allel decline in expenditures and the budget deficit (a little over 2
 
percent of GNP) has been approximately constant for the past few
 
years. Given the high rate of savings in the economy, financing the
 
budget deficit through the issue of bonds should not pose serious
 
difficulty, but eliminating it altogether is a superior remedy. Nev
ertheless, if the government's share of revenues continues sliding,
 
flexibility in financing its development activities, such as educa
tion and transport, might be reduced. Stabilizing revenues over the
 
medium run, through a broadening of indirect taxes and the separation
 
of taxation from enterprise contracting, may be the appropriate step.
 
However, major new taxes, as distinct from a refinement and strength
ening of existing taxes, are probably unnecessary. While the govern
 
ment must tailor its tax efforts to its long term expenditure needs,
 
and financing of most investment might best be left to the financial
 
markets and enterprises themselves, there remains a major role for
 
the budget, especially for the key infrastructure sectors.
 

Price and Market Reform
 

Price reform and the creation of competitive markets continues to be
 
fundamental to the improvement of resource allocation in China. As
 

some phasing may be warranted to spare the economy the shock from
 
sudden decontrol, a plan of action, including priorities and a time
table, for price liberalization remains critical for future reforms.
 
Chapter 4 of the report offers suggest43ns regarding the decontrol of
 
agricultural procurement prices, retail food prices, and prices of
 
industrial materials. While the government is right to be concerned
 
about the effects of inflation, and the distributional consequences
 
for particular population groups, there are reasons to believe thut,
 
in an environment, where there is considerable slack, inflation need
 
not gather momentum and there is scope for temporarily ameliorating
 
distributional effects.
 

Trade Reform
 

The opening of China's economy to the international market is a
 
reform that rivals the transformation of agriculture. In 1989, trade
 
amounted to nearly 28 percent of GNP as against 14 percent in 1981.
 
While industrial modernizatiun and direct foreign investment have
 
certainly contributed, the effective use of Foreign Trade Corpora
tions (FTCs) to market products, arrangements that allow enterprises
 
to retain a portion of the foreign exchange earned, and Foreign
 
Exchange Adjustment Centers (FEACs) have been zs important. External
 
trade remains a vital element in China's development and the reforms
 
already introduced need refinement. -or instance, better access to
 
credit for exporters wo"ld be P potent stimulus and trading rights
 
,hould be extended to more producing ente prises, providing the lat
ter are guided by strictly supervised rules so as tt. xvoid the deliv
ery, quality control, pricing and other problems that emerged after
 
the creation of decentralized FTCs in 1988. Ir addition, there are
 
gains to be had from substituting tariffs for quotas and licensing;
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from introducing simplified procedures for providing exporters' draw
backs on indirect taxes; 
and, last but not least, from an exchange
 
rate policy that maintains China's competitiveness.
 

Private Direct Foreign investment
 

The pledged value of foreign direct investment amounted to $34 bil
lion at the end of 1989, of which $15.4 billion had actually been

disbursed. Although disbursements rose by 4 percent in 1989 to $3.3

billion, the number of applications fell after the events in June
 
and, unless the earlier momentum is regained, could affect flows a

few years into the future. Foreign investors have made a major con
tribution to the development of services, oil exploration and export
oriented manufacturing industries. 
 It is important for China's eco
nomic modernization that such capital flows be maintained. 
To revive

interest among overseas investors, the authorities have begun leasing

land for development purposes in the "open cities" and Special Eco
nomic Zones. These leases run 
to 70 years. The government has also

modified the law on Sino-foreign equity joint ventures 
so as to
 
enhance incentives. However, there remain certain areas that still

require attention: for instance, the time-consuming negotiations

that precede any agreement; the high charges for land use, energy and
 
infrastructure; and difficulties with the enforcement of contracts
 
linked to the state of China's legal system.
 

Industry and Enterprise Reform
 

The next stage of enterprise reform is to make firms autonomous so
 
that market competition, dynamic entrepreneurship and price-guided

allocation can flourish. 
Much progress has been made, but neither
 
enterprise managers nor their employees closely follow profit and

efficiency maximizing rules that firms operating in a market environ
ment would observe. A wider spectrum of ownership could be a solu
tion to the existing difficulties. It would give enterprises the
 
autonomy needed if market discipline, which requires exit as 
well as
 
entry, is to have its therapeutic effect and it would insulate firms

from the demands of local authorities. If enterprise accountability

and the prospect of state enterprise being permitted to go bankrupt

are to be realized, a dependable social security system will have to

be put in place. 
 In the publicly owned sector, joint-stock systems

that spread ownership over a number of publicly owned and collective

entities, could assist in the separation of management and ownership

of these enterprises and promote further efficiency gains. 
 In the
 
foreseeable future, the change in ownership structure and the 
emer
gence of market competition might be pursued through policies that

stimulate the nonpublicly owned sector, specifically township and

village enterprises (TVEs), which have provided important momentum to

growth over the past six years. Furthermore, efficiency would be
 
enhanced if this sector were permitted to compete freely with the
 
publicly owned sector.
 

Through a combination of a more 
neutral policy regime and guidance by

market signals, China might shift the emphasis away from expansi.on
 

http:expansi.on


- xx 

(as distinct from the technological upgrading) of heavy machinery
 
metallurgical and traditional engineering industries towards manufac
turing sectors richer in linkages as well as in technological possi
bilities, for example, transport and electronics. Service industries
 
might also receive more attention because they contribute importantly
 
to overall growth, employment and industrial productivity.
 

Technological improvement is as critical as investment in determining
 
growth. Attention to coordinated and commercially oriented R&D
 
activities should have considerable priority. While China~s own
 
research endeavors may be decisive over the longer term, foreign
 
direct investment, patent licensing and other arrangements might be
 
of greater significance in the mediwn run.
 

Agriculture
 

A modern and productive agriculture is both capital and energy inten
sive. China's resources of cultivable land being fully utilized, a
 
steadily rising output will require ever greater farming intensity
 
and significant additional investment in irrigation, as well as the
 
manufacture of fertilizers and farm machinery. This will only be
 
posalble if, over time, there is some additional tranisfer of
 
resources to agriculture; the use of agricultural land and other
 
assets is rendered more efficient through the trading of land leases;
 
there are improvements in the area of distribution; and increased
 
efficiency in the functioning of factor markets. The scale of inter
sectora resource transfers will depend upon the composition of the
 
agricultural output that is sought and the desired degree of self
sufficiency. China needc a food policy for the long term which sets
 
realistic targets for grain, meat and cash crop production and then
 
backs these with pricing policies to engineer the necessary movement
 
in resources. As the amounts involved will be large and the implica
tions for other sectors far reaching, the food strategy merits close
 
attention.
 

Infrastructure
 

Water management, energy and transport facilities have long lead
 
times and planning for capacity must occur well in advance of needs.
 
Complaints about inadequate infrantructure facilities have periodic
ally forced the goverunent to attempt to redirect resources to the
 
development of public ovevhead capital. This is disruptive for other
 
sectors and steps need to be taken to rationalize infrastructure
 
investment planning, to ensure its financing, and to develop more
 
appropriate pricing policies for the public services provided. For
 
intermediate raw materiuls, by contrast, moderate but stable growth
 
rates in the 6-7 percent range, together with price reforms that gen
erate the needed supply response, would facilitate better resource
 
allocation at all levels; industry will have less reason to complain
 
about input bottlenecks; and government prugcams to redeploy capital
 
to key industries by administrative fiat. can he avoided.
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xx. Priorities for the nineties include strategies for sectoral develop
ment, price liberalization and further progress with ownership reform. The
 
first will have a major influence on growth of the real economy, whereas the
 
latter two will determine the gains in efficiency and stability to be derived
 
from the market system. If the balance between planning and reliance on mar
ket could be shifted towards the latter--this could be done even with assets
 
remaining largely in public hands--the problems arising from decentralized
 
administration could be lessened, and the government would be able to pursue
 
firm macroeconomic policies.
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Slaughter of the Innocents: Coercive Birth 
Control in China 

By John S. Aird 

This volume presents detailedevidence resorted to mass arrests, imprisonment, 
that the Chinesefamily planningprogram torture, and execution. The Tier.anmen 
relies on coercive measures to secure corn- slaughter has forced the outside world 
plianceby a largely reluctantpopulation finally to recognize the kind of brutality 
and thatthe coerciveness of the program of which the Chinese leaders are capable. 
has been escalatingsince 1986. Following Until June 1989 foreign criticisms of 
is a summary of the book's majorfindings. human rights violations in China were 

remarkably few. The physicist Fang Lzhi, 
The Coercion Controversy a leading Chinese dissident, has pointed 

out that U.S. foreign policy does not hold 
Foreign apologists for the Chinese fami- China to the same human rights stand
ly planning program insist that the pro- ards as it does other countries. The same 
gram is a voluntary one or that it is be- charge applies to many other govern
coming progressively less coercive. There ments that have accorded China special 
is ample evidence, however, that coercion indulgence. In the mid- 1980s Deng Xiao
has been an important aspect of the pro- ping allegedly said that foreigners cared 
gram at least since the early 1970s and only about China's stability, not about its 
that the central demands that result in human rights record. The reaction of 
coercion at the local level have been es- many foreign governments and interna
calating since 1986. These conclusions tional organizations to China's coercive 
have implications not only for U.S. fund- family planning program fully justifies 
ing for the United Nations Population his cynicism. 
Fund (UNPF) for human rights in China, Many family planning advocates have 
but also for the credibility of family plan- a conflict of interest regarding China. 
ning organizations that maintain ties with Those who have identified themselves 
the Chinese program despite their claim with the Chinese program, like the UNPF 
to support only voluntary family and the International Planned Parenthood 
planning. Federation, risk a loss of public support 

From the founding of the People's Re- if they now acknowledge that the program 
public of China, its leaders have seldom is coercive. Therefore many ignore or 
allowed considerations of human rights deny the coerciveness of the program; 
to stand in the way of their policies. Faced some even disseminate misleading 
with popular opposition, they have often Chinese propaganda about it. In May 
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1989 Nafis Sadik, the current executive 
director of the UNPF, said in a speech in 
Washington that the Chinese program 
was "totally voluntary." 

Some demographers who write about 
China hesitate to mention the coercive-
ness of the Chinese program in public
for fear of losing access to demographic 
data, contacts with colleagues, and oppor-
tunities to carry out research in China. 
Others, accepting the notion that popula-
tion growth constitutes a worldwide 
crisis, tend to take a tolerant view of the 
program. 

The dramatic idea of a crisis has a su-
perficial plausibility. It ascribes many of 
the world's ills-including poverty, hun-
ger, and health problems-to a single fac-
tor, prescribes a single remedy, and in-
vests the combination with a sense of 
great certitude. It is the sort of cause that 
inspires zeal. But there is no sound basis 
for assuming that a coercive birth control 
program does less damage than continu-
ing population growth to human welfare, 
and there is no justification for the 

extreme measures used in China. 


Despite Chinese and foreign denials, 
the evidence on coercion is overwhelm-
ing. It is not simply a matter of interpre-
tation. The evidenc, comes mainly from 
Chinese documentary sources, official 
directives, statements by political leaders, 
and hortatory articles in the Chinese 
media. The published record is often 
vague or deliberately distorted, especially 
in communications addressed to foreign 
audiences, but there is not much room 
for doubt about what the evidence shows. 

When Chinese authorities deny that 
their program is coercive, they seem to 
be using an extremely narrow definition 
of coercion: physical force without propa
ganda accompaniment to give it the su-
perficial appearance of "persuasion." But 
specific practices condemned as coercive 
in one year have often been approved and 
encouraged the following year. When a 
measure the central authorities have ap-
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proved arouses strong antagonism among
the people, they usually disclaim respon
sibility for it and ascribe it to a lack of 
"understanding" by grass-roots cadres, 
but they also acclaim the gains in family 
planning work that resulted from the 
measure. 

Since the early 1970s the Chinese 
media have given evidence that popular 
resistance to birth control is widespread 
and persistent. Without strong govern
ment pressure, birth control does not ad
vance, and any relaxation results in an 
upsurge in births as married couples has
ten to have another child before the next 
crackdown. In the 1980s the enforcement 
of birth control was weakened several 
times by new central policies adopted for 
other purposes that incidentally made 
family planning work more difficult to 
carry out. The virtual dissolution of the 
communes in 1981 made it harder for 
the cadres to monitor pregnancies and to 
imrpose penalties for noncompliance. 
When Deng Xiaoping proclaimed the 
policy of allowing peasants to become 
"wealthy" through their own enterprise 
as a stimu!us to economic development, 
some families found that they could af
ford to pay the fines for unauthorized 
children and proceeded to have more. In 
recent years the authorities have been 
trying to compensate for the lost control 
by devising a national "family planning 
management system" linking the central 
authorities with the grass roots and bring
ing all childbearing under firm govern
ment control: the system has not yet 
been perfected. 

Official Policies on Birth Control, 
1949-1983 

The People's Republic of China was a 
late convert to the belief that population 
growth needed to be controlled. In 1949 
Mao Zedong argued that China's already 
large population was "a good thing." Even 
if it multiplied many times, he argued, 
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increased production would solve all 
problems because the productivity of the 
masses under the inspiration of socialism 
was infinite. Birth control was denounced 
in the press as "antihumanitarian" and 
as a way of "killing off the Chinese people 
without shedding blood." 

When the 1953 census of the PRC came 
up with a total about 100 million larger 
than expected, party leaders had second 
thoughts. In the middle 1950s they insti-
tuted a state-supported family planning 
program that was mostly voluntary, al-
though even then there were signs that 
the central authorities were inclined to 
make it as nearly compulsory as possible. 
But in 1958, when the grossly exagger-
ated statistics showed a doubling of food 
grain production in a single year and 
sharp increases in the industrial sector, 
Mao reverted to his previous view that 
population was an asset, not a liability, 
for national development. Birth control 
languished. In 1959-1961 a nationwide 
famine that caused some 30 million 
deaths in China ended rhetoric about 
the unlimited productivity of the masses 
under socialism. In 1962, with the sup-
port of Premier Zhou Enlai, the birth 
control program was quietly revived, 

The work was interrupted again in 
1966-1968, this time by the upheaval of 
the Cultural Revolution, a struggle for 
power within the party leadership. In 
1969 birth control was reinstated, and 
since then official support has survived a 
number of major changes in Chinese 
political life. In 1971 the State Council 
under Zhou's direction set a limit of two 
children per family, superseding a pre-
vious three-child limit, 

Compulsion in the program has in
creased and diminished a number of 
times in response to changing perceptions 
of the urgency of population control and 
the reaction of the Chinese masses to the 
tactics used. A major escalation took place 
in January 1979, when the one-child 
policy was announced. At first the require-

ment was "one child, two at the most, 
with a period of three or four years be
tween them," but before the year was 
half over the two-child option was with
drawn. In the spring of 1980 some local
ities said that "nobody should bear more 
than one child." The new requirement 
was reinforced by the adoption of special 
provincial regulations based on the draft 
of a law that was widely discussed but 
never adopted. 

The one-child limit evoked strong popu
lar resentment, and in the spring of 1980 
the authorities issued new warnings 
against the use of coercive tactics in famn
ily planning, which, they said, would 
harm the program. But by the summer 
of 1981 concern over coercion had been 
replaced by concern that population 
growth was "out of control" in many 
areas. The authorities called for "rigor
ous enforcement" of family planning re
quirements, "decisive and urgent meas
ures," and "forcible" implementation, 
which sounded like invitations to resume 
coercive tactics. In the fall of 1982, cen
sus results showed a bulge in the child
bearing age cohort, which meant that a 
baby boom was imminent. In November 
a national conference was told that famai
ly planning must be implemented "reso
lutely" for a long time to come. 

Coercion reached a peak in 1983, when 
the authorities demanded that all women 
with one child have IUDs inserted, all 
couples with two or more children be 
sterilized, and all women pregnant with
out official permission have abortions. 
Some 20.8 million sterilizations were per
formed in 1983, three-quarters of them 
on women. 

Party Document No. 7 

Public reaction to this savage campaign 
was so strong that again policies had to 
be moderated. New instructions, con
tained in an unpublished directive of 
April 1984 known as Party Document 
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No. 7, called for measures that were 
"more realistic," "fair and reasonable," 
acceptable to the masses, and easier for 
the local cadres to carry out. The cadres 
were told to 'Improve their work style"
and "refrain from coercion," and the num-
ber of couples allowed to have a second 
child was increased slightly. But Docu-
ment No. 7 also said that local popula-
tion targets consistent with the national 
goal of keeping the population under the 
1.2 billion mark in the year 2000 must 
be attained. This put the cadres in a di-
lemma because given strong public oppo-
sition to the program, it was impossible 
to substitute persuasion for coercion and 
still attain the targets. The actual policy 
at any particular time depended upon 
which of the conflicting instructions were 
being stressed in central directives. The 
emphasis shifted back and forth in the 
next two years. 

In much of the country the local re-
sponse to these ambiguities was to ease 
up on birth control. The central author-
ities had not intended this. A People's 
Daily article insisted that "fami!y plan-
ning work must not be weakened and 
relaxed," and other sources warned 
against "wavering" and demanded that 
targets be attained on schedule. In the 
fall of 1984 the authorities attempted to 
tighten control, but by the end of the year 
the softer line initiated by Document No. 
7 was again echoed in the media. At the 
start of 1985 there was sowe confusion 
in the provincial instructions, but as the 
year progressed the main trend was 
toward greater compulsion. 

The central authorities were becoming 
increasingly troubled by the failure of the 
local authorities to enforce family plan-
ning restrictions and expressed fears that 
the impending baby boom could erase pre-
vious progress. They were also concerned 
about uncontrolled childbearing among 
rural migrants to urban areas, who were 
not under surveillance of family planning 
cadres, and a growing tendency among 

local officials to falsify birth statistics to 
conceal the extent to which population 
growth exceeded the assigned targets. In 
May 1986 a new, harder line wa, taken. 

Party Document No. 13 

Like Document No. 7, the new directive 
was never published, but some of its con
tents are known. The main message of 
Party Document No. 13 was that local 
authorities must "strengthen their leader
ship" and bring population growth under 
strict control. Family planning efforts 
were to be focused on rural areas that 
had fallen behind the rest of the country 
in population control. 

Dissemination of the new guidelines 
was followed by a round of supplemental 
directives from provincial authorities call
ing for a tightening up of family plan
ning work, strict control of population 
growth, adherence to the one-child limit, 
and the "resolute" use of abortion. Areas 
that had relaxed their family planning ef
forts after 1983 were told that they must
 
regain a "tight grasp" of the work.
 

Reportedly many local areas had been 
freely granting permission for second 
births to couples who could not qualify 
under the established criteria. After the 
central authorities permitted a few locali
ties to experiment with such a policy, 
other localities simply abandoned all re
strictions on second births. To regain con
trol of the situation the local authorities 
were directed to reinstate the 1983 poli
cies of inserting IUDs in all women with 
one child, sterilizing all couples with two 
or more children, and aborting all 
unauthorized pregnancies. 

New regulations adopted at provincial 
and lower levels contained stiffer penal
ties for noncompliance and were to be 
strictly enforced. The regulations for a 
district in Guangzhou Municipality (Can
ton), for example, specified that if a wo
man with one child "failed" at birth con
trol she not only had to have an abortion 
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but must also be sterilized. New meas-
ures wero devised to impose family plan-
ning restrictions on rural immigrants to 
cities; others imposed collective penalties 
on villages and factories that had un-
authorized pregnancies, to bring commu-
nity pres ure to bear on those not in 
compliance. 

The press carried open-ended injunc-
tions to "take immediate action," adopt 
"resolute and effective measures," and 
"produce immediate results." Broad hints 
that any method that got results was ac-
ceptable were contained in such instruc-
tions as "take every effective measure" 
and "all measures that are favorable to 
population control...may be tested." Simi-
lar blank checks had been issued to fami-
ly planning cadres by the higher authori- 
ties in 1983 and undoubtedly contributed 
to the extremely coarcive methods used 
at that time. 

In 1989 for the first time the Chinese 
media carried articles openly calling for 
coercion in family planning. The first 
was an article in a Beijing newspaper in 
January urging that "suitable coercion 
and control be implemented in China's 
family planning." In April the New China 
News Agency quoted an Agriculture Min-
istry official as saying that "only coercive 
measures can be effective in alleviating 
the problems caused by [the] population 
explosion." The official added that "tern-
porary coercion is actually a philan-
thropic and wise policy." In August an 
article in a Shanghai social science jour-
nal advocated compulsory abortion for all 
women who became pregnant before the 
age of twenty-five and for all women preg-
nant without official permission. Those 
who avoided abortion or concealed preg-
nancies were to be given prison terms 
or harsher punishlnents, including death 
sentences. The author declared that com-
pulsory abortion was "entirely in accord 
with the spirit of the constitution." 

Recommendatiois contained in signed 
articles do not constitute official policy, 

The writers made it clear that their posi
tions went beyond current policy. But 
the appearance of such proposals in the 
controlled Chinese press suggests that 
the authorities may have been preparing 
the people for increasingly compulsory 
measures. 

Meanwhile popular opposition to the 
one-child policy continues. In 1988 two 
national opinion polls showed that 70 per
cent of all couples in the childbearing 
ages (90 percent of those in rural areas) 
still wanted more than one child and 
that 88 percent wanted both a boy and a 
girl. Even in Beijing almost 80 percent of 
a sample of married women wanted two 
or more children. In January 1989 an ar
ticle in the national family planningjour
nal deplored the increasing "contradic
tions and hostilities between the cadres 
and the masses" over birth control, some 
of which led to acts of violence against 
family planning cadres. 

Despite the intensification of coercion 
in the Chinese program since 1986, the 
UN Population Fund agreed in January 
1989 to fund a third five-year program of 
assistance to China's population efforts. 
The Chinese leaders have interpreted 
this support as an endorsement of their 
family planning efforts, and this inter
pretation seems entirely warranted. For
eign organizations and individuals that 
indiscriminately laud the Chinese pro
gram or provide financial or technical as
sistance to it place themselves in the posi
tion of supporting its violations of human 
rights. It is time for a careful review of 
the issue of human rights in family plan
ning and a reconsideration of the "popula
tion crisis" ideology that undoubtedly ex
plains the tolerance that family planning 
advocates and other humanitarians have 
sometimes shown toward coercion in the 
Chinese program. 

John S. Aird is a former senior research specialist 
on China at the U.S. Bureau of the Census. 
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Jim Hoagland 

Our 
Strange 
View 
Of Asia 
The follyof treating Japan as an enemy and China as a client 

The talk about the ner interns-
tionlorder often misses this crucial 
point: There isn't one. And there 
will notbe one until the United 
States and European nations free 
themselves from old thinking and 
hidden racst attitudes toward Asia. 

In Asa, American and European 
actions perpetuate a post-World 
War 11order built on treating Japan 
as an enemy and China as a clienL 
The Urited States expresses grat-
tude to the butchers of Beiumigand 
resentment to the demo,.rtat of To-
kyofortheirrespectverolesinthe 
Persian Gulf crss. 

The wooing oCina topKeve a 
vto of the 12 United Nations Seou-
nityCouncil rmolutions on the Guff 
rases one of thoe fundamntal 
questiom that diplmts. pobtcans 
and journalists fadto grasp amid the 
dady mutiae of getting things d . 

Why, we should ask, does a 
bloodstained Asian Communist dic-
tatorship with declining economic 
power hold one of the Security 
Council's five permanent seats, with 
hiaveto power and tpeciul reslonsi-
bality for ensuring global peace,
while a democnuatc, pacilistic and 
now rich Asian nation with enor-
mos global iUfluence does not? 

The &nwer has nohiang to do 
with China's population of 1 bildion 
or itsnuclear arsenal, which came 
longalter the United States, Britain 
ad the Soviet Union used their 
status
as victors of World War II to 
agree upon and dictate the mem-
bership of the Security Council, the 
world's mont exalted political body. 

China is on the counwi because 
Franklin D. Roosevelt wanted tc 
reward and bolster Chiang Kat-
shek's Natwinalist regime imnedi-
ately after World War II. Japan and 
Germany were to have no role in an 
orgamzation formed in large part to 
administer the consequences of 
their military defeat, 

A hall-century ater World War 

I, pirm-nent membership in the 
Security Council still organized on 
this "enemy-chentr basis. Whde the 
Bush administration pursues a new 
international order with innovation 
in Europe and muscle in the Middle 
East, it shows nothing but outdated 
thinking in Asia. 

The Gulf crisis has stripped bare 
the anachronistic quality of Ameri-
can hunking and of the Security 
Council's permanent membership, 
Washington pampers Beijing while 
scoldmg Tokyo for producing ony" 
$4 bilo inaid to the US,-ed 
effort 

That Is to ee the world upside 
down and to ignore the fact that 
World War [ is finally ending. Japan 
and Germany have rehabifltated 
themselves by every posible mea-
ure. China'a use of its Security 
Council eat for extortion during 
the Gulf crisis disqualifies Beo g 
from holding such power. 

The Chinese eulers cynically 
stepped up th-ir persecution of 
pro-democracy dissidents as the 
Nov. 29 vote on the use-of4orce 
resolution in the Security Counci 
neared. They bet that their old 
friend George Bush woukl rwarid 
them for abstaining, instead of coa-
demning them for punishing the 
brave young patriots whose only 
crime has been to call for reform 
and freedom at home, 

They were nighL Bush met ,ith 
Chincoe Foreign Minister Quin 

nations of Europe, North America 
td the Soviet Union. Japan's exdu. 
&ion from this celebration went tn
noticed as speaker alter speaker 
roe at the CSCE sununit to extol 
the establishment of Vie postwar 
order.' 

But the postwar order' wa 
more than the division of Europe 
The two bigwars the United States 
waged during the Cold War were. 
after all, both in Asia-in Korea and 
then in Vietnam. 

Only when the winners-losers 
diWinctmoof WoddWarlHmsarsed 
with the acceptance of Japan and 
Germany bac intothe ranks ofthe 
major powers at the United Nations 
will the postwar order pass. Only 
then will the reality of Japan and 
Gernmany as econcac giants and 
political pygmies fade. Only then is 
It likely that Japan and Germany will 
take on hull roles in international 
conflicta such asthe Gulf crim. 

i i es eamly important for 
Japan, which has not been able to 
achieve the kind of reintegration 
into the international community 
that unification within the Eupa n~ 
Community and NATO has brought 
Germany. 

A wJuable step along the rid of 
ending the Cold War in Asia should 
come next April when Sovie leader 
Midhail Gorbachev visits Tokyo. He 
hould clear the way on that visit 

for settling the dispute over Japan's 
four Northern Ilands that the Sovi-

Qichen in Washington the day after ets have occupieu since World War 
the Security Council vote. IL 

Paternalism and fear, the uncon- Americana wrought up over Ja-
Kous twin strands of racism, wind pan's LaU ef responsibility in trade 
thrnugh contemporary Western at- and economic issues may find it 
titudes
to China and Japan. China's 
poverty and backwardness stir pity, 
while Japan's success stirs ennuty. 
Both cloud Western policies lid 
attitudes toward the Orient. 

The end of the Cold War was 
clebrated a few weeks ago in Parm 
by the white world, that , by the 

'perverse to suggest "rewarding 
Tokyo with more international pow
er ard prestUge now. But the history 
of the past 45 years shows that this 
isthe best way to make sure Japan 
Irvesup to its international respons
bhties and really does stop besna w 
aeemy. 
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Cut the Cambodianknot
 
T he tangle of forces in Cambodia 

continues unabated. Four self-ap-
pointed Cambodian movements 
contest for power diplomatically, 

militarily and subversively. The five perma-
nent members of the UN Security Council 
(and Australia) laboriously n-egotiate with 
each other, the four Cambodian fa2-ons, 
V'-tnam and the Asean neighbours. Al-
most all have accepted the idea that Cam-
bodian legitimacy should be determined by 
a free vote by the Cambodian people. But 
the process by which such an election can 
be held is still elusive. 

The Khmer Rouge, who murdered well 
over a million of their fellow Cambodians, 
continue to refuse to accept a ceasefire un-
less it is accompanied by the removal of the 
Vietnamese-imposed Hun Sen government 
in Phnom Penh. The Hun Sen govenrent 
refuses to abdicate but does agree that a 
strong UN presence at its side in Cambodia 
would be appropriate. 

The Permanent Five - the US, the 
Soviet Union, France, Britain and China 
are seeking a "comprehensive agreement" 
among the Cambodians which would es-
tablish a ceasefire and effective UN contrel 
of Cambodia for a period of two to three 
years, during which elections could be 
arranged "on a level playing field" among 
the four Cambodian facuons - and pre-
sumably yet other factions, if they ap-
peared. 

A hll year of negotiations, including di-
rect US-Vietnamese and US-Cambodian 
discussions, seem to have moved the par-
ties no closer to the desired comprehensive 
agreement than rickety acreptwe of mem-
bership in a Supreme National Council of 
uncertain authority or even life expectancy. 

Patient efforts to establish the Supreme 
National Council on a con-
genus basis continue to 
founder on the intransi- " 

gence built into the recent 
and bloody history of the re-

Following the establish-
ment of a Khmer Rouge t.: 
government led by the mur-
derous Pol Pot in Phnom 
Penh in 1975 and its sub- ,,. 

sequent two years of attacks 
across the border into Viet-
nam, the forces of Hanoi 
struck back in 1978 by invad-
ing Cambodia, overoming 

e Khmer Rouge and ,etting 

By WIllam Co"b 

A coalition of forces - with the ousted 
Khmer Rouge as its strongest single contin-
gent - continued to wage a guerilla war 
against the Vietnamese-backed Eovem-
ment in Phnom Penh. In September of last 
year the Vietnamese and Phnom Penh gov-
emrnments declared that a long-promised 
withdrawal of Vietnamese troops had been 
completed, though there was no inter-
national control medianism to oversee 
this. Since then fighting has continued 
as the Khmer Rouge and the two non-
communist guerilla grouti (led by Noro-
dom Sihanouk and Son Sann), who each 
claim the Vietnamese have 
not fully quit Cambodia, 
have struggled to gain posi-
tions of advantage. The 
peace process has progress-
ed with painful and frustrat-
ing slowness. 

Meanwhile, the Khmer 
Rouge build their military 
strength and organise 
increasing segments of 
the countryside under their 
discipline - hardly an au-
spicous portent for alec-
tions. 

.. . 

The sooner 

elections 

can be 

arranged, 
the better 

TIere is a way to cut through the Gor-
dian knot of these intertwined relationships 
- early elections under UN sponsorship 
throughout Cambodia, with many intema-
tional observers, managed either by the Su-
preme National Council or by whatever 
Cambodian party adualy controls the tern-
tory in which they are held. That council is 
supposed to have the participation of all 
four Cambodian factions, but Khmer 
Rouge recalcitrance makes its planned 
function less likely as the montl pass. 
But it does offer a vehicle to preside over 

elections if the other three 
agree to do so - even in the 
face of the Khmer Rouge re-
fusal, 

Altemnadvely, each fac-
- tion could conduct elections 

in whatever area it controls, 
with the UN and interna-

; tiona observers setting the 
basic rules of iccess, fair-

. honesty, etc. 
" The world has had a 

great deal of recent experi-
ence in encouraging and 
monitoring elections. When 
they were open and honest
ly conducted, they dearly 

uo their own friendlv regime. Hun Sen: no abdlicaton, reflected the people's will, 

even when they were coriducted under 
the authority of one of the conte ing 
factions. Nicaragua, Burma, and Chile are 
cvgnent examples, and the US and the 
Soviet Union seem w be leaning towards 
acceptance of this possibility for Afghanis
tan. 

If the election is stolen, as is the 8se 
after the fact in Burma and plainly was in 
Panama and by the late Ferdinand Marcos 
in the Philippines, the authorites who in
dulge in sudi skullduggery or defiance of 
the popular will lose any claim they may 
have had to legitimacy in international 

circles. The East European 
experience equally bears this 
out, from the suocesses in 
East Germany, Poland and 
Czechoslovakia to the ques
tionable results in Romania 
andBulgaria. 

Itmay be useful to have a 
single UN authority manage 
the election, as in Namibia, 
but it is certainly not neces
sary. Measured against the 
slow (the current schedule 
envisages three years) and 
expensive (current estimates 

are more than US$1 billion) process of set
ting up fully UN-controUlled elections, and 
the danger that the Khmer Rouge will con
tinue to increase their presence and power 
in the interim, it is dear that the sooner 
elections can be arranged, the better. Six 
months would not be an unreasonable 
period of preparation. 

If each party were asked to conduct elec
tions in the area it controls, any one could 
obviously refuse or steal them, but in so 
doing it would demonstrate its illegitimacy 
before the world. The ones which con
ducted them properly would produce a 
victor, or the basis for a coalition, which 
would have a fully legitimate claim for sup
port from the international community 
against the efforts of the recalcitrant 
probably the Khmer Rouge. 

How the balance would be decided be
tween Sihanouk, Hun Sen and Son Sann is 
impossible to judge, but it seems inconceiv
able that the Khmer Rouge would attract 
substantial free support. Thus the process 
woud achieve two important results, es
tablishing a legitimate Cambodian govern
ment and ending the nightnare that the 
Khmer Rouge might return. 

William Coltby um the Directorof the US Cn
tral lntdligenceAgency from 1973-76. 
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Recognize Pyongyang and
 
Break a Dangerous Logjam

w Korea: Our interests lie with 
the South. Its prosperity andywillbe cnhaced bystability wilby 
U.S. relations with the North. 

By ALAN D.ROMBERG 
It is time for the United States to 

normalize relations with North Korea. U.S. 
interests in Korea properly remai,
grounded in support for the economic 
prosperity, political democratization and 
national security of our ally in South 
Korea. But establishment of diplomatic
relations with Pyongyang would be a major 
step forward in securing those goals. 

Since South Korean President Roh Tae 
Woo's 1988 declaration calling for a new 
era of cooperation between North and 
South, the United States has met 13 times 
with North Korean diplomats in Beijing. 
Following Roh's lead, this dialogue has 
been designed to help bring Pyongya,ig out 
of its self- imposed isolation and into peace-
ful intercourse with the rest of the world. 

The discussions have borne limited fruit. 
Nonetheless. North K&;ea has made clear 
that it would like to upgrade the dialogue. 
The United States has responded that it 
would be willing to consider improve-
ments, but first it wants progress on some 
key issues, most important being Pyong-
yang's acceptance of full-scope Interns-
tional Atomic Energy Agency (IAEA)
safeguards oa 1 its nuclear facilities. 
Although North Korea's signature of the 
Nuclear Non-Proliferation Treaty in 1985 
obliges It to negotiate a safeguards agree. 
ment with the IAEA, Pyongyang has 
refused to Lo so until the United States 
withdraws its alleged deployment of nu-
clear weapons from South Korea and 
otherwise stops "threatening" the North 
with ne "lear war. 

The door to possible improvement in this 
logjam was opened in recent weeks by a 
number of factors, not least among them 
the establishment of diplomatic relations 
between Moscow and Seoul. Conipounding
the problems arising from Pyongyang's
flawed economic policies-and thus North 
Korea's pressing need for outside economic 
resources-this diplomatic blow has led 

the North to open a new. high-level

dialogue with the South and to call for 

normalization of relations with Japan, 


Without expecting unrealistic changes iii 
North Korea's political and economic sys-
tem, we should adopt an approach that 
meets each side's principal concerns while 
protecting its basic interests. Such an 
approach might include; 

a U.S.-North Korean agreement that 
normalization IL fully consistent with 
eventual Korean unification, and U.S. en-
dorsement of any unification agreement. 

a Reiteration of the American com-
mitment to South Korea, and also apledge 

that the United States would neither 
initiate nor support aggression against the 
North-along with aNorth Korean non-a
gressior, pledge toward South Korea.

Affirmation of U.S. willingness to 
withdraw all its forces from Korea when 
and if the situation between the North ard
South permits, and agreement that Wa.h
ington and Seoul will consider what reduc
tions may be possible in the meantime as 
North/South tensions subside. 

a Reference by the United States to a 
(by then) announced agreement with 
South Korea that no nuclear weapons will 
be stationed or stored in South Korea, and 
to the South's longstanding agreement
with IAEA on full -scope safeguards. 

a Reference by North Korea to (by
then) announced negotiations with the 
IAEA for full-scope safeguards, including 
effective, comprehensive inspection and 
r2iteratjon of its policy not to develop,
manufacture or otherwise obtain or allow 
the introduction oinuclear weapons into 
North Korea and its pledge not to employ 
or threaten to use nuclear weapons. 
iA U.S. statement that, assuming fulfill

ment of the North's non-aggression and 
non-nuclear pledges, it had no intention to 
use* nuclear weapons in Korea.Support by both sides for negotiations
between North and South Korea ovns 
betweercses and deploea that
 
military exercises and deployments that 
seeii threatening to the other and overfurther confidence-building measures,
with the United States pledging to cooper
atew 

AMutualithagreementsreached..ondemnation of internationalterrorism and commitment to cooperate 
with counterterrorist efforts. 

South Koreans might be nervous about 
the prospect of improved U.S.-North Ko
rea relations, and some-but by no means 
all-American defense officials might ob
ject to the proposed position on nuclear 
weapons. But such an approach may hold 
the best opportunity to deal with the 
priority issue of a possible North Korean 
nuclear weapons program while at the 
same time drawing North Korea into the 
world community. reaffirming U.S. com
mitments to South Korea, placing emphasis 
on progress in north-south relations as the 
principal requirement for U.S. force reduc
tions, and underscoring that such reduc
tions are a matte,' to be agreed between 
Washington and Seoul, not Pyongyang. It 
would also make clear to Koreans-north 
and south-that the United States is not 
opposed to reunification. 

It is far from certain that North Korea 
would accept these positions. But ther! is 
nothing to be lost in the effort, and much to 
be ganed in terms of long-term peace and 
stability on the Korean peninsula. At a 
minimum, Washington, Seoul and Pyong
yang should all be called upon to give some 
substance to their rhetoric. 

Alan D. Romberg is a senior feUow at the 
Council on Foresgn Relations in New York. 
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B. . CUTLER 

Do not 
pass 
Goh

Chok Tang, 49, a soft
spoken economist, has 
just become the second 
prime minmier in Singa-

Gh 

poresstryimess

world's
worst jobs 


How can the post be so had? Is not 
thecity-state at the tip of the Malay 
Peninsula a clean, bustling free-
market success with the highest liv-
ing standards in Asia? 

Well, yes. But Lee Kuan Yew, 67, 
the elected autocrat who took over 
Singapore as a sleepy Brttish colony 
in 1950 and transformed it intoan 
economic tiger. has stepped aside, 
not gone away 

Mr. Lee is a man of remarkable 
achievement. liehas crushed a 
strong underground Communist 
Party and suppressed racial strife 
among Singapore's dominant Chi-
nese and minoritY Malays and In-
disls. He has fostered education. 

" ] 

" '.elected 

Goh Chok Tong 

commerce.public health and clean
- especially cleanliness. 

If one of the island's 2.7 million 
citizens gets caught littering, he is 
subject to a $,._J fine. Equally stiff 
qtpaliies are imposed for smoking 
in a restaurant or bus or failing to 
flush a public todet. The death pen-
ally is sometimes inflicted on drug 
smugglers. 

Though Mr. Lee was glad to get 
the British out, he has clung to one 
of their colonial laws that allows the 

government to arrest and detain in. 
definitely anyone that it says is a 
threat to security. Opposition politi. 
cians who win elections fall in that 
category 

According to Asia Watch, an 
American human rights group with 
a gouu record for spotlighting injus-
tice, Singapore oppresses the do-
mestic and foreign press. nun-Lee 
political parties, Christian churches, 
students and lawyers,among others 

The goverment "has mistreated 
detainees," Asia Watch says, ")ailed 
them again for complaininK about 
mistreatment" and impnsnd law 
yers foi defending its victimsGiven his Big Brother tactics, it 

Give hisusg rthr twas re-
is unsurprising that Mr. Leeprime minister eight times, 

so often that lie is known simply as 
"P.M, 


The Lee governmeit is noted for 
sticking its nose in all aspects of Sin
gapore life. It worrie., forinstance, 
that educated women have trouble 
finding husbands, which could lower 
the national IQ. So it runs a dating 
service for female college graduates 
(with unimpressive results). 

Mr. Lee also worries about 
stronger Asian states - China, Ja
pall and Vietnam - that sometimes 
behave as predators So as Filipinos 
shout "Yankee Go Home!" outside 
Clark Field and Subic Bay Naval Sta
lion, Singapore has invited the U.S. 
armed forces to drop by more often 
for visits and training. 

The new prime minister, Mr Goh, 
was tapped for the post by Mr.Lee 
in 194 and sworn in Nov. 28. His 
predecessor will stay on as "semor 

minister without portfolio" and head 
of the People's Action Party, which 
has l erhel seats in parliament. 

Also, Mr. Lee's ambitious son, 
Brig Gen. Lee Hsien Loong, 38, 
known as "B.G.," becones deputy 
prime minister and will run the 
country when Mr Gob is abroad. If 
Mr. Goh feels like a thin slice of 
cheese between two heavy pieces of 
bread, it's understandable. 

Mr. Lee plans to ofler"advice" to 

the younger generation and to "in. 
tervene" when he deems necessary. 

"Even from my sickbed," he 
said,"even if you are going to lower 

felttsme 
thing is going wrong, I'll get up." 

NoswodrMreo-eessn 

me i my grave and I feel someniinmgrvad that 

No wonder Mr. Goh seems sand. 
wiched. B.G impatiently awaiting 
his turn and PM. threatening to take 
over fron beyond the grave. 'lI'uly a 

rotten job. 

BJ.Cutler is foreign affairs col. 
umnisi for Scripps Howard News 
Service. 



tions forty-five years after the end of 
The Woodrow Wilson Center Report 5 World War II, Homma concluded. 

Novcir.bor .910 Vclu.c I NLu!ber 3 Korean perceptions of the Korean-
American relationship have been 
shaped by two real but conflcting im-Japan, Korea,the ages of the United States, according

Philippines: Ambivalence to Yersu Kim. "One is the angelic im-
age of America, a young and power-

about U.S. Role ful nation founded on high-minded 
apanese perception of the United moral principles, intent on justice in 
States as a declining pow. "has internal as well as in international af-

been reinforced in recent ye s by fairs, and ever-sensitive to the plights 
both actual U.s. economic perfor- of small and weak countries. . . . An-
mance and the "declinist" theories other image of America is that of a 
propounded by U.S. authors, par- devil, intent on world domination 
ticularly Yale University historian and the spread of its crass materialis-
Paul Kennedy, according to Nagayo tic culture, a young nation that has. 
Homma. Kennedy's book, The Rise in big-power arrogance, gi own insen-
and Fallof the Great Powers, was a sur- sitive to the needs and sensibilities of 
prising bestseller in Japan, and his smaller and weaker nations, ever 
theory of imperial overreach was ac- ready to resort to force." 
cepted rather uncritically as an expla- T he devil image of the United 
nation of the U.S. predicament, 
Homma commented. Japanese for- tates i age w a iAs.f.. 

eign affairs specialists have begun the early 1980s by the widespread be-
talking about the possibility and de- lief that the Seoul government's often 
sirability of the replacement of the brutal suppression of domestic dis-
United States as the hegemon-thedomnan ss- sent could not have been carriedDissat-outsateoftheregonl without American complicity. 
dominant state of the regional sys- isfaction with the U.S. role was 
tern-by a single nation or nations, 
with Japan as a possible candidate, largely expressed in terms of dashed 
Homma noted, expectations toward the United 

Many Japanese are, however, con- States as the guarantor of humancend thatpther c ry ihtr s- rights and democracy. Radicals sym-cerned that their country might sup- pathetic to North Korea went much

plant the Soviet Union as the chief 
 further, charging that the South Ko-
adversary inU.S.foreign policy, 
 rean government had become a pup-Homma said. This fear is 
 puttressed
pet tG.ally subservient to theby recent U.S.public opinion polls colonialist intentions of the Unitedindicating that Japan, because of its States, but this view failed to win 
economic might, is seen to pose a mass support. One new danger, how-
greater threat to American well-being 
than the USSR.Japanese discussions ever, is that U.S.-Korean differences 
on the future framework of Japanese- over trade could spill over into the
American relations are still
at an ex- area of security cooperation.
ploratory stageai a rhetorical esca-
lation on both sides of the Pacific, Kim concluded that "the Korean 

Homma stated image of the U.S. is today intimately 


connected with the fundamental is-Despite some proposals for a sub- sues affecting the destiny of Korea in 
stantial reorientation of Japanese for- the coming decades-the issues of re-
eign policy, the government under unification, democracy, military corn-
Prime Minister Toshiki Kaifu has reaf- mand structure, and the future of the 
firmed the present U.S.-Japanese Korean economy. All these issues 
security framework, while acknowl- have become fluid now, both as the 
edging the possibility of adjustments result of changes in the international 

to meet new strategic requirements. as well as the domestic environment, 

Within this new context, the U.S. mil-
n w ril-
Withn tis c ntex, te U.. but also to a significant degree as a re-

itarsiawillre-andpreencre- in astitary presence in East Asia will suit of an ideologically motivated 
main acrucial stabilizing factor, in no challenge to the dominant image of 
small part because of lingering re- the U.S. in Korea." 
gional suspicions of Japanese inten-

n the Philippines, tne coincaence 
I of the end of the cold war and nego 
tiations over the future of American 
military facilities at Clark Air Base 
and Subic Naval Base has generated 
public debate about the future of the 
U.S.-Philippine relationship. The 
bases have become the political light
ning rod for both advocates and 
critics of the existing framework of re 
lations, observed Carolina Her
nandez. Recent public opinion polls 
indicate that "elite and popular view 
tend to vary somewhat. The ordinar) 
man in the street would very likely 
iook at the bases in terms of long
standing Philippine-American rela
tions and the size of the compensa
tion package. -he workers in and 
around the bases would have suppor 
tive views for the retention of the 
bases with the extent of support ris
ing proportionately with the degree 
of dependence on base-related jobs. 

for elite opinion,] the Philip
ine Senate is more anti-base, 

whereas the House of Representa
tives, dominated by traditional inter
ests, would be pro-base," saidHernandez. In the Philippine Senate 

which must ratify any agreement, tei 
senators are on record as favoring tei 
mination of the bases when the exist
ing agreement runs out in 1991,
twelve advocate a multi-year
phaseout, and only one senator fa
vors extension of the lease under
 
"the right conditions," Hernandez
 
noted.
 

Philippine officia!s in the Aquino 
government hope to use the base ne
gotiations to put the bilateral relation 
ship on a new basis by replacing "th( 
former problematic colonial founda
tion with a more independent andequal one," Hernandez stated. Most 
Filipinos, she concluded, want a
 
more comprehensive relationship
 

with cal, economic, cultural, an 
even environmental components to 
has been primarily military in
 
character.
 

The conference -U.S. Policy in the Pacific 
Basin Changing Economic and Security Rela
adteDvso fItrainlSuts a
tionships. "'sponsored by the Asia Program
 

the Division of international Studies, was
held September 26-27, 1990. Among the 
speakers were Nagayo Homma. Professor of 
History Emeritus, Tokyo University; Yersu 

Kim, Professor of Philosophy. Seoul National 
University, and a Fellow, The Woodrow 
Wilson Center, and Carolina Hernandez, Pro
fessor of Political Science, University of the 
Philiooines " 
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Aant jin-U nd et te popl ofBurniecarry on in their 
fght for democracy and believe that the wodd-es 

a 's 
pecially the United States-is on their side. Last 
May, the militay, thinking that it had iled andBur m intmidated enough opposit.mo activists, held Ie
miad fair eletions! The rrilitwy lost, winning onlyFightreutgagehabruhBrmbakote


5 10 of 492 teats. Since May, the military has movyed
step by step to invalidate those elections, and theresuhing anger has brought Burma back to thepoinofantereilntexlsin 

Though Burma's government has followed anForFreedomlatiost foreign polcy, Burma isnot isolated, and 

Nowhere else inthe world is the human rogit& 
6ituation as bad as inBirma. Nowhere else have 
people fought s hard fr thir ad 
stlleufohw d rththe reat od i yetstillin. sufferAnd nowhereunder theelsethreatwill ofthe resto repres-ofthe worl'dCLe less, unlewiit becomes too late, 

Onthe maie day that hl- entBhw e ivered
Uater, a rss to C o inteatoehd 
Mandalay for d
Peck wN-:-hde nocracy nried hae n 
thePast twoweld. Hundreds have been arrested i 
the National ekatoe, including theadershp o 

teague for rc, the country's
plitical arty. More sta eticS c 

eXpect these next few weeks, and evceoy
Bunroes cbeand o emag vtf m of 
p uest began to y M o8go whe frlay&Mdf 

m ed in Rangoon, Mandalay nd other 
Burmese obes demanding an end to the 26-year

'ilJtaIY dictatorship oft Ges. Ne Win, which has 
ViPgrshed what was once the richest nation inSoutheas Awia. Gen. Ne Win repoded by guoing

down as many as 10,00 unarmed civilans, many
secondary school students as young as 12 or 13. 


Since the crackdown in September 1988, tern of 

thousands of people have been arrested, executed or 

have disappear. Miltary tn als have replaced

CIO courts, gatherings of more than four people are 
bkitdden, and shools and unersities have re-
mained dosed. Young men live inConstant fear of 
being taken away for porter service in the remote 
.*.mles, Where they are ussed as human minesweep-
ers and madt tc carry anny suppb until 
Tort=iwe is , severe and widespread, and impris-
reed Students are subt to beatings and electricsxxks and kept insolitary cmfinement. 

teinternational corment and the United Na

bo can do a lot to prevent further bloodshed. 
First, multinational compants, including many 
American companies, can stop funding the regime 
through their investments inthe military's pro~ects.
Many of these foreign ompanies are engaged in
timber and mineral extraction, and the resultingenviroumental damage (Burma could lose all its rain 
forests infive years) threatens the whole region.

Second, the United States can take aharder line 
the miltary's suspected involvement in theheroin trade, involvement which may be providing

Gen. Ne Win with much-needed cash. Certainly the 
United States shoud end all talk of resuming
anti-narcotics assistance to the military regime, as 
suggested by the DEA and others inWashington.

Third, the United Nations as a whole can speak
out on human rghts, end bilateral and multilateral 
aasistance and perhaps move toward conprehen
sive sanctions. The military has shown time and 
again how ueiive it is to foreign criticism, and 
pulling away outside support for the regime could 
make all the difference inenauing peaceful demo
ctic change.

In eairy August, China began providing Burma 
with more than $1 billion worth of arms. Burma is 
fighting ethnic insurgenies that hav- already spilled
into Thailand and India. A bloody and sustained 
confrontatx between the military and the people
could eventually have serious international repercus
so Better to act before the situation reaches 
crisis roportions The United Sttes and the rest of 
the worid can do more to help. 

Te wnttr,grandsonof U Thant, is 
-

secrtary
of t Boirma Fundanda seniorfellowat the 
InternatiralCenterfor (cwopment Policy. 
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U.S.-Third World Policy Perspectives Books 
After the Wyars 
Reconstruction in Afghanistan, Indochina, Central America, 
Southern Africa, and the Horn of Africa $15.95 
bv Anthoijv Lake and roinibutows 

"a stinulating and provocative book. It rightlv challenges us to re-cxamine our 
interpretation(! vital interests and to recognize our responsibility to help affected 
Third Wirll nations rebuild in the afterma.'h o,'the Cold War We have both a 
moral obligation and a elf-interest in doing this." 

--Cyrus R. \4ance, 

Economic Reform in Three Giants 
U.S. Foreign Policy 	and the USSR, China, and India $15.95 
by Richard F. F'ibirg, John Ech'ev:'rri-Gent, rie,emann Miiller, and contributors 
"fascinating reading for anyone interested in the "'avery timey assessment of the socialist 
historic developments under way in these economic reforms of our time" 
countries and their impact on tie global --John tlardt 
e'ouomv' 	 CongressionalResearch Service 

- Robert 1). Ifornl, 
G SSaf. & Company 	 "at once innovative, comprehensive, and wise" 

-Harry Harding 
7heBrookings Institution 

Environaent and the Poor 
Development Strategies for a Common Agenda $15.95 
by H. Jeffrev Leonard and contributors 
"offers u.eful steps for policyrnakers concerned "clearly demonstrates the urgency of solving the 
with the critical challenges of integrating problems of poverty if we are to stop present 
environment and development concerns" abuses of the natural world and begin to achieve 

--j c rucmuit Mathews sustainable development" 
told Re.wource.% hrtistte -Jim MacNeill 

Intitute fir Research on Public Policy 

Pulling Together 
The International Monetary Fund in a Multipolar World $15.95 
by Catherin' Gwin, Richard E. Feinberg, and contributors 

'a thoughtful and thorough 	assessment' *a vivid snapshot of the world's economic 
--Lawrence A. Brainard challenges'
Banker fru.tComny,if -Jim Leach 

U.S. hmose of Representatives 

Fragile Conditions 
The Politics of Economic Adjustment $15.95 
by Joan M. Nelson and contributors 

'focuses on one of the frontier topics in the political economy of 
development: The politics of economic reform" 

--Robert BatesIf. 

Ih'nry It. Luce Pr 'fssor,Duke University 

Books inthe U.S.-[bird World Policy Perspctivcs series are published by Transaction Publishers 
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THE WHITE HOUSE
 

Office of the Press Secretary
 

For Immediate Release 	 December 12, 1990
 

FACT SHEET
 

WAIVER OF THE JACKSON-VANIK AMENDMENT
 

The President has decided to waive for the Soviet Union
 
application of the freedom of emigration provisions contained in
 
the Jackson-Vanik Amendment (Section 402) to the 1974 Trade Ac:.
 
The Jackson-Vanik amendment effectively bars access to official
 
credit and credit guarantee programs to countries which restrict
 
emigration. The President made this decision:
 

0 	 Based on the liberalization of Soviet emigration policy 
:n
 
recent years by which an estimated 360,000 people will
 
emigrate in 1990;
 

o 	 After receiving assurances that this policy will continue;
 
and
 

o 	 To make food available to the Soviet Union in the form of
 
to $2 billion in Commodity Credit Corporation (CCC) credit
 
guarantees for the purchase of U.S. agricultural produzs.
 

The ?resident's waiver will be valid until at least July 1991, _:
 
which time he will need to determine whether to extend the
 
wa.ver.
 

While the President has taken this action on Jackson-Vanik, he
 
does not plan at this time to send the U.S.-Soviet Trade
 
Agreement, signed during the Washington Summit in June 1990, tz
 
the Congress. Only when the Trade Agreement is approved by

Conaress and takes effect could the Soviet Union receive 'FX:
 
tr=aing status.
 

The immediate effect of the President's action is to make the
 
Soviet Union eligible for export credit guarantees under the
 
General Sales Manager program for the purchase of American
 
acricultural products. This form of food assistance responds

Soviet requests for credit guarantees and will help the Soviet
 
authorities address current food shortages. The waiver will a>z:
 
restore Soviet eligibility for Export-Import Bank credits and
 
credit guarantees.
 

0 	 However, .the Stevenson Amendment to the Ex-Im Bank Act and
 
the Byrd Amendment to the 1974 Trade Act limit credits an.
 
guarantees to $300 million, with a subceiling of $40 millic::
 
and other restrictions on Ex-Im Bank credits or guarantees

in support of the fossil fuel industry.
 

- more 
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In accordance with the requirements of Jackson-Vanik, before
 

formally executing a waiver the President will report to Congress
 

his determination that a waiver will substantially promote its
 

freedom of emigration objectives in the Soviet Union. This
 

report will also state that he has received the required
 
assurances on Soviet emigration practices.
 



THE WHITE HOUSE
 

Office of the Press Secretary
 

For Immediate Release December 12, 1990
 

FACT SHEET
 

Export Credit Guarantees for the USSR
 

The President's decision to waive the Jackson-Vanik Amendment to
 
the Trade Act of 1974 makes the Soviet Union eligible for export
 
credit guarantees provided by the U.S. Department of Agriculture

(USDA). Export credit guarantees are offered for agricultural

products by USDA's Commodity Credit Corporation (CCC) to promote
 
U.S. agricultural exports. The principal program, entitled GSM
102, offers repayment terms of up to 3 years and normally covers
 
98 percent of the commodity value of a transaction.
 

Operationally, CCC issues a guarantee for financing which is
 
provided through normal commercial channels. Since the largest
 
portion of risk is thereby transferred to CCC, the program allows
 
ccmmercial credit to be extended to participating countries in
 
larger amounts and on more favorable terms than would otherwise
 
be possible. While credit terms are more favorable, interest
 
rates are not subsidized in the program and are usually near the
 
so-called London Interbank Overnight Rate (LIBOR).
 

A total of $5.0 billion is currently authorized annually for GSM
102. Actual sales to 25 countries totaled $4.0 billion in FY
 
1990, roughly 10 percent of all U.S. agricultural exports.
 

Any agricultural commodity entirely produced in the United States
 
is eligible for coverage under the program. The program has been
 
used to help finance purchases of wheat, feed grains,, oilseeds,
 

-
veaetable oil, livestock and dairy products, cotton and a variet

of other commodities.
 

The largest participants in the program in FY 1991 are Mexico
 
($1.2 billion) and Algeria ($675 million).
 

- more 



--

2 

Agricultural Export Assistance to the USSR by
 
Selected Countries
 

Country Government Cs2vYenrmen-t 	 Government
 

Guarantees
Donations Direct Credi 


Value' Volume2 Value' Volume2 Value: Volume-


Canada3 3.8 3 850 --	 400 -

-- .---- yesAustralia --

Germany4 908 448 .... 	 134 77 

yes -
--...
Netherlands --

yes- --
Belgium ........ 


294 3,200Frances ......--

51 200 --
Thailand --

Italy 6 2,000 -- .--	 900 -

1,500
Spain6 --.... 


Notes:
 

1. 	Millions of U.S. Dollars
 

2. 	Thousands of Metric Tons
 

million has not been u:ilized :o
3. 	Canadian direct credit of $850 

date.
 

4. 	Germany has begun shipping commodities under the ne.: acreemen:s. 

5. 	France has made sales of 500,000 MT of barley and 90,10 MT Of 
wheat and 150,000 MT of wheat flour. 

6. 	Italy and Spain offered large credit guarantees, but:he
 
agricultural portion is unknown.
 

7. 	Yes: Countries have offered credit, but no agreements have been
 
made.
 

# # #
 



IIF / World Bank / Organization for Economic Cooperation and Dovelopinent / 
EUropean Bank for Reconstruction and Development 
Deceniber 1.990
 

The Economy of the USSR 

L Introduction 

At the Houston Economic Summit in July 1990, 
the Heads of State and Government of the seven 
major industrial democracies and the President of 
the Commission of the European Communities 
requested that by the end of the year the IMF, the 
World Bank, the OECD and the designated presi-
dent of the EBRD, in close consultation with the 
Commission of the European Communities, un-
dertake a detailed study of the Soviet economy, 
make recommendations for its reform, and es-
tablishthecriteriaunderwhichWesterneconomic 
assistance could effectively support such reforms. 
Our main findings and recommendations are 
summarized in this study; a senes of background 
papers, pulling together thesubstantial amount of 
material that has been collected and which un-
derpins our views, will be issued shortly. 

Members of the four organizations met with a 
wide variety of civilian interlocutors at both the 
union and republican levels, and were received 
with much courtesy and helpfulness. The staffs of 
the Ministry of Foreign Affairs and the State For-
eign Economic Commission of the Council of 
Ministers organized most of the discussions. The 
Gosbank, Goskomobrazovaniye, Goskomstat, 
Goskomtrud, Goskomtsen, Gossnab, Gosplan, 
MinistryofFinance, MinistryofForeignEconomic 
Relations, the State Commission for Economic 
Reform of the Council of Ministers, 
Vneshekonombank and many other organizations 
and individuals provided, at an already excep-
tionally busy time, unstinting assistance. The 

authorities discussed the various reform propos
als that have been tabled in recent months and 
their implications; they also released much infor
mation that had hitherto been unavailableoutside 
the USSR, but have not provided information on 
gold and foreign exchange reserves. 

As requested by the Heads ofState and Govern
ment, we have maintained close contact with the 
Commission of the European Communiies 
throughout the course of this study. Information 
has been exchanged on a regular basis; a number 
of joint meetings were held in Moscow; and 
meetings were also held in Brussels, Paris and 
Washington. 

11. Summary 

The deceleration of economic growth, evident 
from at least the early 1970s, has recently turned 
intoafallinoutputandemployment,accompanied 
by evident and growing imbalances. The old 
planning system has broken down but has not 
been dismantled; meanwhile, the structures vital 
to the functioning of amarket have yet to be put in 
place. This will require an early and effective 
clarification of the division of responsibilities be
tween the union and the republics. 

Three points are worth stressing. First, there is 
no example of a successful modem centrally 
planned economy. Second, attempts to enhance 
performance under the old system have proved to 
becounterproductive: central control was red uced 
but market signals and discipline were not estab
lished. And, third, the revolutionary opening up 



of public debate has cast doubts on earlier 
achievements while exposing the extent of the 
economic deterioration and creating uncertainty, 

Ideally, a path of gradual reform could be laid 
out which would minimize economic disturbance 
and lead to an early harvesting of the fruits of 
increased economicetficiency. But weknowofno 
suchpath, themoreparticularlygiventhedifficult 
startingconditions. Indeed wedoubtthatareturn 
to central control is a viable option, and would 
urge the authorities to move rapidly to give sub-
stance to their commitment to a market economy. 
This involves addressing simultaneously issues 
of stabilization and structural reform. 

In our view, the restoration of financial stability 
will require a very sharp reduction in the eficit of 
the general government-the equivalent of the 
state budget-from its 1990 level of some 8 percent 
of GDP; the absorption of excess money holdings; 
a strong hold on credit creation; and movement 
towards positive real interest rates. In the short 
run this should be supported by an incomespolicy 
whichwouldsetbothafloorforsocialreasonsand 
a ceiling on the growth of incomes. Given the 
weaknesses in other control instruments, incomes 
policy seems indispensable at least for the transi-
tion. 

Financial stabilization by itself does nothing to 
establish a market. It must be accompanied by 
rapid and comprehensive price liberalization, 
which is clearly the appropriate response to 
shortages (though a few prices for key industrial 
inputs might be adjusted progressively to world 
levels, perhaps over three years after an initial 
sharp adjustment). At the same time there should 
be rapid progress towards trade liberalization. 
Rents and prices of a few essential consumer 
goods may also need to continue to be subsidized 
to a limited extent in the near term. This would 
provide an effective safety net to the population, a 
significant part of which is estimated to be below 
the poverty line. A rationalization of the price 
structure would be facilitated by a broadening of 
the parallel market for foreign exchange, and 
within, say, a year, the unification of the exchange 
market for current account transactions. 

But stabilization and price reform together will 
only set the scene fora meaningful supply response 
if they also are accompanied by the establishment 
of private ownership rights and the i'A -tationof 
the panoply of controls which currently prevent 
competition and discourage the efficient use of 
resources. Smaller firms should be privatized 
quickly and directly; ownership reform in larger 

enterprises would generally begin with their 
commercialization; all of this in the context of the 
imposition of a hard budget constraint on enter
prises remaining under state ownership and ac
companied by an opening up to foreign trade. 

The authorities face an enormous task, involv
ing reforms of the legal, financial and trade sys
tems and also of vital sectors of the economy, 
especially agriculture, distribution, energy and 
manufacturing. Thesechangescannotbemadein 
a matter of weeks. But the imperative is to make 
sufficient progress at the beginning so that reform 
is seen as an irreversible break with the past and 
the process gains an unstoppable momentum. 
The necessary economic reform program cannot 
beimplemented without an initial declinein output 
and employment, but delay, in implementation 
would lead to an even largerand longer decline. It 
istherefore essential that a safety net be in place at 
the start of the program. 

The rest of the world can help the reform pro
cess. Technical assistance, in which the private 
sector could play a substantial role, could be 
provided over a wide area and would be of great 
value in preparing for the introduction of markets. 
There is also a case for humanitarian assistance, 
provided that the distributional problems can be 
solved, as well as for well defined programs in the 
environment and energy areas. General balance 
of payments assistance or project assistance may 
be useful when a comprehensive program of 
systemic reforms has begun to be implemented, 
leading to a closer :.ntegration of the economy of 
the USSR into the world economy. 
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KALL SITREET JOUNAL, December 13, 1990 

The Cost of Giving Up Jackson-Vanik 
By Euace1 W. Rv oN J1.. a n 

BYt w ote iJ Lo'the .ie 

mendivent yesterday afternooti, useBoshdnthstraie m a strateoc blhder 

d 	 par with Its,untimely woong of Sad 
par wihUL a d*eiths reyewon0 

In the case ogIraq. the U.S.governmenl 

ruvvdei billions at dollars In taxpayer, 
iaranleed cedlts-oslensthlY for the or. 
,ha.e or ait - s otens before Sad 
lin0 swallowed Kua5it oaw, the ad.inni group, maily etniccGrmanstMentitementprogT1.111 In recent years. the Soviet Union hs con-raton s deded ito oveastmtlar seet. evolve into th equlvalent of permanentrationhas dcided10 gi 

eantdeal to another questionable retime-
vikhall Gorbachev's While the Soviet 
leader has not demonstrateS the kind of 
seinous behavior evidenced InBagndad-
although signs of a military crackdown In 
comnng days may signal a chang there-

lits government ha notdelivered thekind 

of syslemlc economic reform that Presl. 

dent Baust this July insisted wasa pre
condition for such American largess, 

The amount of the subsidy Is not yet 

clear. It will likely come In the form of 11 
billion to 13 billion in government guarl 
teed farm ceilts, restored accessto U.S 
Export-Import Bank loans, equal tarLOf 

on Soviet Imports and possible 
investment insurance 
treatment 

The Soviets have 
sen. RobertDoleIR.. Kan.I,an inueta 
publicly reqoested about 12 billion. But 

friendt U.S. agricu lure, has gonethem 
fin d 10teU.Sre9oWmen 

ate disbursementb of one 1 billion infIttlated loan guranttso.ane 

The While House I stil holding Its 
cTrds close to is chest. And the admnis, 

trlion is suggesting this Is Justa tempo-
rary deal to help the Soviets through their 

In what Is Ikely to be ,, dootnied et 
toinhor rbahev Mr BopMr. Gorbacev, Mr. B I 

now dispenig with JaCkso.V&nlk untilnext June asanexplicit reward for Soviet 
cooperation on thecrisis In the Gulf. For 
three reansou, this Is a mistake for boththeererou 

the Soviet peopleand the U.S. 
First, this ep relieves any sre oncr 

Unionto acchrd its people wat"winter of discontent." Rut Infact. tiare Is the Sovi 
every reason to believe the Ilitiatives that Henry Jackson called the toucstone oi 
will follow the Jacl,.son-Vanlk waiver will all human rights." the right to emigrate.

Sovet 

colnaoegtheaidrably loosened emagtatti forentitlement prorams. 
It is doubly unfortunate that learing 

the way for Soviet access to this ravy
train has meant the abandonment of akey
element of trade and huian rights policy, 
In iit,.Sn. Henry Jackson pioneered a 

newconcept: linking trede status to a re-

spec for fundamental human rights. 

Thanks to the Jackson-Vanl amendment,
trade nerved as one of the principal levers 

that helped thenato s of Eastern Europe. 
Fre emigraton, a Jaco Vank coi-

lion, played i direct role. The most sirLk-
IN example vi this was East Germany: 
The repressive Hotecker regime could not 

withstand thehemorrhage of Its best and 
brightest and sowas compelled to permit 

the radical reformis that led todemocraticGermany. the new 

groups mainly ethnic Germans and Soviet 
Jews But it has welshed no its repeted 
promise to codify emgratllon s a legal
right. In the absenceof fundamental re-
form, miions more Soviets are heft de-

led the opportunity to n k better lives 


elsewhere. r East Germans did with such 


benefica resulvs their country. 
 At a 
time when evidence of an Incplpt •nd 


misssiblybrutal crackdown i bcmnngun 

mistakable, this U.S. pgl:y cou 

prove d.nastrrs. p 


Second. the site flip-flop on
W Hone 
afacksunti means sluicing money to 

a lii unrelormed command econ .n 
This is a tantamount to kniowingly Invest-

I,.,t.foolhatrdyk- Ainer-ital 5,.o. aslog taxpayer resources Into a project 

o~m~ormebankers even refer to the Soviet Un.nasth s,,mmnfrorlIona the Red Bear S&L."In any case. It 

could make earlier e stemming foate-il7i loans to the Glerebre n p
l pale by cotpa n. 

Third and perhaps moat stgnlc.5t, e-sl U.S. and Western Imlnc &Ias. 

atance will retard, not catalyze, lands
mental reform In the worlds s ieond-bi 
gesteconomy. ThrOUghthis step. the White 
louseIs trenghenln central aduthorities

blecs. ThePoliiesaceptane rofpte O
In Mo cow t thLe eeSe o depmouralic 

i n - Set epblicl. Th L-S. 
Grbahev. w inly or floa

acceptance of the recenrlisng plicies of 
MLkhali Gorbachev..

waiving Jachsoh.Vantk, the Bash administration issubordinating more deere 

g a
 
tspayer ald-isarvigo Africans and he
 

atroggling detocracies of East Europe
 
come to mind, or even Americas own 

hoee. Wors yet, I
 
ministrationI etine oe s to
 
avoisa rlrratgln their priorities This
 

no orgiVes itaer incetrive. example, to
their O till 

q o 
mae msve ilIndsstralt 

i s
 
inaress ofSang~triuntreconvergecson
 

Inofct, t s 
cnvergene inf

It * t e 
in.interests. U.S.agriculture andbusiness 

teres's are eager to jettison Jackson-Vanlk 

noas toi transfer to the taxpayer the risk of 

doing businesswith the SovietUnion while 

retaining the profits. The While House 

wants to make a political statement of sup 

port for Mr. C-rbachev. For his part. Mr. 

Gorbachev wants unencumbered access to 

Western resources, which are essential to 

siistaln his unreformed economy. 
The US. will surely regret abandoning 

to human rightsthe principled approach 
and trade policy embodied in Jachs.i 

Vanik if in the next lew weeks or months 

blood spills in the Soviet Union. 

Mr. Robinson hrasRWR her.. an ilter

tnaonal orisultpirinn it Washilgton. 
ran1 J. Gaf/fel Jr of the Center forSe

untV Polic rontrihuid to this nrtcl. 
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THE NEW YORK TIMES. SUNDAY DECEMBER 16, 1990 

Why Prop Up Gorbachev? 
that a stable, unitary Soviet Union are the future. They desperately need 

By William Taubman under President Gorbachev is no our support, and we can influence 
longer a real option. Almost no one t unnetheir development even as we 

AMHERST. Mass. had a good word for his policies and, strengthen their hand. 
t ears of hesitating, while none expect him to fall tomor- Intensely nationalist republics are

Buh l hi ime a nning 	 aid irou g hostile not only to Moscow but often 

M osc . to each other and to ethnic minoritiesnow moved to bolster out. 
Mikhail Gorbachev by Obviously, this situation presents a IJLU VV. within their borders. U.S. assistance 
providing him with up dilemma for the U.S. Most of Mr. to the republics should therefore be 
to $1 billion in loans Gorbachev's policies have served our earmarked for projects that bring 

for food and other agricultural goods. Interests But It is not in our interest 	 nationalities together and promote 
Such credits would have made sense to prop him up when his own country most ef the aid noured into the quick-	 respect for human rights. 
some time ago, when perestroika was has turned against him, and to end up sand of the central supply system will Reform goverments of Moscow, 
being introduced and Mr. Gorba- on the wrong side when he passes be lost, stolen or allowed to rot. More- Leningrad and other large cities have 
chev's popularity was soaring But from the political stage. Moreover, if over, our dealing exclusively with the promised much, delivered little and 
now they are likely to provoke the we can smooth the transition to a center helps exacerbate tensions be- are now being blamed unfairly for 
kinds of questions that bombarded post-Communist era, we can help the tween Moscow and the republics and food and other shortages beyond their 
me recently in Moscow. Soviets as well as ouirselves. No one deprives us of leverage in shaping the control. Emergency food aid should 

Why are you Americans propping inside the country or out would bene- post-Gorbachev future. be offered to them directly, along 
up the Soviet empire? You supported fit from its Lebanonization, which The Bush Administration should with assistance for housing and ur
the democrats against the Commu. would create anarchy and send a channel aid - and encourage private 	 ban infrastructure. 
nists in Eastern Europe. Why don't tidal wave of refugees to the West. agencies to follow suit - to four Democratic-mided political par. 
you do that here?" What then is the proper response to emerging groups and institutions: ties are springing up as rapidly and 

Muscovites I talked with contended Mr. Go-bichev's requests for aid? the governments of the republics, [o. randomly as Russian mushrooms. (I 
- - Emergency food and medical aid is cal governments, new political par- attended the founding meeting of the 

William Taubmon is professor of po- entirely in order. But we should chan- ties and emergent entrepreneurs. Republican Party of Russia, consist. 
liticolscience at Amherst College and nel as little of it as possible through All four have defects and shortcom- ing mainly of former Communists, at 
co-author of "Moscow Spring." the central Government in Moscow: ings. Yet they, not Mr. Gorbachev, 	 which a well-intentioned delegate 

urged sending "fraternal greetings to 
our brotherly Republican Party in the 
United States ") But these parties 
are prone to demagogy and strident 
nationalism. Even more than materi. 
al support and organizational know
how, they need lessons in coalition
making and conflict resolution from 
American political parties. 

Many of the new entrepreneurs 
have backgrounds in the black mar
ket or the party bureaucracy. But 
they, along with state enterprises that 
are declaring their independence 
from central ministries, nieed West
ern investment and managerial ex
pertise. Washington should offer to 
Insure such investment now, drop 
ping Its precondition of a new Soviet 
law on emigretion. 

If we help emerging post-Commu. 
nist institutions while continuing to 
deal with President Gorbachev on 
International issues, we can escape 
the dilemma.The Soviet leader may 
not like this approach But provided 
we are tactful and diplomatic, he Ls 
not likely to reject it. 

Mr. Gorbachev still Insists that an 
open society is his goal. If he were to 
decide to use force, that would bring 
on the very civil war that he aims to 
prevent while offering no incentive to 
provide sorely needed goods and 
services. Moreover, the military
forces he used would almost certainly 
replace him with another leader 
more to thir liking. Therefore, he too 
has a stake in the health of new 
democratic Institutions. 

It Is not for Americans to decide 
Mr. Gorbachev's fate But less bol. 
stering of him personally, and more 
attention to oher emerging institu
tions, would serve Sovie interests as 
well as our own. 0 



NEK YORK TI:11US, December 14, 1990 

ON MY MIND IA. M. Rosenthal 

U.S. Food and Soviet Freedom
 
resident Bush now has taken pe ave shown no uncontrollable paz- people and the ethcal meaning of the the legal authority for a crack- ernment to distribute foreign aid 
direcfly o.himself the respon- ..ronabout eedi-h ., starving Sudanese law was that the Jawr,hexodus would down against Soviet civilians when it cannot even distrbute food 
sibility for the lives and futures or Bangladeshis. But let that pass - be Ihe beginning of an era of guaran- whenever he chooses to order it crown in the Soviet countryside. 

of all those millions of Soviet citizens for the moment. teed free Soviet emigration, not Its Three days later, the tLG.R. creat- Despite signs of a coming crack
wfho want to leave their countrv. I he The question about helping the So- end. It dies not strike me as becom- :da special organization to order the down. why did Mr. Bush waive the 
duty now becomes his no! to feed ve Union was never whether, but tng for Lraeli leaders or Amertcan itstributio of food. The very same longtlime American condition of free 
them but to frec them, not to save how. wnen a-d through whom. Those Jewish otginizat!onsaoranybodyelse day. Mr. Gorbachev authorized emigration? Why did he refuse the 
their Government but to allow them questions remain and grow more im- to say "m aboard. Jack; pull vo the Communist-run "workers' commit- fervent requests that some aid go 
to escape from it. portant by the day. gangplank" tees" to monitor food distribution in directly to opponents of the Soviet 

Whether Mr. Bush acknowledges it Under the Jackson-Vanik law. And this is critical to cooperation with the K.G.B., and to system. not just its panickyofficials? 
or not. that is the moral and political which Mr. Bush waived, credwit t remember: hold kangaroo courts. And so on and DesptE Soviet dental, was Kremlin 
consequence of his decision to send $1 nol supposed to be extended ioany Almost every day Mr. Gorbacilev so on. political support in the Persian Gulfllon worth of food on credit to the country unti it guarantened and legal- tightenrs a rtstricun here, orders a The democratic opposition to Mr. involved - maybe just a tiny bit? 
Soviet Union without condition - and ized the right that every American clampdown 'J-:'ea.,The alert and valu- Gorbachev - and more and more For friends of the Soviet people, the 
to channel all of it directly through takes for granl d - the right to get able Cenert fur Scurlty Policy *1 Weslern specialists on the Soviet goal should not be to stop American 
the faltering Government of Mikhail up. pack up and get out. Mr. Gorba- Washngton int, .05t l a on NOV. Union - fear that the inability of the food aid, but to try to make sure that 
Gnrbachev. chev i.as failed fur five years to allow 37 he gavg the , qv)et ar:94d force. Kremlin to govern in the face of pub- it is used by the right people for the 

The American public has never that to all Soviet citizens. For more hc contempt will bring a national right reasons. 
questioned the plain human impor- than a year. specific legislation has _ _ _ _ crackdown in sixto eight months, Wisely, the President acted with 
tance of sending food to the passen- been :;talled in Moscow, waiting for maybe earlier, some caution. He put a six-month 
gars of the founderuig Communist his action. He knows the line would i t Meanwhile. delegations to the Unit- time limit on the free-emigraon 
.ship. stretch millions long. from Leningrd DOn't ed States of Russwtis, Georgians. Ar- waiver. If a Gorbachev crackdown 

But before we break our arms clap- to V1adivostok. menins. Ukrainians and Baits plead does not come earlier, Mr. Bush has 
piig ourselves on the back in admira- Happily for Soviet Jews, for the pull uu tie that at least some American aid be until May 1991 to live up to an old 
tion of our humanitarian souls, one stateof Israel and for the cause of -. sent directly to the Soviet people promise made to all imprisoned peo
moment's pause. Thai generosity of 'reedom, Mr. Gortsachev is permit- g.angnlank- through local governments and dem- pie: The United States will nof allow 
spirit does not always extend to peo- ting Soviet Jews to leave for Israel by - .---. ocratic political organizations. Ask American assistance to become a 
pIe who are not white or European. the thousands. But the hope of those any Soviet citizen it he trusts the barrier to freedom instead of a 
,T'IPresident and the American pee- who want freedom for all the Sovi r- -" shattered Communist central Gov- path. r 
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From Uruguay to Moscow
 
The liberalizaion of agricultural munlty continues to resist. Powerful agriculture closer to the market 

By Jagdish Bhagwati trade is critical. Agriculture ts cur, farm lobbies intimidate the French forces that a successfully concluded 
and Padma Desai rently excluded from the discipline of and German Governments, which, in Uruguay Round would achieve. 

the Geneva-based General Agree- turn, carry immense clout in the Eu. Mr Gorbachev could certainly use 
ne wouldn't normally ment on Tariffs and Trade, beginning ropean Community. an additional 20 million tons of grain 

speak of the world Ironically with the waiver granted to T e French farmers' recent van- and meat annually, close to half again 
trade negotiations and our agriculture In 1955.. In conse- dalism against trucks carrying Brit. what the Soviet Union imported last 
Mikhail Gorbachev's quence, it is shot through with price ish lamb, and Community action ban- year. 
perestroika in the supports, export subsidie., import ning imports of U.S. pork - on the The reason for the food shortages, 
same breath Yet, by a quotas and other interventions here utterly flimsy ground of unsaniary paradoxically, is that perestroika has 

sirange conjunction of circumstance, and elsewhere. conditions at our staughterhouses - succeeded on the farms. They 
the problems that are threatening to Replacing goemments with mar- are evidence of the probi'ms we con- produce more, but, free now to reject 
undo both undertakings fit like pieces kets in agriculture would bring gains front. The Community's offer on agri- procurement contracts they earlier 
in a jigsaw puzzle: the solution to one in efficiency, estimated for the culture, tabled at the !lth hour last could not refuse, the farms sell little 
is the mirror image of the solution to O.E.C.D. countries alone at $900 per week, falls way below what is needed at low Government prices. Instead 
the other. This raises the prospect of to cut a successful deal at the Uru- they sell in the market, where they
ah ouhenThisqu p ehe roie. t oguay Round. A powerful incentive to earn the higher prices that in fact 
a unique pocy initiative, push the Community into further con- ltimulate greater production. 

The four.year-old Uruguay Round cessions -s necessary. Having procured less grain, the 
of multilateral trade negotiations Is A plan to Here is where the Soviet Union fits Government has correspondingly 
now entering its last feverish lap in In. It could provide a new and sub- less processed bread and meat to 
Geneva and Brussels, and faces fail- stantia, if temporary, market for exprop up world 
ure because of the inability to liberal- cess European production, cushn- distribute in its shops. What follows is 
,ze agricultural trade. The sticking trade and ig the shock to European farmers of the unseemly scramble for vanishing 
point is inat liberalization would con- a reducton in trade barriers The sausages and missing bread in the 
tract tate-supported agricultural road to Mo-cow, for once, offers 
"surplus" production, chiefly by the Gorbachev's promise rather than peril. The imports under the agreement

Eurupean Communi;. We pro:o:se an agreement in which we propose would largely fill the gap 
On the other hand,Mithail Gorba- erestroika. the Europeans would sell large left by the lagging procurement,

chev, whose five-year-old perestroika amounts of grain and meat to the which, at 59 million tons of food. 
Isnowshiftingstormilyintohighgear __Soviet Union over a period of, say, grains, fell 27 million tors short of 
in the Soviet Union. faces growing live years. The Soviet Union would be target in 1989. It would pay a double 
disorder from empty shelves reflect- average family each year. In the U.S.. granted long-term credits, so that re- dividend for perestroika.
ing a "deficit" in bread and meat there would be the added advantage payment (in convertible currency) It would immediately make food 
supplies in the state shops in his of dismantling the huge agricultural would begin in the ,ixth year. This available in state stores, helping con
cities, subsidies that drain our strained would enable Mr. Gorbachev to Im. tain the revolution of diminishing ex-

Thus. a mutual-gain policy materi- budge[. port significantly more than he would pectatiots about what Mr Goibachev 
aJizes. a grain and meat sale ar- Beyond thal agricultural liberal- otherwise be able to afford, strapped can deliver. It would also soak up 
rangement, with long-term credits Ization also holds the key to the Uru- as he is for foreign exchange. excess expenditures, reducing a huge
that would enable a foreign-ex- guay Round's success. It offers key Being credit-financed, the sale budget deficit (now running at 10 to 
change-strapped Mr. Gorbachev to developing countries - Including Ar- would naturally gravitate to those II ,ercent of gross national product) 
come readily on board. gentina, Brazil, Chile, Indonesia and who can afford the credits - the thei is beginning to drive an inflation. 

- Thailand - significant gains that can European Coniniuily and the U.S. '.ry spiral.
Jogdish Bhtagwali and Padma Desai be used to extract from them concci- This would insure support for the Most important, Mr. Gorbachev 
are professors of economics at Co- sLions on trade in services and n Community's agriculture during the would get the extra edge that he 
lumbia University and authors. re. protections for intellectual property transitln to liberalized trade. And needs as he gets down to the urgent
spetively, of "Protectionism" and - both important issues for the U.S. the pact would run out after five task of overhauling his moribund 
"Peresroiia in Perspective." Unfortunately, the European Coin- years, ultimately leaving the world's economy. 0
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WASHINGTON, D.C.
 

Thank you, Richard (Breeden). It is a great pleasure to
 
be included among the EMAC participants at this conference.
 
There are many critical issues to discuss here, and I
 
appreciate your invitation.
 

To say the least, 1989 and 1990 have been dynamic years
 
for international finance. On virtually every continent, we
 
are witnessing political and economic changes that will
 
influence foreign and domestic markets well into the 21st
 
century.
 

In the new democracies, political reform was quick and,
 
in most cases, has occurred relatively peacefully. But, the
 
reform is far from over. As President Bush has said:
 

"...the eclipse of communism is only one half of the
 
story of our time. The other half is the ascendancy of
 
the democratic idea."
 

And, for all nations, we believe, the democratic idea
 
must include a free-market economy. Already we are
 
witnessing profound economic reform in Eastern Europe and
 
Latin America, where countries are rebuilding economies from
 
the ground floor up.
 

Since last year, East Europeans have been busy creating
 
the institutional framework that will transform their
 
economies. We've seen the introduction of concepts such as
 
private property and privatization. Other new laws allow
 
freedom of decision in pricing, production, and the hiring
 
and firing of employees -- decisions that were traditionally
 
controlled by the government.
 

NB-995
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Of necessity, some Eastern European countries are
 
establishing market institutions before they have a market.
 
For example, countries have adopted regulatory laws -- with
 
little or nothing to regulate.
 

And one of the major obstacles confronting the emerging
 
economies is simply getting a grasp on the concepts of a free
 
market -- concepts we take for granted. I recently met with
 
Stanislav Shatalin -- the Soviet economist-reformcr. At one
 
point, I mentioned the word "equity", and one Soviet leaned
 
over and asked us to define the term.
 

They need our help. And the advanced industrial
 
democracies have an important obligation -- and opportunity-
to fill in the developing framework.
 

So far, we've responded quickly to facilitate the
 
process of economic reform in Eastern Europe. For its part,
 
the United States Government is doing all it can to lend
 
assistance in tangible and important ways. We have already
 
committed $1 billion to Poland and Hungary, and the
 
Administration has requested $300 million more for Eastern
 
and Central Europe in FY 1991.
 

For Latin America and the Caribbean -- where democracy
 
and free-market economies have taken hold broadly but with
 
considerably less fanfare than in Europe -- President Bush
 
has launched the Enterprise for the Americas initiative to
 
stimulate investment and trade and to address official debt
 
burdens.
 

In addition to bilateral assistance, we are working
 
closely with the IMF, the World Bank and other international
 
financial institutions. Just last week, President Bush
 
announced that we are asking the IMF for increased lending to
 
the Eastern European region by as much as $5 billion. The
 
President also stated that we have asked the World Bank to
 
accelerate the $9 billion of lending it has committed -
especially for the energy sector.
 

The U.S. is also providing technical assistance in many
 
ways, including: tax policy, banking and securities market
 
regulation and privatization. In one case, for example, we
 
are now working with the World Bank and the Yugoslav
 
government and private sector to set up a banking and finance
 
training institution in Yugoslavia.
 

But, clearly, the emerging free-market economies cannot
 
rely only on foreign governments for advice.
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Instead, reforming nations are looking for advice and

assistance from Western business leaders. 
They need help

from all sides: investment and commercial bankers,
 
attorneys, accountants -- all types of executives will be
 
helpful in establishing these emerging economies.
 

I'm proud to say that many American firms have already

pitched in. Chairman Breeden and all of you were moving in

tandem with the President when you established EMAC. The
 
EMAC, the Financial Services Volunteer Corps (FSVC), and the

Polish- and Hungarian-American Enterprise Funds have already

been helpful.
 

The Polish-American Enterprise Fund recently announced a
 
commitment to invest $19 million to provide capital to small

businessmen and farmers in Poland. 
That sounds modest, but

it's a real move forward for entrepreneurial activity.
 

Clearly, private sector assistance and investment are

the way to go. But the efforts of government and the private
 
sector can be sy:ergistic.
 

EMAC's goals are entirely harmonious with the objectives

of the U.S. and the peoples of the emerging market economies.
 
We need feirms and professionals who are ready to jump in and
 
lend help where and when it is needed. You, the members of
 
the EMAC, are America's economic "minutemen" -- executives
 
who can organize assistance programs quickly and
 
successfully for countries that ask for guidance.
 

A perfect example of this guidance is the group of
 
experts on Employee Stock Ownership Plans (ESOPs) that
 
visited Hungary earlier this month. 
The Government of
 
Hungary is seriously considering the use of ESOPs as one
 
method of privatizing state assets.
 

When our embassy called the Treasury Department passing

along Hungary's request for advice and assistance, we turned
 
to the SEC and the EMAC to find firms willing to help that

nation take the first step. Within only a week, three firms
 
had representatives with bags packed and ready to go to
 
Budapest.
 

That mission returned last week, and we have heard high

praise from the Hungarian Government.
 



But, there is more to do -- much more. We have hardly
 
touched the surface of the deep pool of demand from both the
 
governments of reforming countries and their fledgling
 
private firms. Of particular relevance to this group, they
 
need and seek our guidance in establishing financial markets
 
that operate legally, efficiently, and to the benefit of
 
all.
 

Your participation in this advisory committee is an
 
important part of that effort. We know you all have
 
expressed a willingness to help. We know you have the
 
expertise and the resources to make a significant
 
difference. The challenge EMAC faces now is to get that
 
expertise and those resources in the hands of these emerging
 
market economies.
 

I understand you have created five working groups within
 
EMAC, each with specific skills and backgrounds to offer
 
nations with developing free markets. Let me offer some
 
thoughts on possible projects your groups might undertake.
 

First, the working group on Securities and Futures
 
Markets. Stock exchanges exist in only two East European
 
countries, and they are rudimentary. The Budapest exchange,
 
for example, has only 15 or 20 listed stocks to trade.
 
Yugoslavia has 2 stock markets operating and one still in the
 
planning stage. All six East European countries want modern
 
exchanges, and they all need help. That's where you can come
 
in.
 

Adopt a new Eastern European securities firm or
 
intermediary. You could offer to sponsor travel to the
 
U.S. by officials from newly formed or privatized firms.
 
Show them how your companies conduct underwiiting and
 
trading and explain the concepts of corporate finance.
 

Provide training for the operators of the new stock
 
exchanges in Hungary, Poland and Yugoslavia. Or,
 
conduct a symposium for regulators, officials, and
 
business owners to learn basic aspects of securities
 
development and issuance.
 

Your working group on Clearance and Settlement Systems
 
can provide urgently needed assistance. Retail banking -- as
 
we operate it in the U.S. -- is a mystery to these nations.
 
For example, in Yugoslavia this year, banks had clearance
 
processing codes printed on checks for the first time. But
 
many will not have automated processing equipment installed
 
until 1992.
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To help, you could donate technology to upgrade the
capacity of these new banks. 
Our old equipment is at least
25 years ahead of what exists in Poland or Hungary. As you
upgrade your computer systems, consider how Polish banks and
market operators could make use of old equipment. Equipment

and "back-office expertise" are greatly needed.
 

You can also help to encourage savings. 
 For 50 years,
the safest place for Eastern European families to put their
money has been either under the mattress or out of the
country. They've got to get that money out of the
mattresses, into the banks, and loaned out to businesses of
all sizes for investment capital. 
So, these countries must
instill a sense of confidence among their people that banks
 are safe, efficient and useful institutions.
 

Perhaps your working group on Financial Intermediaries

and Institutions could consider programs to encourage more
citizens to deposit their money in the new 
,)r recently
privatized banks. For example, your firms could publish
brochures --
that working people can understand -- to explain
how banking and savings work in a market economy.
 

Savings incentives are also critical. 
 We can help banks
and securities dealer. to encourage more savings by designing
new marketing techniques. Product ideas will go a long way
toward building a retail banking system.
 

Privatization of state-owned enterprises is also central
to the success of transitions to a free-market economy.

most of the reforming nations are struggling with this 

Yet,
 

politically and technically difficult problem. 
Surely, your
working group on Financial Structures and Corporate Finance
 can provide advice on privatization. For example:
 

Make your best professionals available as short-term
 
technical advisors.
 

Or, go to Eastern Europe and present lectures on basic
finance and company valuation techniques.
 

Finally, your working group on Accounting and
Professional Responsibility can advise these nations and
private businesses on methods off 
bookkeeping and financial
analysis. If the countries are to compete in the global
marketplace, their accounting systems must move toward

internationally accepted standarcd.
 



6 

The fact is that the areas where Western expertise could
 

be applied to help these emerging market economies are nearly
 

endless. Yet, it is important to remember that this
 

exchange of ideas produces important benefits for American
 
firms as well.
 

We believe these emerging democratic nations have what
 

it takes to establish a successful economy: potential
 

industrial strength, economic incentive and well-educated
 
What they need and want to get there are
populations. 


American know-how and investment.
 

If I were still in the private sector, looking for
 

investment opportunities in Eastern Europe would be high on
 
And, I would try to get involved as
my corporate agenda. 


soon as possible.
 

Yes, the waters are a little choppy for American firms
 

investing in these new democracies. But business is
 

competition, and if you wait until the sea is perfectly calm
 

and the risk profiles are low, then we're going to lose out.
 

American fims cannot wait until Japan, France, Germany and
 

others have capitalized on this opportunity.
 

Your support, investment, advice and technical
 
assistance will be invaluable. You will benefit, the
 
emerging market economies will benefit, and economic reform
 

throughout the world will be encouraged. I look forward to
 

working with all of you as we move these nations toward
 
democratic societies and market economies that work for
 
everyo .e.
 

Thank you, and good luck on your new and exciting
 
mission.
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Purpose 


Background 

Results inBrief 


The extraordinary and rapid developments in Eastern Europe representa major turning point in Europe's postwar history. As East European 

countries now move from centrally planned economies to decentralized 
market-based economies, the United States and other countries are pro
viding assistance. To help decisionmakers in determining appropriate 
U.S. assistance for the region, GAO is providing information on interna
tional economic assistance to five East European countries-Poland, 
Hungary, Czechoslovalda, Bulgaria, and Romania. Specifically, GAO's 
objectives were to determine (1) which countries and multilateral donors 
are providing economic assistance, (2) what assistance i6being pro
vided, and (3) what the socioeconomic problems and opportunities are in 
these five countries. 

Because communist countries have never before made the transition 
from a planned economy with a one-party political system to a market 
economy with a democratically elected government, there is no model 
for doing so. However, East European countries are beginning to take 
such steps as establishing market-based prices, reviving the private 
sector, and restructuring the public sector. The United States and other 
countries are providing assistance to facilitate economic and political 
change and help maintain peace and stability in the region. Both the 
public and private sectors in donor countries are providing assistance 
through bilateral and multilateral arrangements. 

The United States, Germany, Japan, Italy, France, and the UnitedKingdom are providing about three-fourths of the $8.5 billion in aid 

committed to Poland and Hungary as of May 1990. Aid cormmitments are 
in the form of grants, loans, credits, advice, and in-kind benefits. This 
assistance covers a wide range of activities in such fields as economics, 
finance, education, agriculture, and the environment. In addition, aid is 
needed to encourage political reform. 

Donor countries have moved quickly to provide assistance to Poland and 
Hungary and t o make plans for other East European countries. In addi
tion, multilateral organizations, such as the World Bank, the Interna
tional Monetary Fund, and the Organization for Economic Cooperation 
and Development, have begun to provide aid. 

Some of the major economic problems facing East European countries 
are declining gross national products, large foreign debts, antiquated 
industrial bases, and over-reliance on the Soviet Union. Conditions vary 
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Principal Findings 

Bilateral and Multilateral 
Donors Provide Many 

Types of Aid 

by country, but all have economic growth potential. Growth, however, is 

highly dependent upon substantial foreign investment. The region has a 

large and relatively highly educated, low-paid work force and is highly 

industrialized. 

Over 30 U.S. government agencies are providing almost $700 million in 

assistance to Poland and Hungary in areas such as economic stabiliza

tion and structural adjustment; private sector development; trade and 
investment; and educational, cultural, environmental, and democratiza

tion efforts. 

The European Community and other donor countries are assisting 
Eastern Europe in the areas of agricultural and environmental develop

ment, training, and investment. Multilateral assistance includes estab

lishment of (1) the $1 billion Polish Stabilization Fund to support 

Poland's currency as the government undertakes economic reforms and 

(2) the European Bank for Reconstruction and Development, which will 

provide loans for private sector projects, infrastructure development, 
and environmental efforts. 

Poland and Hungary both have economic stabilization arrangement, 
with the International Monetary Fund. The arrangement with Poland 

was completed in February 1990 and authorizes purchases up to $723 

million to support the government's economic program aimed at . 
decreasing the rate of inflation and promoting a market economy. The 

arrangement for Hungary, approved ir,March 1990, authorizes 
purchases up to $206 million to support the government's efforts to 
reduce domestic and external economic imbalances during the process of 

restructuring the economy. 

The World Bank has provided $781 million in project loans to Poland, 
primarily for environmental, energy, and transportation activities and 

to support private sector export promotion and agroprocessing indus
tries. The Bank has provided Hungary with three project loans, 
amounting to $366 million, to support Hungary's structural adjustment 
program and to modernize and expand agricultural enterprises and the 
banking system. 

GAO/NSIAD-91-21 Eastern EuropePage 3 



Executve Summary 

Economic Problems and 
Opportunities 

Enterprises in the East European centrally planned economies were 
organized as large, state-owned monopolies. In the traditional centrallyplanned economy, virtually all the means of production are turned over 

to state ownership. The state's central authorities plan for the inputs
and outputs of state-owned enterprises, with inputs generally being cen
trally allocated. Virtually all prices are fixed by the central planners,
and foreign trade is controlled by state-owned organizations. These 
industries suffer from outdated technology, lack of competitive incen
tives, and shortages of production materials, resulting in low produc
tivity rates. The East European countries have had little experience
with commercial banking and securities markets, and their currencies 
have been nonconvertible, thus limiting trade and investment. 

Reforms are underway, but the process of developing the financial sys
tems that can aid domestic economic growth will be slow. Most of the 
countries in Eastern Europe-particularly Poland and Hungary-have
large foreign currency debt levels which severely limit their ability to 
resolve domestic economic problems. 

The countries also face .nvssive infrastructure needs. Roads, telecommu
nications, railways, and port facilities are inadequate for expanded 
international trade. Years of depending on heavy industry for develop
ment, relying on environmentally damaging high-sulphur coal for power,
and refusing to control or treat hazardous wastes have extensively dam
aged vegetation and water resources and have begun to affect health. 
Pollution-related cancers and infant mortality are increasing, as are the 
number of people dying from environmentally induced diseases. Health 
standards in general are considerably lower throughout the region than 
in 'Western Europe. 

Per capita gross national product of the East European countries 
remains considerably below that of the United States, and standards of 
living are far below those of most West European countries. Key indica
tors of availability of common consumer goods show that East European
standards parallel those of Greece and are a bit ahead of some Latin 
American countries. 

Although conditions vary by country, the combination of comparatively
low pay and high skill levels in a large labor pool of relatively highly 
educated workers offers opportunities to attract development capital. 

Despite the immediate socioeconomic costs in undertaking economic 
structural reform, the East European countries must undertake certain 
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fundamental measures if they are to succeed in establishing and sup
porting a market economy. The success or failure of donGr assistance to 
these countries depends at least as much on the host governments' 
implementing economic reform measures as on ensuring the effective
ness of the assistance strategies. The countries must place greater reli
ance on market-based prices, revive their private sectors, establish 
financial markets, and improve their infrastructures. Over time, the suc
cess of these efforts will undoubtedly vary among the countries, sug
gesting that a long-term perspective will be needed to assess the success 
or failure of donor assistance. 

In this report GAO provides information on bilateral and multilateralRecommendations 	 assistance to five East European countries. GAO is making no 

recommendations. 

Agency Comments 	 GAO did not obtain written agency comments on a draft of this report. 

However, during the course of the work GAO discussed its findings with 

officials of the Department of State who have been charged with coordi
nating all U.S. government assistance to East European nations. GAO has 
incorporated their comments in this report where appropriate. 
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The Baltic Republic's Push for Independence: 

Implications for U.S. Policy 

by Vita Bite
 

SUMMARY 

On Mar. 11, 1990, Lithuania, the largest of the three Baltic republics, declared 
itself independent of the Soviet Union and elected a non-communist head of state. 
Estonia and Latvia soon followed with their own independence declarations sparking 
a test of wills with Moscow. The extraordinary speed and extent of radical changes
in the Baltic area raise a great deal of uncertainty and suggest potentially far
reaching consequences not only for the Baltic area, but also for the Soviet Union and 
for U.S. foreign policy in the region. 

The Baltic republics are of an economic and geographic importance to the Soviet 
Union that exceeds their small size and population. Moreover, actions in the Baltic 
states may have catalytic consequences in other Soviet republics, many of which are 
also experiencing growing independence movements. Developments in the Baltic 
republics thus pose a major challenge for Soviet leaders. For several years Soviet 
President Gorbachev encouraged Baltic public activism in support of political and
economic restructuring. However, as the Baltic movements developed increasingly
nationalist-independence goals, Gorbachev has been confronted with a dilemma. 
Using force to put down peaceful Baltic movements for independence would
undermine his efforts at perestroyka domestically, and good relations with the West 
internationally. At the same time, he must maintain credibility in the Soviet Union 
as an effective leader who will prevent fragmentation or disintegration of the U.S.S.R. 

Soviet responses to Baltic actions have included: public denunciations, economic 
pressures, a limited show of military force, and demonstrations by non-Balts. Foreign
journalists and diplomats were ordered out of Lithuania at the end of March 1990. 
In mid-April, 1990, Gorbachev began a far-reaching economic blockade of Lithrania. 
At the end of June the Lithuanians agreed to a 100-day moratorium on the 
restoration of Lithuanian independence while negotiations with the Soviet Union are 
held. The Soviets lifted the blockade on July 2, 1990. Recent preliminary
negotiations between Soviet and Baltic officials over independence appear to be stalled 
as the Soviets press the Baits to participate in discussions for a new Soviet 
federation. 

The U.S. Government has never recognized the legality of the Soviet Union's 
1940 annexation of the Baltic States. The Congress has supported the U.S. position
backing Baltic self-determination. At the same time the U.S. Government has come 
to link prospects for a stable and peaceful U.S.-Soviet relationship with the success
of Gorbachev's reforms. Even after the imposition of the Soviet economic blockade 
of Lithuania, President Bush opted to encourage dialogue, but did not take actions 
against the Soviets for fear of undermining Gorbachev and worsening the Baltic 
situation. Many U.S. policymakers fear that strong U.S. encouragement for Baltic 
independence might be viewed as encouragement for the dissolution of the Soviet 
Union and end the current good relations with the Soviet Union, thereby
undermining the positive reform efforts of Gorbachev. Thus, the United States also 
faces difficult policy choices as the Baltic push for independence continues. 
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The first conference on Eastern Europe for Members of Con-
gress took place from August 27 to 30, 1990 in Prague, Czechoslo-
vakia. Eight Members of the House of Representatives and eight 
Members of the Senate took part, along with ten elected parliamen-
tarianq from Eastern and Western Euiope and 12 scholars. 

The premise of the confcrncac ',asthat the revolutionary te-
velopments of 1989 inEastern Europe-or more properly Central 
and Eastern Europe--have created new and unprecedented 
challenges and opportunities for the United States in the region. 
The Members of Congress are not always as well informed as 
they would like to be about this part of the world mainly be-
cause of the extraordinarily heavy demands on their time. The 
purpose of the conference was to provide them with an opportunity 
to inform themselves, 

The discussions at the conference were designed both to enrich 
the Members' understanding of the history and the current prob-
lems and prospects of the region and to address issues of policy 
with which they must deal, but without simply recreating the 
ongoing debates in Washington. There was no illusion that dif-
ferences could be resolved in a few days' discussions, no matter 
how cordial, and ao consensus statement on desirable directions 
for American policy was issued. There is the hope that the discus-
sions can lead to a better understanding not only of the issues but 
of the different approaches to them represented in the Congress, 
and so help in the search forcommongroundonwhichaneffective 
American policy toward the region must rest. 

For the first session, the background reading was the paper by 
James Brown ~tw'eastern Europe: Political Generalizations and 
Country Snapshots." 

If 1989 was ayear of revolution inthe region, it was noted, 1990 
is atime ofreconstructing--or perhaps more properly constructing 
for the first time-Western-style political and economic systems, 

The two tasks were interrelated. The revolutions of 1989 were 
not simply economically-motivated uprisings; the people of the 
region took peacefully to the streets on behalf of national indepen-

dencefrom theSovietUnionandtherightsandlibertiesenjoyedby 
their counterparts in the West But economics are crucial for the 
political future. Unless successful market economies are estab

lished, democracy may not flourish. Good citizens, it was asserted, 
need square meals. 

Two distinct political models for the immediate future are 
being debated. One involves maintaining the broad social consen
sus that made the revolutions possible. This can preserve the heady 
sense of community and idealism of 1989, and will so help the 
public accept the economic sacrifices that the transition from a 
planned to a market economy requires. On the other hand, main
taining 7olitical unity at all costs may turn out to be an excuse for 
the return of authoritarian rule of some sort. And it can also be a 
formula for political and economic stagnation; progress may 
require a lively opposition to goad the goverrneatL 

The alternative vision of the political future involves creating 
several political parties immediately, which would then vie for 
power, as in the WesL Such a system would better represent the 
various social and political forces in these cotutries than a broad 
natio"al coalition; but their competition might generate so much 
friction and ill will that it would paralyze the governmenL 

Ultimately a multiparty system is the preferrd political desti
nation everywhere. Whether it should have two major parties, as 
in the United States and Great Britain, or several, as in many 
Western European countries, is a matter of debate. Stability is 
built into a two-party system; one party or the other always has a 
majority. A system of several major parties better expresses the 
political diversity present in any society. Whichever is preferable, 
it is clear that a system of many political parties is not desirable. 
Immediately after the democratic revolutions in several of these 
countries, forty or fifty parties were formed; but there is encour
aging evidence of rapid consolidation to a mon- manageable 
number throughout the region. 

Successful, stable democratic political systems require a demo
cratic politica! culture. This consists of widely shared values, 



amongwhich the most important arethe minority's acceptance that 
the majority has the right to govern and the majority's acceptance
that the minority has the right to opera:- freely, oppose the 
government, and compete for power in free elections. 

In economic terms, there is consensus throughout Central and 
Eastern Europe on the direction in which to move. All the countries 
favor creating a market economy. They differ on how far and how 
fast to move in that direction, 

In making the transition from a planned to a market economy 
they face a common problem. The transition will impose hardship. 
Prices and unemployment are bound to rise in the short term. This 
could lead to widespread resentmentand political instability. Some 
havesuggested thatforthesakeof imposing thenecessaryeconomic 
sacrifices, political powerought tobe concentrated .iafew hands. 
Bui this risks restoring some version of the dictatorial rule that the 
1989 revolutions eliminated. If economic reforms produce too 
much distress, however, demands may well be heard for an 
authoritarian figure to take charge. There is a precedent for the rise 
of a "strong man" inthe interwar history of several of the countries 
of this region. 

All of the countries face enormous environmental problems. 
Among the worst legacies of forty years of Communist rule is 
environmental deterioration that goes far beyond anything that has 
occurred inthe West.The task of stopping and undoing the damage 
to air and water is urgent, and the case for immediate Western 
assistance a powerful one. 

Romania, it was suggested, differs from other countries of the 
region i- that the 1989 revolution was incomplete. A govern-
ment composed of former members of the Ceausescu regime is in 
power in Bucharest and is not, it was charged, fully committed 
to democracy. 

As for the Soviet Union, its direct role in Central and Eastern 
Europe has shrunk dramatically, in large part because it is pre-
occupied with internal problems, chief among them the question 
of whether the union of the several republics will endure and if 
so, on what basis. The transition from a planned to a market 
economy to which its neighbors to the west are all in varying 
degrees committed is also on the political agenda in Moscow. But 
in the Soviet Union the commitment is thus far weaker, and the 
obstacles to the successful creation of a market economy greater. 
It was suggested that the outcome of economic change in Central 
and Eastern Europe will have an important "demonstration effect" 
in the Soviet Union, and that therefore one way the West can 
encourage Soviet market reforms is to help make them successful 
in Central and Eastern Europe. 

The second session of the conference, on the political agenda in 
the region, took as its point of det)arture Charles Gati's paper, 
"After Communism, What?" 

The discussion began by postulating a division of what in the 
Communist period was known as Eastern Europe. Central Europe 
was said to comprisePoland, Czechoslovakia, and Hungary. (East 
Germany also belongs to this category, but will disappear as a 
separate political entity with German unification.) What deserves 
to be called Eastern Europe, it was suggested, includes the coun-

tries of the Balkans: Bulgaria, Romania, Albania, and the Serbian 
part of Yugoslavia. 

With the collapse of Communism the differences between these 
two groupings are becoming increasingly pronounced. These 
differences have deep historical roots. For most of their modem 
history the countries of Central Europe were part of the Western, 
German, Christian Hapsburg Empire. Eastern Europe, as defined 
here, was by contrast under the sway of the Eastern, Turkish, 
Muslim Ottoman Empire. One consequence is that Communismn 
struck somewhat deeper roots in Eastern Europe. It came as a 
vehicle of economic advance rather than, as in Central Europe, 
economic backwardness. And some Eastern European countries, 
notably Bulgaria, have an historically greater affinity for Russia, 
which Bulgarians have seen as their liberator from the Turks. 

It was also noted that important differences are apparent within 
Eastern Europe as it is defined here. Bulgaria now seems closer to 
democracy than Romania. Its recent elections were evidently freer, 
the support for former Communists, particularly in rural areas, may 
be more genuine, and elements of the leadership are arguably more 
committed to genuine democracy. 

In Central Europe, it was suggested, there are grounds for 
optimism that Western-style parliamentary democracy will take 
root.The future looks promising. Still, the three countries of the 
region do confront a number of problems. 

Theymustbuild functioningdemocraticinstitutions.Inthewake 
of the revolutions, executive powers in each country are relatively 
weak, no doubt partly in response to the stifling executives of the 
Communist period. But executive power is necessary to cany ouL 
the tasks ofgovernment. Centkral Europe must also build judiciaries 
independent of politics, which can protect and enforce the rights 
and liberties that have historically been available on paper, but not 
in practice, in this part of the world. 

The three countries face knotty personal questions. In deciding 
how many officials and employees of the old regime to retain they 
must avoid dismissing so many that they lack the competence 
needed to run their countries but must also avoid keeping so many
that they lack a critical mass of people genuinely committed to 
Western values and procedures. They must also decide how far to 
go in settling accounts with the past. Massive purges of Commu
nists are no doubt desirable, but it may be equally undesirable to 
allow even the most corrupt former officials to escape a public 
accounting of what they did in power. Ultimately what these 
countries nerd most is anew generation ofleaders, but this cannot 
be created overnight. 

The countries of Central Europe need to be clear about their 
vision of the future. There is a danger that they may be attracted to 
the falsepromiseofa"third way"betweentheConmmunistsystems 
they have abandoned and the political and economic ways of the 
West, which could lead them into authoritarian political rule as in 
the interwar period. 

These countries must also cultivate dcemocratic values, par
ticularly the tolerance that has seldom been prominent in the 
history of the region. They must learn that spirited political 
competition does not preclude civility and cooperation once con
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tests for power are decided. And the West must recognize that 
vigorous political competition in these countries, including harsh 
rhetoric, isnotnecessarily a sign of intolerance or the weakness of 
democratic structures. 

Of particular importance in Central Europe is tolerance of ethnic 
and national minorities; the historical record is not a good one. 

One way of blumting excessive nationalism and chauvinism in 
the region, it was suggested, is regional cooperation, which might 
also have economic benefits of the sort that the countries of 

'Western Europe have derived from the cooperation that they have 
practiced since the end of World War II. 

The conference's third session concerned economic change. 
Paul Marer's paper, "Lessons of Successful Market Economies 
and the Political Economy of System Change in Central, Eastern, 
and Southern Europe," provided the background for the session. 

All the countries of the region, it was noted, are committed to 
creating a market economy within their borders. This is an enor-
mously complicated and difficult task, and one without any real 
precedent in economic history. Itwas compared to leaping across 
a wide ditch. I: involves a series of radical steps that, to achieve 
maximal effect, must be undertaken simultaneously. 

One of them is putting the country's economic assets into 
private hands. Without private owneiship the !ncentive to increase 
the value of assets, which isone of the chief engines of growth in 
a market economy, is missing. "Privatization" in Central and 
Eastern Europe, however, raises a series of difficult questions: 
At what price should the assets be sold? Should those whose 
property was confiscated by the Communists forty years ago or 
their heirs have special rights? Should every citizen have some 
claims to ownership? If so, what claims? How much should 
foreigners be permitted to purchase? 

The transition from a planned to a market economy also in-
volves breaking up the monopolies that dominate the economies 
of these countries. But this raises all the questions of ownership, 
and others besides. The process will inevitably throw many people 
out of work, which leads to two further requirements of a suc-
cessful transition. 

New firms must be created. The countries of the region need 
entrepreneurial activity which cannot be conjured up overnight, 
They must also revise and expand their social safety nets to protect 
those upon whom the transition will impose hardship, a task all the 
more complicated because in Communist countries welfare has 
been built into the system of employment. A worker gets his 
housing, forexample, from his employer. To foster the mobility of 
labor that isessenlial inafunctioning market economy, this system 
must be changed. 

The transition raises a series of problems involving the external 
economic relations of the countries of Central and Eastern Eu-
rope. Their ties with the Soviet Union, through the Council on 
Mutual Economic Assnstance (CMEA) have been short-term 
assets--enabling them to exchange relatively shoddy manu-
factured goods for cheap energy-but long-term liabilities-
locking them into production processes and trading patterns that 
perpetuate economic backwardness. Central Europe must sever 

the old ties with Moscow, but not so rapidly as to produce sudden, 
grievous economic injury. 

The countries of the region are burdened invarying degrees with 
external debts, with Poland and Hungary being the most seriously 
affected. They also run balance of payments deficits that are likely 
to worsen from a double oil shock: the world price has risen 
because of the events in the Persian Gulf while the Soviet Union, 
from which these countries purchase most of their petroleum, is 
now demanding payment in hard currency. 

Finally, all these countries have a powerful intrest in mak
ing their currencies convertible. Unless Western firms can repa
triate locally earned profits, they are unlikely to invest on any 
appreciable scale. 

Should the West give economic aid to the countries of Central 
and Eastern Europe? It was variously suggested that any aid be 
strictly conditional on the implementation of the measures that a 
transition requires, that providing a standby fund to support con
vertibility can, as the Polish experience demonstrates, be useful, 
that cleaning and protecting the environment deserves special 
emphasis, that the countries of Eastern Europe bear particular 
responsibility here, and that the period of transition is a uniquely 
urgent one. 

Security issues were the topics of the conference's fourth ses
sion, which James Thomson's paper, "European Security in the 
1990s and the American Presence in Europe," introduced. 

Assuring German security, it was asserted, is now the central 
task ofEuropean international politics and diplomacy. In the future 
as in the past, if Germany is insecure the rest of Europe will be 
insecure as well. In the future, German insecurity will inevitably 
raise the question of German nuclear weapons. 

How can Germany remain secure? Three options are prominent. 
One isa common European security order. The concept is attrac
five but vague and untested. And whatever the details of such an 
order, it would require considerable consensus among the major 
powers of Europe to be effective. Soviet participation in such a 
consensus cannot be guaranteed, if only because the future of the 
Soviet Union itself is so uncertain. 

A second option is a neutral Germany. But neutrality is not 
tantamount to disa;mament. A Germany cut off from ties of 
alliance with otherpowers, especially the United States, might well 
drift toward military independence--including, perhaps, nuclear 
weapons-which would alarm the other European powers. 

The best possible option for the short term, therefore, isthe third, 
the maintenance of the existing American security guarantee 
within the context of a wider Atlantic alliance. The present ar
rangements are tried and true and acceptable throughout Europe, 
east and west. 

To endure, the force structure of the Cold War need not nces
sarily remain the same in all its details. Fewer American forces in 
Europe will surely be adequate to keep Germany and the rest of 
Europe feeling secure. But at least for the foreseeable future, it was 
argued, some -toopsfrom North America must be stationed on 
European-and German-4erriory, as a sign of American seri
ousness of purpose. 
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In the coming decade, the American troop presence in Europe 
may be threatened from within the United States. General weari-
ness with the four-decades-long burden of defending the Europe-
ans, constraints imposed by the budget deficit, resentment at what 
is seen as an inequitable distribution of the burden of defense 
between Europe and the United States, and the lack of a clearly
defined and powerful adversary may all subvert public support for 
keeping forces on the continent. Threats may also come from 
within Europe, from a general feeling that the United States is out 
of touch with political developments there as well as from German 
restlessness at playing host to foreign military forces for so long.

German security is the foremost security issue for the next 
decade but there are others. Turmoil in the Soviet Union could spill 
over into Europe. InCentral and especially Eastern Europe ethnic 
and national conflicts could flare. There is a need to avoid exclud-
ing the formerly Communist countries of the continent and espe-
cially the Soviet Union from the design and management of the 
continent's security, and a growing feeling in Europe that the 
structures of security ought to be expanded in response to what is 
plainlyaneweraandaneworderonthecontinent.TheConferene 
on Security and Cooperation in Europe (CSCE) might usefully 
play an expanded role, as might the United Nations. NATO's 
responsibilities could be extended, as could those of the European
Economic Community. 

The fifth and final session revolved around the question of 
America's part in the ongoing changes in Central and Eastern 
Europe, and took as its point of departure Madeleine Albright's 
paper, "The Role of the United States in Eastern Europe."

The United States, it was suggested, has a political interest in 
stability in theregion ifonly because it is in Europe, historically the 
centerofAmericaninternationalconcernsandthecradleofthetwo 
great wars of this century. There is a moral obligation, as well, to 
support the creation of the kinds of political and economic systems
that Americans urged upon the people of these countries through-
out the Cold War. And although American economic interests in 
this part of Europe have historically been modest, if radi.:al 
economic reform is successful the opportunities for trade and 
investment could be considerable. 

The Western Europeans also have political and economic inter
ests in and moral obligations to their neighbors to the east. Indeed, 
the stakesof America'spostwarallies inthe establishmentof stable 
democracies and vital market economies in Central and Eastern 
EuropeareprobablygreaterthanthoseoftheUnitedStates.Butthe 
United States has some special advantages in helping to fostersuch 
developments, which stem from the enormous good will toward all 
things American in the region. It was the United States that 
opposed Eastern Europe's oppressor, the Soviet Union, during the 
long decades of the Cold War;, and it was the United States that 
insisted that human rights be part of the East-West agenda. Both 
policies are deeply appreciated in the formerly Communist coun
tries of Europe. 

What can and should be done for the people of the region? 
Sustaining the American military presence in Europe would make 
them feel more secure, since it would insure that Germany and 
Russia, towhose foreignpoliciesthepeoplesinbetween haveoften 
fallen victim, were not the only major powers on the continent. 

The alleviation of the external debts with which their former 
Communist regimes saddled several of these countries would 
contribute to their economic recovery. And all need immediate 
assistance, it was again stressed, with their acute environmental 
problems. 

Perhaps the greatest American contribution can come through
cooperationontheenvironment,technicalassistance, training, and 
education.CentralandEasternEuropearewoefullyshortofpeople 
with skills and experience in public administration, democratic 
politics, and the operation of market economy. Programs to give
people from the region such skills could help make the difference 
between success and failure in the political and economic experi
ments on which these countries have embarked. Over the long 
term, programs to bring students from the region to American 
universities for undergraduate and postgraduate training could pay
rich dividends. Such programs would not be expensive, but they 
would establish a network of personal and professional ties be
tween the United States and Central and Eastern Europe for the 
next generation. 
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East Europe's Trade Advantage Lies
 
In Its Labor Skills, Says CEPR Study
 
Southern members of the European Corn-
munity (EC)Q-Greece, Portugal, and 
Spain-have little to fear from the integra-
'tion of Eastern Europe into the European 
trade matrix, according to a recent study 
by the Centre for Economic Policy Re-
search (CEPR), a nonprofit, economics re-
search organi.ition in London. The report, 
entitled Monitoring European Integration: 
The Impact of Eastern Europe, contends 
that Eastern Europe's labor force is more 
highly skilled than that of the EC-South 
and that its manufactures are concentrated 
less in the sensitive labor intensive sectors 
such as clothing and footwear than in 
more sophisticated goods. 

The study also maintains that there is 
scope for a substantial increase in East Eu-
ropean trade in natural resources and agri-
cultural products. And it notes that a 
major macroeconomic implication of re-
form in Eastern Europe is the likelihood of 
a massive turnaround in Germany's cur-
rent account as it is forced to borrow from 
abroad to finance a transfer of resources to 
Eastern Germany. 

Two of the ten contributors to the study, 
Francesco Giavazzi of the UniversitA di 
Bologna and L. Alan Winters of the Uni-
versity of Birmingham, presented high-
lights of their findings at the IMF Visitors' 
Center on November 15 as part of the 
Center's Economic Forum series. Richard 
Portes, Director of the CEPR and a Profes-
sor at Birkbeck College in London, also 
participated in the seminar. He noted that 
the study is the first of an annual series on 
European integration, with each year's re. 
port to be devoted to a particular theme. 

In introducing the panelists, Jacob A. 
Frenkel, Research Director and Economic 
Counsellor at the IMF, noted that unlike 
the usual practice of examining the impact 
of economic developments on a particular 
region, the CEPR study looks at the impact 
of one region's development on another 
region. "in this, it is unique," Frenkel ob-
served, 

Trade Patterns and Policies 

Winters began the discussion by present-
ing the major conclusions of the first part 
of the report, which focuses on develop-
ments in trade patterns and trade policies. 
Given the dearth of reliable data on trade 
in Eastern Europe, Winters offered four ap-

proaches, which, he said, 'taken together, 
can shed further light on the trade poten-
tial of a reformed Eastern Europe." These 
approaches are 
9 to look at historical trends preceding 
the socialist experiment; 
e to use data on resource endowments 
and assume that the trade potential re-
flects countries' different endowments of 
factors of production, in accordance with 
the Heckscher-Ohlin explanation of corn
parative advantage; 
9 to deduce the future allocation of re
sources from these factor endowments; 
and 
• to assume that Eastern Europe, once 
transformed, in some respects will be sim
ilar to western market economies today, 
and on that basis draw inferences from 
current West European trade patterns. 

Regardless of the approach used, the ev
idence leads to the same conclusions, ac
cording to Winters. First, he noted, "the 
East's comparative advantage in manufac-
tures probably lies higher up the skill and 
non-labor intensity ladder than the EC
South's," which implies that East European 
trade is unlikely to threaten trade patterns 
of the EC-South. Second, he said,"Eastern 
Europe is likely to generate significant net 

exports of energy as its own energy con-
sumption is curtailed and of agricultural 
goods as its supply expands." 
Human Capital. In a review of the com-
parative advantages of Eastern Europe, 
Winters looked first at human capital, 
specifically these countries' endowment of 
skilled labor. Based on data compiled by 
the International Labor Organization, he 
observed that member countries of the Eu-
ropean Free Trade Association (EFTA) and 
northern member countries of the EC have 
around 20 percent of their workforce in 
professional, technical, and related occu-
pations, compared with 15 percent for 
Eastern Europe and 10 percent for the EC-
South. While these figures may not be re-
liable, they do sugg.st that the East Euro-

pean countries lie somewhere between the 
rich and poor members of the EC. 

A similar picture emerges, Winters 
pointed out, if the workforce is broken 
down by level of educational achieve-
ment. Approximately 9 percent of Eastern 
European workers have a university or col-
lege education and :. further 19 percent 

have secondary/high school or industrial 
education. These statistics place Eastern 
Europe somewhere between the EC-North 
plus EFTA and the EC-South. 

To the extent that these data can be in
terpreted, Winters noted, "they suggest 
that Eastern Europe has a greater propor
tion of research-skilled workers in the total 
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Richard Portes of the Centre for Economtc Policy 
Research: presenting the first In a series of reports on the tmpact of European Integration. 

workforce than either the EC-South or 
UMI lupper-middle-income countries, 
comprising Argentina, Hong Kong, Mex
ico, South Korea, and Turkey), and possi
bly even greater than Western Europe." 
The human capital factor endowment of 
Eastern Europe therefore suggests that 
among manufactures, it is high-technology 
goods rather than labor-intensive goods 
that represent this region's area of corn
parative advantage. 
Energy and Agriculture. Winters con
tended that in both the energy and the 
agricultural sectors, the Eastern bloc coun
tries have the potential to increase their 
output significantly. They :Iready account 
for disproportionate shares of world pro
duction and exports of coal, gas, and oil. 

At the same time, the intensity of energy 
use in the socialist countries is at least 
twice that in the member countries of the 
Organization for Economic Cooperation 
and Development (OECD). Winters pro
posed that a decline in Soviet and East Eu
ropean energy intensity to, for example, 
500 tons per million dollars of GDP-a 
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figure higher than in the OECD, given 
Eastern Europe's energy-intensive heavy 
Industry stage of development-would 
generate an exportable surplus of 1,200 
million tons of oil equivalent (mtoe). Even 
allowing for an increase in income of 50 
percent, nearly 500 mtoe of exports would 
be available, equivalent to 6 percent of 
world energy consumption or nearly half 
of the production of the Organization for 
Petroleum Exporting Countries (OPEC), ac-
cording to the report. 

The liberalization of the East European
economies also has the scope to increase 

agricultural production substantially. Win-
ters comended that 'while their consump-
tion of agricultural output will also in-
crease, it will almost certainly do so by 
less than their production, so Eastern Eu-
rope will be able to increase its level of 
net exports of agricultural produce signifi-
cantly." Portes noted that this increase in 
agricultural exports from Eastern Europe 
.promises to be one more nail in the cof-
iin of the EC's Common Agricultural Pol-
icy ICAPI." Although a liberalized Eastern 
Europe may offer an outlet for certain EC 
surplus produce-wine, for example-it 
would not be enough to offset fully the in-
creased imports. Also, East German agri-
culture will be entitled to the generous 
support provided by the CAP, increasing 
expenditure by over ECU 1 billion, the re-
port estimates. And if other East European 
countries also aspire to membership, it 
would certainly stretch the CAP to its 
breaking point, it contends. 
Policy Challenges for the EC. Successful 
economic reform of Eastern Europe and 
the U.S.S.R. will have large effects on the 
volume and pattern of international trade, 
particularly within Europe, according to 
the report. While trade brings economic 
gains to all, changes in the patterns will 
cause problems for some, notably those 
producers who face intensified competi-
tion. The policy challenge, the report em-
phasizes, will be "to cushion the transi-
tional effects and to contain the political 
pressure for protectionism." 

Macroeconomic Implications 

The second half of the report, which was 
highlighted in remarks by Giavazzi, dis-
cusses the macroeconomic significance for 
the European Community of the process of 
reform in Eastern Europe. It focuses first 
on the key characteristics of Fast European 
countries from a macroeconomic perspec-
tive, and describes a plausible scenario for 
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L.Alan Winters: "Eastern Europe Islikely to gen-
erate signilicant net exports of energy ta Its own 
energy consumption I curtailed." 
the Eastern bloc economies and the impli-
cations of thi_ scenario for the West. 

The report contends that at the outset of 
the recent reforms, the East European 
countries (Bulgaria, Czechoslovakia, East 
Germany, Hungary, Poland, and Romania) 
were characterized by six main features: 
* Degree of openness: East European 
countries have not been particularly open; 
primarily they have traded among them-
selves and with the U.S.S.R. 
* Income per capita: according to some 
estimates, each of the East European coun-
tries' per capita GDP is lower than (or at 
most equal to) that of Portugal. 
- Human capital: the main cause of East-

Prm Europe's poor economic performance 
is probably not in its endowment of 
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Francesco Glavozzl: additional export demand"will cause the West German economy to over. 
heat and will tuol Inflation." 

human capital, but rather in its level and 
adequacy of physical capital; 
* Physical capital: an increasing propor
tion of investment has been devoted to ex
panding the capital stock rather than to 
modernizing the existing plants; replace
ment investment has been cut; and the re
tirement of old equipment has been 
slowed down. 
e Prices: East European countries have ex
perienced heavily distorted prices. 
* External debt: the external debt of East 
European countries is substantial, which,
in principle, should severely limit their 

ability to borrow for consumption pur
in the near future, as it has done in 

the recent past. 
Based on these six characteristics, the 

report concludes that 'the decisive factor 
in developments in Eastern Europe will be 
investment." While some of this needed 
capital will come from international orga
nizations, whose lending to Eastern Eu
rope will mostly be linked to specific pro
jects, the bulk of the funds will have to 
come from the private sector in the West, 
attracted by potentially very high returns. 
Rebuilding Capital Stock. 1he report con
tends that "it is reasonable to think that 
the productivity of physical capital will 
shoot up as a very limited amount of capi
tal is initially combined with a well
trained labor force." A favor:bi scenario 
that would enable the East European 
countries to double their GDP in ten years 
implies an average annual growth rate of 
income per capita of about 7 percent. 
'",,aer this hypothesis, the joint GDP of 
the six East European countries would 
jump from the current 1988 estimate of 
$265 billion to $530 billion or (with a 
constant population) $4,700 per capita. 
Based on a capital-output ratio of 2.5, the 
value of the physical capital needed to 
achieve that level of output would be 
$1,350 billion, or $135 billion a year. 

The report observes that there are "im
portant asymmetries in both the supply of 
and the demand for capital goods." For a 
vi'riety of easons, "Eastern Europe's de
mand for capital goods will be skewed 
heavily toward West Germany, which also 
happens to be the country best equipped 
to supply such goods," it maintains. In his 
remarks, Giavazzi focused on the question 
of whether West Germany has the spare 
capacity to meet this surge in export de
mand for its capital goods.

Data on the capital goods sector in 

Western Germany and on the economy as 
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a whole suggest that additional export de- report observes. GATT Negotiations 
mand *will cause the West German econ- Convergence and Transfers. The report 
omy to overheat and will fuel inflation," notes that complete convergence of living Go Down to the Wire 
according to Giavazzi. Unemployment standards between East and West Ger
has been falling, and evidence on capac- many is not required to reduce the incen- Poinye Rom rontagt U.S 
ity utilization in maiufacturing points to 	 tive to migrate. Moving is expensive, and Policy. Rossmiller conended that U.S.

farm legislation-including the most re
the possibility of serious bottlenecks. The labor income (that part of income that can 
most appropriate response to this scenario, be affected by relocation) isonly about 70 1990 but had not reached the President'scent bl hat assedong resinte 
according to the report, would be a sub- percent of total income. Thus, it con
stantial appreciation of the deutsche mark. cludes, a plausible estimate is that by the de as ofidneer-ha neral 

The report contends that the opening of end of ten years, Eastern Germany will hadstheeco tansfering incomeefroconsumers and taxpayers to producers. 
Eastern Europe will lead to an increase in have attained a productivity level equiva- Agricultural support expenditures in the 
world interest rates. This will not be suffi- lent to about 80 percent of that prevailing United States are based on a system of 

cient, however, to keep aggiegate demand in West Germany immediately before 
in West Germany in line with supply. GEMU." target prices that tend to be above market 
West Germany attracts a disproportionate In the shorter term, a sharp increase in 
share of demand from the East, and what- living standards in Eastern Germany is 
ever rise in interest rates is required to needed to prevent migration westward, ' 

balance savings and investment within the and living standards must rise before pro- ., . 
OECD will still imply a substantial in- ductivity improves. The issue, according 

crease in the demand for West German to the report, is through which mechanism 
capital goods. Moreover, as major in- the transfer from Western Germany is to 
vestors in the East, West Germans will be be achieved. One possibility is that wages 
better off than before, and will thus wish in Eastern Germany rise rapidly and far in 
to increase their consumption. advance of productivity. A preferable 

The incre. ed demand for consumer channel, the report contends, 'is through 
goods will coincide with the increased de- subsidies to wages, consumption or invest- - ,* 

mand for capital goods, Giavazzi pointed ment in Eastern Germany financed out of 
out. Thus, West Germans will need to im- Western German taxes." It recommends 
port a lot of consumer goods to sustain that Western Germany compute the per
their desired consumption level-even manent income equivalent of the transfers 

more so because domestic production of and raise tax rates immediately and per- Resources for the Future's George E.RossmlIller: 

consumer goods will have been crowded manently by this amount. In the early farm support budgets are "out of control." 

out by the boom in the capital goods sec- years, the excess cost of transfers over tax 
a loan rate at which the Governtor. Giavazzi emphasized that the market revenues should be financed by external prices, 


mechanism that brings this about at full borrowing. In later years, the e,.cess of tax ment will accept produce as repayment,
 

capacity is a substantial appreciation of revenues over the cost of the diminished and control of the number of acres eligi

transfer costs could be used to pay back ble for support payments.the real exchange rate. 
In addition to the special effects on the borrowed funds with interest. Directly reducing target prices is"politi-

West Germany of changes in Eastern Eu- German economic and monetary unifi- cally unacceptable," Rossmiller observed. 

ropc, there are also the effects of German cation and reform in Eastern Europe will But, he said, some of the changes in the 

Economic and Monetary Union (GEMU). have opposite effects in the long run, the 1990 bill-most notably a cutback in the 

GEMU began with monetary union on July report observes. The per capita income in number of acres eligible for support pay
a lower per ments-could reduce U.S. support pay1, 1990, and was completed by the formal 	 a united Germany will entail 

capita demand for German goods because ments and make farmers more sensitive tointegration of East and West Germany on 
most agricultural com-October 3, 1990. The report concludes 	 i, implies a fall in per capita wealth. On market forces for 

the other hand, the special position of modities. However, little progress is likelythat, 'in itself, GEMU implies a lower real 
value of the deutsche mark than would German industry in the reconstruction of to be made in the areas of dairy and sugar 

have obtained in the [above] analysis . . ." Eastern Europe will increase German supports. 

Giavazzi pointed out that labor mobility wealth, and thus the demand for German U.S. budget reduction guidelines 

is the overriding consideration in analyz- goods. The report argues that in the long adopted in October 1990 call for a 25 

ing the effects of GEMU. The continuing run, the GEMU eff ct (lower average per percent cut in agricultural supports, which 
would amount to about $13.6 billion overthreat of migration means that living stan- capita income) will dominate and that the 

too far deutsche mark must eventually depreciate. five years, from a baseline of $55 billiondards in the East cannot remain 
projected in the documents accompanybelow those in the West, even though pro-

ductivity differences initially will be large. Copies of Monitoring European Integration: ing the 1990 Farm Bill. These cuts include 
a $1.4 billion decline in agricultural sup-For the West Germans, "the central issue The Impact of Eastern Europe may be ob-

is the speed and extent of convergence of tained for $20.00 each from the Centre for port mandated for the fiscal year ending 
living standards; the of the EconomicodnSlPolicy Research, 6 Dukeigom.]of York September 1991,and extent Stet LUie Rossmiller observed. 
transfers required to bring this about," the Kngdom. Intra-European Negotiations. A number of 
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YELLOW LIGHT FOR EASTERN EUROPE
 
BEWARE FOUR ECONOMIC DEVELOPMENT MYrHS
 

INTRODUCTION 

Socialism has left Eastern Europe in economic and environmental ruins.
Dilapidated 40-year-old factories grind out goods whose quality is vastly
inferior to Western and even manyThird World products, all the while 
polluting the air and soil. A traveler in Poland isunlikely to see any tractors
in the course of a four-hour drive through the countryside, even though
agriculture is the strongest sector of the economy. In the Soviet Union there 
are only 50 cars for every 1,000 citizens. By comparison, eight decades ago in
1909, one out of every 34 farmers in Iowa owned an automobile, and by 1930 
for all America that number had risen to one out of every 1.3 households. 

The breadth of poverty and underdevelopment in Eastern Europe is 
greater than most in the West imagine.These countries now face the daunting
and unprecedented task of transforming ccntrally planned economies into 
free-market systems. How this can be done, in what sequence, and at what 
pace is not easily prescribed. Such a radical transformation never before has 
occurred. Nations have been transformed from capitalist to socialist but not 
the reverse. 

Decades of Evidence. Yet some things are known about what works and
what does not work in promoting economic growth. Decades of experimcnta
tion with statist development programs by governments in Africa, Eastern
Europe, and Latin America amply demonstrate that extensive state controls 
of the economy, state planning, and massive subsidies and credit for
preferred industries do not work. These policies perpetuate poverty, not 
eliminate it. Variations of statist intervention and central planning produce 
equally poor results. 

Note: Nothing written here is to be construed as necessarily reflecting the views of The Heritage Foundation or as an attempt

to aid or hinder the passage of any bill before Congress
 



As American government officials and American businessmen and 
economists head off to give East Europeans advice on how to restructure 
their collapsed economies, they must keep in mind what has worked and has 
not worked in the past. The lessons of history should be like a flashing yellow 
traffic light warning of four myths of economic development that, if trans
lated into policies, will keep Eastern Europe impoverished.The myths are: 

Myth #1: Significant government spending on roads, tunnels, airports, 
wastewater treatment, and communications is necessary for 
economic growth in Eastern Europe. 

Myth #2: Privatization will not succeed in Eastern Europe because of a lack 
of capital and stock markets. 

Myth #3: Massive Western financial assistance is needed for Eastern Europe 
to develop. 

Myth #4: Rigid austerity measures and prolonged economic pain are 
necessary to set East European countries on the road to the free 
market. 

As with all myths, these simply are wrong. Unless they are exposed as such, 
Western governments and development banks will dole out flawed economic 
advice along with their economic aid, prompting East Europeans to per
petuate the mistakes of others. Unless the myths are exposed, the Internation
al Monetary Fund (IMF) likely will urge East European governments to raise 
taxes to balance state budgets.This will constrain economic growth. So will 
the World Bank if it pursues government-to-government lending policies in 
Eastern Europe as it hs done in the Third World.These loans will politicize 
East European economies further and increase their bloated government 
bureaucracies. 

East Europeans have suffered enough. Their suffering should not be 
pro!onged by economic policies that have been discredited by decades of ex
perience. They should heed the warning of the blinking yellow light. 

FOUR ECONOMIC DEVELOPMENT MYTHS 

As teams of economists formulate economic reform plans for Eastern 
Europe, ard as the United States Congress debates foreign aid to the region, 
policy decis'ans must be based on empirical evidence, not on myths. Other
wise economic growth in Eastern Europe could be retarded and American 
taxpayers' money could be squandered. 

The four prominent myths that could impair economic development in 
Eastern Europe are: 

Myth #1: Significant government spending on Infrastructure like 
roads, tunnels, irports, communications systems, water systems, 
and wastewater treatment plants is necessary for East European 
economic growth. 
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REFORMS OF FINANCIAL SYSTEMS IN EASTERN EUROPE
 

Financing of Development Workgroup
 

December 20, 1990
 

Rapporteur's Report
 
by Aaron Schneider
 

Speaker: Millard Long--Chief,Financial Policy and Systems
 
Division, The World Bank
 

I. Reform Financial Institutions?
 

A. Financial sector efficiency was unimportant in
 
previously planned economies -- reforms are now necessary with
 
newly created marketplaces.
 

B. Reform of financial sector is crucial to repayment of
 
the foreign debt, and foreign loans cannot be secured until the
 
debt is lessened. Only Romania and Czechoslovakia have repaid
 
enough of their debt to be eligible for loans.
 

C. While reform of financial institutions is important, it
 
cannot be seen as a cure-all to the states' problems. Many
 
states are under the impression that reform of the financial
 
sector will fix real sectors, such as industry. Both sectors
 
need to be improved simultaneously if any real advances are to be
 
made.
 

II. Structure of financial institutions
 

A. Previous to marketplace reforms:
 
1. Central Bank was the primary institution lending to
 

firms.
 
2. Savings Bank was involved in limited mortgage
 

lending but sent most of its deposited capital to the Central
 
Bank.
 

3. Foreign Trade Banks were engaged in most overseas
 
borrowing and lending, but most Trade Banks are now insolvent due
 
to virtually unpayable foreign loans. Insurance in these Eastern
 
European states while cheap, was not particularly reliable.
 

B. Recent changes in financial systems:
 
1. The banking system has been modelled after the
 

German Deutsche Bank. By law, universal banks will manage all
 
facets of financial life.
 

2. The Central Banks have been fragmented in order to
 
increase competition, obtain a reasonable economy of scale, and
 
acquire better management.
 

3. More recently these fragmented banks have
 
commercialized and begun accepting deposits.
 



C. Structural Problems
 

1.In general, many of these states are underbanked,
 
undertrained, and undermanned; a large expenditure would be
 

necessary to correct such flaws.
 

2. "oland wants to privatize immediately. But many
 
have advised against it; people are untrained in financial
 
management.
 

III. Threats to market stability:
 

A. Fragmented Central Banks have specialized, loaning
 
only to specific regions or industrial interests.
 

1. Czechoslovakia: only two banks, designated by
 
geographic region, were established.
 

2. Bulgaria: 70 banks ravaged by poor management and
 
weakened by specialized loans have destroyed any credible
 
competition.
 

B. Some people argue that the market will repair the
 
imbalances in thb structure of the banking system.
 

1. This will be a drawn out process especially in
 
Czechoslovakia and Bulgaria.
 

2. Another factor impeding market stability is the
 

premature privatization of these fragmented banks -- Bulgaria has
 

already begun selling shares to its banking institutions.
 

IV. Financial Challenges
 

A. Financing is needed from the Central Bank, which has been
 

fragmented. One suggestion is to break up the Savings Banks to
 

balance lending and borrowing. Also, foreign and domestic
 
financing can be sought.
 

B. The Foreign Trade Bank owns some shares, borrowers own
 
some shares, but the Central Bank still controls most. The
 
Central Bank does not vote on reforms, and will eventually sell
 
out its holdings. Public enterprises have bought many shares,
 
but the Bank owns these public enterprises. Problems with
 
present ownership situation:
 

a. Uncertainty where the capital really lies.
 
b. Tight interdependence between industry and banking
 

could prove to be cosLly.
 
c. Lack of a regulatory institution. Fraud and
 

mismanagement are serious problems.
 

IV. World Bank Involvement
 

A. The Bank aims at granting financial sector loans to all
 
reforming socialist states, but lack of time and manpower have
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made this difficult. Technical assistance loans are granted when
 
financial sector loans cannot be created.
 

B. 	Loans to date:
 
1. 	one large technical assistance loan to Hungary
 
2. 	two financial sector adjustment loans to Yugoslavia
 

and Poland
 
3. 	large base technical assistance loans to both
 

Bulgaria and Czechoslovakia
 

V. 	Actions by Individual States
 

A. Structure of banking itself is being changed. Before,
 
there existed only a central institution, the state bank. Now,
 
the central bank remains, but there also exist many commercial
 
banks.
 

B. Changes in the laws surrounding bankruptcy and
 
commercial and central banking activities.
 

C. Western accounting systems are being implemented through
 
technical assistance programs.
 

D. Training programs have been implemented -- Advisors from
 
the US Federal Reserve have been sent to teach.
 

E. Foreign assistance is actively sought. Advisors,
 
twinning programs, and even foreign partners have been utilized
 
to bolster the banking system.
 

VI. Future Issues to Address
 

A. Public ownership of batk shares creates uncertainty -- a
 
securities market is needed.
 

B. 	A contractual insurance institution is needed.
 

C. 	Macrostability!
 
1. One contribution to high inflation are deposits are
 

more favorable in foreign exchange than weaker domestic currency.
 
But disallowing deposits in foreign exchange could cause capital
 
flight.
 

2. Heavily subsidized loans in the housing sector have
 
driven up the interest rate. 60% of the subsidy is funded
 
through capitilization.
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Yugoslavia: The Dilemma of Reform 
Amidst Political Turmoil 

t is hardly possible to analyze In fact, it is fair to say that the out- an apparently fundamental divide: 
Yugoslavia's economic problems come of the Serbian-Croatian con- federation or confederacy. The 
without an understanding of its frontation ill determine the fate rf Slovenes are siding with Croatia for 

pre-ent political predicament - not Yugoslavia. Together they compr:se now. 
even the Soviet imbroglio provides a almost two-thirds of the country's 
suitable parallel. Yugoslavia's pecu- population. Othergroups -Slovenes, However, the political divide of con
liar intricate web of conflicting na- Bosnian Muslimr, KosovoAlbanians, temporary Yugoslavia is not always 
tionalities, religions, and values pre- Macedonians - will take sides along what it seems. The so-called feder
vents its quarreling leaders from de-
vising a blueprint ior action. And since 
there are hardly any rules, there can 
be no coherent game. At the san'e 
time, some leaders ofYugoslavia's six 
constituent republics seem to have a 
vested interest in keeping nationalist 
emotions at the boiling point. In fact, 
muny Yugoslavs are warning that a 
civil war may be but a few steps away. 
(Thus, it is likely that the country's 
fragmented body politic will provide 
generations of PhDs with a classic 
case-study on the Hobbesian state of 
nature.) 

In the largest republic, Serbia, the 
recent imposition of internal duties 
on goods from Slovenia and C itiais 
seen by foreign observers , -, at
tempt to underline a 'Feros under 
siege" atmosphere. The first multi
party elections in Serbia are sched
uled for December 9. 

In Croatia, the restless Serbian mi
nority, more than a half-million 
strong, is providing the government, 
run by the Croatian Democratic Al
liance (HDZ), with the distraction 
needed to stifl internal debate. 

Volume 1.Number8 



Transton 

alists are often unreformed cventral-
ists who long for the old days of a 
vertically-structured state hierarchy. 
The so-called c.nfederalists are for 
the .ostpartpure separatists who do 
not want any "Yugoslav" solution at 
all; at this stage they find it tactically 
prudent, however,toputforthmodels 
of "loosely-connected sovereign 
states." 

The Predicament of Markovic 

The only "all-Yugoslav" institution 
left besides the army, which keeps a 
low profile, is the federal governnment 
of Prime Minister Ante Markovic. Af-
ter years of tinkering by ineffective 
bureaucrats, Markovic was chosen 
two years ago to lead the country, 
based on his promise to introduce a 
comprehensive economic reform 
package. But Tito's legacy of 'wnrk-
ers' self-management" was an eco-
nomic system ofdecentralized control 

by local Party apparatchiks.They 
&-,ntrolltdproduction and investment 
decisions and hired or fired manage- 
ment. Meanwhile, the external debt, 
$20 billion, was still growing. Local 
political oligarchies had thwarted the 
development of an internal Yugoslav 
market: less than 2 percent of 
Yugoslavia's total capital investment 
crossed internal borders. But 
Markovic'smostpressingproblemwas 
massive inflation, which bytheendof 
1989 exceeded an annual rate of 
10,000 percent. 

Markovic advanced on several fronts, 
introducing positive interest rates and 
liberalizing prices and trade. In De-
cember 1989, his anti-inflationary 
program took shape, based on re-
strictive monetary policy. The 
Yugoslav dinar was pegged to the 
German mark atthe rate of 7 to 1 and 
made fully convertible, 

7he Wodd Barn/CECSE 

By early spring of1990, inflation had 
been reduced to zero, and foreign cur. 
rency reserves soared. Further liber
alization of imports was followed by 
legislation to facilitate the inflow of 
foreign capital. 

However, six months later, the 
Markovic program is in trouble, in 
spite of political and financial sup
port he elicited from the West. The 
first worrying sign was the re-emer
genceofinflation:inthesecondhalfof 
thisyear retail prices hiked up again, 
and the inflation rate, despite the 
government's initial success in hold
ing it down, has almost doubled. This 
makes another devaluation morB or 
less inevitable in thp itear future, or 
the forei n trade de:.cit - which al
ready st.nds at $2.2 billion -. will 
continue to grow. Industrial produc
tionhasdeclined nirethan 10percent 
compared to 1989, and some halr



Transition 

million people are employed by enter-
prises that are in the throes of bank-
ruptcy. Rapidly falling living stan-
dards are adding ammunition to the 
attacks by the growing ranks of 
Markovic's critics, who claim thathis 
program is harming their partirular 
republic or ethhic group. Thi3 now 
translates into some republics' at-
tempts to undermine Markovic by 
acting unilaterally; the introduction 
of internal tariffs by Serbia and 
Slovenia is the most recent example. 

The Dilemma of Privatization 

It is a matter ofhistorical record that 
major property transactions in Yu-
goslavia in the pasthalf-century were 
not effected through contract and 
credit, but through force and quasi- 
legal expropriations. In a manner all 
too familiar to other formerly Coin-
munistcountries, landandthemeans 
of production were confiscated, col-
lectivized, or nationalized in the late 
1940s. 

Unwillingness to embark on a pro
gram of privatization, or even to for-
mulate such a program, was apparent 
in Serbia from the outset of the cur-
rent reform movement. This is not 
surprising since that republic's lead-
ership is uneasy about the very con-
cept of a free market economy. 
Milosevic's government still insists 
on the preservation of "social prop-
erty," that unique product of Tito's 
"self management socialism" that 

means neither state nor private 
ownership of property or assets. 

In Croatia the government still has 
no formal economic program, more 
than a half-year after taking power. 
Instead of undergoing privatization, 
bankrupt and successful enterprises 
alike are experiencing management 
changes imposed from above, 

Drazen Kalogjera, a well-known free 
marketeer, gave up his post as Minis-
ter of the Economy in September, in 
protestover the government's unwill-
ingness to embark on a free enter-
prise course. Savka Dabceic-Kucar, 
an economist who washerselfaccused 
of "Croatian nationalism" and dis-
graced by Tito when she headed the 
Croatian Communist Party two de-
cades ago, is especially concerned 
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about stalling the privatization of 
public enterprises: "We must not re-
place Bolshevik statism with this neo-
Bolshevik variety under a Croatian 
label. This course may inflict huge 
new damage on the economy of 
Croatia," she said. 

Even the once-successful Republic of 
Slovenia is facing huge economic 
problems, with an inefficienteconomy 
and some ofits most prominent com-
panies folding under otaggering 
losses. The most painful eramples 
are Iskra Electronics and C.ommwii-
cations Corporation, and Elan, the 
wor!d-renowned ski and winter sports 
equipment manufacturer. The new 
non-Communistgovernmenthasbeen 
accused by the local press of massive 
corruption and patronage in its hap-
hazard privatization drive. The 
Slovene version of Hungary's "spon-
taneous privatization" is effectively 
ensuring transfer of resources into 
thepocketsofthosefewSloveneswith 
cash and influence, often former 
Communist officials and managers. 

According to many economic experts, 
the problem of ownership in Yugosla
via, because of the peculiar nature of 
Tito's legacy, is more difficult than 
elsewhere in Eastern Europe. There 
the transformation of state-owned 
enterprises into joint stock holding 
companies-which maystill beowned 
by the state -is seen as the necessary 
first step toward privatization. Para-
doxically in Yugoslavia, such trans
formation may lead to increased state 
control. The governments of the in
dividual republics have the means, 
legal and fiscal, to ensure the transfer 
of "social" property into state hands 
- without any commitment to even
tual privatization. In Croatia the first 
legislative stepsin this directionhave 
already been taken, with the recently 
enacted Ordinance on the Means of 
Protection of Croatian Interests dur-

ing the Process of Conversion from 
Social to Other Forms of Ownership. 
Ivo Jakovljcvic, a Zagreb columnist, 
sees this move as a "specific and hid- 
den confiscation ofthe social property 
by the new ruling party." 

As a man committed to fundamental 
reform and privatization, Yugoslavia 
Prime Minister Markovic is facing 
considerable odds. To bolster his in
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ternal political base,he has founded a 
party called the Alliance of Reformist 
Forces ofYugoslavia. It has drawn up 
an all-Yugoslav agenda based on "re
aliBm," economic pragmatism, and 
supra-national free-market econom
ics. So far, however, it has failed to 
attract mass support. 

Politically centrifugal forces, spurred 
on by nationalist animosities, 
threaten both individual aspects of 
the reform and its strategic objective: 
for Yugoslavia to join the modern, 
ec4,nomically efficient, European de
mocracies. It remains to be seen 
whether a viable"pro-Yugoslav" force 
could emerge, capable of transcend
ing nationalist hostility while fur
nishirg all players with a guarantee 
of unhindered development along 
"European" lines -while still under 
the same governmental roof. How
ever, it is also conceivable that a 
confederal Yugoslav Common Mar
ket will provide an organizational 
framework in line with the reformers' 
objectives. 

Srdjan Tr%itc 

The auhoris ajou rnalst anc Doctor o(History 
and writes regularilyon Yugoslavia for U.S. 
publications.The issues discussed in this or
ticegenernr anongoing e.bateinYugoslavia. 

The views expressd in the article are solely 
those ofthe authorandshould not be attributed 

to the Worid Bank or Us affiliated rganiza. 
tions. 

The more things
 
Change...
 

In the office of Soviet Deputy 
Prime Minister Leonid Abalkin, a 
printed cardon theconference table 
reads: 'What is really important is 
the problem of stabilization of the 
ruble. We are working on this prob
lem with our best resources and to 
it we attach decisive importance. 
To succeed on a sustained basis 
and, as a result, to have stabilized 
the ruble for good, will mean that 
we have won." 

V./. Lenin. 

November 1990 
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IMF PUBLISHES ANALYSIS OF CZECH ECONOMY
 

The opening of the Eastern European economies is flooding
 
the West with hitherto unavailable data on the evolution and
 
present condition of those economies. Recently published by
 
the IMF and derived from staff reports that supported
 
Czechoslovakia's application to join the IMF in September 1990,
 
The Czech and Slovak Republic (Occasional Paper 72) makes
 
available to the public for the first time data assembled by
 
IMF economists on the Czech economy. The paper traces the
 
history of the Czech economy during the postwar period, noting
 
its strengths as well as its weaknesses, and then focuses on
 
the turbulent economic events that have racked the republic
 
since 1985. It analyzes the economic forces at work in the
 
reforms that put aside central planning in favor of a market
 
economy in Czechoslovakia.
 

The paper includes information, derived from Czech
 
sources, on the structure of government finances, the financial
 
and banking system, and the exchange and trade system. An
 
appendix of 30 tables marshals a vast array of otherwise
 
unavailable data on various facets of the Czech economy.
 
Up-to-date social and economic indicators, as well as some
 
statistics on the use of energy, add to the emerging picture of
 
an economy in transition.
 

Copies of Occasional Paper 72 may be obtained from
 
Publication Services, International Monetary Fund,
 
700 19th Street, N.W., Washington, D.C. 20431, at a price of
 
$10.00.
 

EXTERNAL RELATIONS DEPARTMENT •WASHINGTON, D.C. 20431 • TELEPHONE 202-623-7100
 



---- 

FINANCIAl. TIMES THURSDAY DECEMBER 27 I") 

'Ter s no linear development inErp nfhoSve no ti 

Sishus ike lour ofupnd critsu nUnJohncommuru m than forofbuildin and ureilarv. Loen buk mer .. taels. men anmd oen ,h 

a which(beneath the top lity of 

oof itsLloyd examines the complex set of 
problems confronting the emergingeasternt ecoomically roughlyde o r ce ofly Eu op'them").... 


ktagnation popular resistance 

- Professor "rr 
of Histor. Warsa%,speechto Wood 
o W rnIntenatina Centrefor 

-The prospectsfor ftredoer,any secure"at /r eoma eu 
buttho f democr ra ram unie. 

in e Si t 
- Boslaw Germek Solidaritypay. 

leader, WyborcmMaaeytryGlarus 

T 

em 
h e 

rac es 

dr 

eastern 

1mltrtOn 

E 

k. 

equal and which workers could 
earn as much asthe educated and the 
descendants ofthe old bourgeoisie 

It has beenwidely noted, in and out 
thes emtisbo mchenofof these Iaetes. how much env. 

fiddling. blackmarketeering and frus 
was bred by this imposed 

equabit Leya strelsed has been the 
cocomnitant senseo all being in the 
Mam e0e even where thisAnd -t rot 

U 
he dramr of the eastern 
Europeanta coontreo wboEropcofuneoles in teuppliesthe psy-Uof peoples whofe 

A 6also 

e; 
envyrue,- and Its active int 

petin, levelling -now has hugeon which to feed. asth,noutrauJ"inches of"the east, operating 

seavbeen face tobrought
facesth the sober truth abuutthem 

usall)tooemn. ibegahorcomplete t.
tistialy inke hrth nd oftenrat, 

selves Having liberated themiselves,.saleholly or in port.:am the ,sees, 

oin telwe'l - -,,.>;-,-p of a drct.n system, they ain - ---
no. left to discove what is leftfor --. 
them, and what thyaecapable ofFreedom comes with a terrifll . 

,- - / - / 
.Jef _/ 77 

, 4 'yA"" - 4 

- .jx 
o 

.t 

./. 

*,ri.an 

-
- < 

ikdw nomenklatura. flauntfrom the old 
tbeir wealth beid the padded
wheels of their Mercedes 

ma.expis the contonnens-
Inmn aea gowgtrenb. of the r diaredied trnde 

lrgc~ f tcbnc~u bakisrdo~ 
locked antedcpendence on the Soviet 
w.ruioandthe.onlsqualty non 

markets of vat: debt, of ecologclaJC 
c3atstropheof a dearth of democratic ' 

pollil culteure.of a habit or lover '~ 

sion and del-ndenc) of the unf''2-. . .Ldependent 
ng elold ethnc and national nval 
rie$ end demands The cautensing 
intis Oftheifcrisis au atwayat the 

initihZal oftr acI,erave a ,.-d-yrvsog 
MrLcWls.MrIcaThe anw'hatothers of lesser lustre There a" no 

>-<$~~c 
":'(, 

> ~~< 

'd 

unions Nielther in Poland! nor in Hun. 
Dor Intr 

these gone out of buslne,. on the 
contrary, they art ass focu for what 
Popos has called a 'eft populism". 
an~-~now, alter decadesof rrustiag 

action they nst.tte and 
lead proletarian protest 

The last complex of problems coo 
certpathe west what can Itdo' This 
nast year has seen emetgev.clearly, 

asno. the standard respontseA 
wish.driven by fears of Instability 0n 

answers, only ever-moreinsitent 
questions And the questions expose 
hopeless dilemmas, %here standing
still us unoosiblr and movement so 
An) direction blocked by poverty. 

i 
- -". 

m the eatern borders of western 
Europe.to underin the transition to 
withdemocra rtraandionthe ofmarketthe doleful- coupledbutd 

&re Iit thattnction lflbt
iescrpro Europe' on prto the 

or 
Three main eastern countnes must bests of problems iden- Europe.an

tiied both by their own polucal and - "-s - ecoed largely by tlrse otes them 
intellectual tiltes and by those in the -elves that Is that the sacrfices nec 
iv.st. confront them The most funds 1.. e ot of thei isranpeoples shnsto achiestug a transition must 
mental is their ;,overly Put astIto 

developed~~~~-maktminonnakte Dor fthir owpri olesatosimplest, these counties do not ofl' Al the loose talk of adoptig medlv-is 
much None, outside of the Soetlc ,the - Scandusasan (for itshighlevel 
Union. has precaous raw materialtsof socil proection). the %,ttish (for 
developed markets, beyond knick.1 " the Britiho(orIts ptlvlitiotlnsLNone makes much that Is saleable in - ... _ = Its transiton from auth.riiaranostrt.- is 

knack and booten has bee s nt,discredited There are pointers
Inpardinvestmet lir been slow.. .. .. . -i and examples. but the Ddysseys of the 

prompting Itptowirtg Itroaultiene In -, ".,* .- east have no counterpart elsewhere 
east European ministries which play -r =. '5 they will create their ow -models" 
host to analysts. accountsota. experts, Professor John Kenneth Galbraith 
academics and lournalasts - but - sall the leadig thinker of the left 
make fewbig .ale.The last month of beglnning the coming two or three C oalovekla and with the electIon relatively Sophisticated people who In LaeUS - describes in a forthcom. 
this year has seenone of the biggest years will be the eyeof the storm The a( the ambiguous figure of Mr Lech have fsr some years now en and Ing book the ne hberal economic pol 
t17 initial 3 per cent stake taken by latest forecasts from Morgan Stanley Walea as president In Poland. with admired western living itmndarda on f:tes of the past decade in the west as 
Volkswagen of Germany In the Investment bank show n tional continued stalemate In Bulgaria, t. vlvsion. freed from the political -the politics of comf:,rt" This was 
Czechoslovak car company Skoda income crashing - down 3 per cent Rom.ras and Yugolavta Their com reitraints which kept them apart penod in which th,economic enfran 
(growing to 70 per cent b)1961 But thisyear and 10 per cenl nent in mon feature us only this that none from the west, butwho ar now con chisement of a &astmass of lower 
Skodais the best of theregion's car Ccechoslovakla, 5.5per cent this year can rely on itbedrock of civil political fronted with a barrier which waspre- middle and wo sn.g-clasiSpeople fed 
producers., and Czechoslovaka'& rele and 5 per cent net in Hungary; 2Dper culture wloch they can ssume will vlously diguised the just.as-effective through Into political demands for 
Uvel)good roads and central position cent this year (but up 4 per cent Del) tolerate reversals or. it they cnnotL economic harrert Tb- effect of this lower tWes arid for a lesser emphasis
makeItrelatavel, attractve Nobody In Poland. and down 7 per cent thi peacefully vote for an Altlenr.2tve on the wst h" been toengender a on welfare and public provision 
is queuing up foi the steel malls. year and I0 per cent next In the In alking the east to beome like certain shamefacedness, even guilt Just as the west Europeans recog 
heavy engineering .ants, tank fact& Soviet Union The fall In Industrial thar rsct, people In th.weal euy for where troild prope-ly. If rbeto rise this new politics, and as their 
nes. for the nauseous chemical com. output and investments In these cin.tnforget how much mo.5 of thetr gov. cally. mtte one with the masses parties of left and right accommodate 

follow the Income trends erunment, totalltartars,plexes. nor for the coil mines which tries andso most of the time.s about oppressed under It to It. sothey are joined by Europeans 
stall clank. on like something out of do the Lnemployment totals - with bow toincrease pur:haing power It can do little for their oppression whose polis armthose of discomfort. 
Zoia The new polical) elites begant by dropa to employment over the Mt Isnot about the core and latlarims., under poverty. Lut In th east. the aLnxet)and tremulous hope a space

of 7.1per cent In Hungary. may be murterosal for the nkewlooking to booming. post-talitauan two years tory matters of nation. or ethnicity. affect in whcb.as Mr Bronislaw Geremek 
Spain as their model no,. theyfear 8.3per cent In Poland. 6.3per cent tn Dor the nature of the state Itself Nor, politica has oibs-e,.ved.freedom seems to be 
they may just about make the artan Cechoslovakla and 9.1per cent tnthe more practically. is there much chnn Mr Gavrl Popov. the mayor of poussiblebut democracy u lessso. 
dard of Micro USSR At Its peakIn 19A unempay. cero for the Ioylaty of the hureau Moscow, wrote In August of this year Those who claim th.i the westhas 

The year which began with more or ment may rise to 12m In the et cray, nor a problem of the Do.r, that In the new democracies emerging an obligation to esnst. speakcant 
less"common asnt that there was no European countries sd 47m In the tece of the stite apparatius in satern Europearid the Soviet The ns never eliter an explicit nor 
alternative to a ipid adoption of mar Soviet Union But the Dew goverment of the Union. there were 'contradictins- an mpnlicit promise of assivtance No 
ketpractices ends with the 'urger There are vut reserve armies of east.which In their early days of developing between the policies one with any responsibility said it 
pars cCtheseeconomies as s. 1l AV Labour which everyone drperately office somtmes appeared blesaedin deslgtod to lead to market relations would be es The spar for te west 
ever The sheersI e of the task seema hopes will not beome actual ies their ablity to write onoclean aheets (and thus greater Inequatithes than Is sell interest the Insll interest 
to enforte delay they do not want which could bemobillsed by wosldbe of paper, have dlecovertal that the on the one hand, and avoiding a flood of ;upplicant refu.presvdy exist) 
wholly to sell out to foreigners - dictators or mnl to fill vactiums lack of thee Inattutional constraints therpeope whose revolts ushcred in ets, or of a new reaction and 
even if buyers were waiting - but the alread) yawning beneath the fre of which channel and dirct and often the governments now instituting ren'wed rillita) adientu-sm espe 
dromestic market does not have the polticians, Between the collapse cramp grovernnsent, Isnot so much a thesepolicies cially In the Soviet Union coupled 
enough capital The only people who of crne aIt encompassing Ideological lack ofunwanted constraint a a jack l-t masaeslong for fairnes and with the convenience of seeing a mar 
knowsanything about running things sygoemand the Lackof an alterniuve of neededIr.atliuUona economic equality And the further bet-democratic system with coornn 
were In the old nomenklatura t2r eculan - or reloia - order, lie Mr Vsclav Klaus. the Innovative the proes of transiformation Its. inechasams and reflexes extended. 
nets governients do not want to 1,000'ated and feuds which only C.echsclovak finarnc- Lsineater. Sys the moreacute and the more glaril and so increautiff the likelihood that 
rerd them. but have little choice require mobilution bebaaa mere handful of expert help- will be the gap between those asuire trade will grow and reducing the 
There Is little notion of value of ThIs throws up Lse net knot of era who understand what he wishes and economic of war S that leadtlIons the reall chasnoce Goodness 
assets, and little in the way of bank. problems will the poUticil structures to do Mr Jarek Nuron. the Polish ties the Interest (ineconomic in American theorist Mae West 

ng instlautlons to provide support be stable enoughto provide a bulwart labour minister, hs badto attempt to transfortation) Is bted D( on an observed, hoe nothing to do withit 
Ever) tnloe they ask the question •ponat the econormc shocks. and be construct a clain ofunemployment understanding of the Dew buton a Ths coniig year will test how far 
"Wherv do we go" they are met by to continue the economic tran and social Security offices from hatred of the old - a destructive west can be enlightened in thebitle the 
tht famous Irish answer Don't start oIon'The Yearends with q.overoient scatch, with neitherdomestic blu, motive ' pursuit of self-interest a much deeper 
from here" turmol In Hungary, with Someloss of prints nor experlienced staf They are Mr Po;,v voices the cen-al and more batter tel awaits the newly

Ibis year has marked the end of the the authority of Civic Forum in also facedwith a unique problem a dilemnia of the radicals in eastern orpartly-fret. 
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The Gulf Isn't the Only Crisis
 

SBy Sam Nunn 

WASHINGTON 
ice Aug. 2, our attention 

to events beyond our 
borders has been con-
fined largely to the Iraqi
aggression In the Per-
stin Gulf. In recent 

days, our preoc-,ipatio, with lraq has 
be;.n magnified by the debate that 
was triggered by President Buih's 
announcement of new U.S. military 
deployment, to the region. 

However, three othe. ominous for-
eign policy problems - aerous ener-
iy shortfalls in Eastern Europe; w-

vere food shortages in the Soviet 
Union and the chronic Uls of the Mid-
die East - lurk just over the horizon. 
These problems lackak the ImmediacymeicThs rbe, h 
of the gulf crisis but if left unad-
dressed could sw oe 
greater magnitude.Whiie the countries of Eastern Eu-

prices and increased oil output. 

We should urge the Japanese to 
help Eastern Europe with grants and 
low Interest long-term loans, prefera-
bly through international organiza-
lions. This could be a much more 
meaningful Japanese contribution to 
stability than sending a few thousand 
Japanese troops to the Middle East. 

As for the likelihood of serious food 
shortages in the Soviet Union, here is 
how a leading Soviet economic expert
describes the domestic economic sit-
uation: "The market has crllaptd, 
the budget daifti is dreadful.., mon-
etary circulation and the financial 
system are on the brink of complete
disaster." Against this gloomy back-
drop, much of the fall harve.i has 
been lost because of bad weather, 

orage and inadequatepoor transportationand processing facilities, 
More e p e fles. 
oreoverualy wothle, amevirtually worthless farmersare refusig to sell their output to e 

the formalities and deal with the re-

alities 
Waiver, rather than repeal, of the 

Jackson-Vantk amendment would 
keep its sanctions in our arsenal, in 
case Soviet emigration practices take 
aturn for the worse. Meanwhile, such 
U.S. Government programs as Com-
modity Credit Corporation credits, lin-
tended to facilitate the export of U.S. 
agricultural products, would be abLe 
to swing into action. This would help
the American farmer and ,our econ-
omy while providing relief t the So-
vie[ people as they weather s particu-
larly dificult phase of their economic 
transition. 

Second, the Soviet Unionhhs under-
exploited proven oil reserves and In-
adequately explored potentia; oll re-
estates 

cannot be realized quickly.y But it is a 
valuable and ne-ded asset, .nd U.S. 

ns h the e l to 

serves Ths overall ptenlal 

cm pan.-s have he expertde 0odhance current oil extraction and ex-
Whilethe ount-L-sofre rfusin to elplorerounewtothefierede oifthessEaternEu. central Governmeni. Union.rope, including Czechoslovakia, Hun-

gary and Poland, face potentially
crippling energy shortfalls, their tra-
ditmonal supplier, the Soviet Union, is 
suffering its own oil production ard 
energy problems. In addition, Mo-
cow sasIt will soo shift world 
prices and hard currency in I trade 
with former client states, which could 
mean billions In additk..nl fuel costs 
for Eastern EuropeSoviet

These counties had planned to re-
ceive Iraqi oil in payment for past 
sales of Eastern European arms and 
other exporta to Iraq. For the U.S., 
Japan and Western Eumope, the U.N. 
embargo means we will not buy oil 
from Iraq For Czechoslovakia. Hun-
gary and Poland. the embargo means 
these countries will not receive the 04 
Iraq Already owes them 

The world community cannot ne. 
lect Eastern Europe as it struggles to 
overcome an Irpending energy crisis 
that could doom Its quest for market 
economieo and even jeopardize its 
emerging democrAcks. 

In addition to asing the Interna-
tional Monetary Fund and the World 
Bank to Increase assistance to East-
ern Europe. which the Administra-
tion Is doing, I believe Saudi Arabia 
and our other friends among the oil 
producing states should be called 
upon to help. This should not pose an 
undue burden to the oil producers, 
Saudi Arabia alone has already real-
Ized a windfall profit of about $16 
billion to $20 billion from higher oil 

Sam Nunn. Democrat of Georgia, is 
charirmn of the Senate Armed Serv-
ices Commilite. 

Eastern 
Europe has 

i the 
n i 

Union 
no fo ... 
r 

Should we help the Soviet people 
overcome a potential crisis of food 
supply as they struggle to move from 
a command to a market economy, 
from dictatorial one-party rule to rep-
resentative democracy? The answer 
Is yes: Chaos in a nation that pos-
5eases 10,000 nuclear weapons Is not 
In our national security interests 

Two measures would help us as 
well as the Soviet Union. We should 
bring the recently Initialed U.S.-Sovi-
et trade agreement into force and 
waive the Jackson-Vanik amend 
ment, which denies the Soviets most-
favored nation treatment and U.S. 
Government credits. The President 
has said he would not Initiate waiver 
action until the Soviet Parliament 
passes a suitable law governing emi. 
gration. Though the Parliament has 
not yet done this, Soviet emigration to 
Israel and other countries is booming. 
Free emigration is why the Jackson-
Vanlk amendment was originally 
passed. President Bush should forget 

The bottom line here i& an ex.
change of the Soviet Union's energy 
resources for our agricultural prod
ucts. To make this happen, we need to 
clear away outmoded legal and bu
reaucrawic oustaoed thahndbua 
our businessmen and farmers and 
needlessly complicate such logical,
mutually bneficial deals. 

The third problem is the stability of 
the Middle East after the gulf crisis. 
There are four factors tbist predate 
the current crisis and exist ir,-pend-
ently from it, but which make it more 
complex and dangerous: the wide 
gap between the have and have-not 
Arab states; the Arab population 
boon throughout the region; the lrck 
of democracy in Arab states as well 
as a lack of regional economic coop-
eration among the Arab countries, 
and the Arab-Israeli conflictL 

Taken together, the problems 
make difficult the possibility of 
peaceful economic and political de-
velopment within and among Arab 
states. The per capita gross national 
product in the region vanes from 
more than $10,000 in the richest court-
tries to under $1,000 in the poorest, 
wiln the bulk of the population Living 
in the poorer countries. 

A pr.sent Arab population of some-
thing over 200 million could swell to 
some 500 million by the year 2025, 
placing unprecedented demands on 
limited resources, including water,
And at the moment there maneither a 
genuine working democracy among 
the Arab countries nor any signifl-
cant regional economic cooperation 
among them. Interrelated problems 

of this magnitude defy easy solution. 

There is an encouragina historical 
precedent, however. 

In the late IM40's. the United States 
responded to economic stagnation In 
Western Europe with the Marshall 
Plan, which offered economic assist
ance once the European countries 
developed a common plan for eco
nomic recovery. Despite the obvious 
differences between postwar Europe 
and today's Middle East. the Arab 
countries need to think in terms o1 a 
similar area-wide approach, fiLnncW. 
primarily by the region s oil export
ing countries. 

Regional cooperation should help to
cgeonalationsu dvapt 

ease dopa res an vra 
economic disparties among Arab

which taken together with theabsence of democratic governmentbec•fdmcrtcgvrmn 
contain the seeds of desperation and 
confrontation. The United States and w tother democracis sould work with 

countrieviestofcotheieEleMiddlheMiststtoassist their transition to genuinely 

.e
 
Arab states 
nee 

d 
rreform . 

representative 3overnme.L 
Regional stability cannot be
 

achieved, however, without settle
ment of the Arab-Israeli conflict 'Is
 
is no time for high-profile izutlatives
 
that could exacerbate tensions be
tween the Israelis and Arabs. But at 
some point the conflict will have to be 
settled through negotiations. Left un
attended, the Arab-Israeli problem
polarizes and radicalizes the peoples 
of the region. It provides cover for 
milliarusation and military rule in the 
area. It fuels an ever more lethal 
regional arms race. 

This problem is distinct from the 
gulf crisis created by Saddam Hus
sein Yet out of the current crisis 
could come a coalition of Arab na
tions willing to pursue peac directly
with Israel. The goal of quiet ind 
creative U.S. diplomacy should be to 
facilitate renewal and success of the 
peace process, in !ie light of chang-
Ing Middle East realitles. Benign neg
feet is not an acceptable option. 0 
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Jim Hoagland 

Only a Partial Victory in Eastern Europe
 
. When East G-many disappeared yesterday, 

so did a protetted market for Czechoslovakia'& 
aging and inefficient industries. Unification 
snuffed out 400 government-to-gcovernment 
trade contracts that had forced shoddy goods oa 
captive cosumenrs in Fast Germany. 

The .orimer Soviet satellites of Eastern Eu-
rope are finding the economics of liberation 
expensive and pain:l-even threatening their 
Woes Abui e n Gcrhes tiedt theegleteis repc i 

absorbs the N,
West..As thePersian Gulf crisis 

inengwleco mnity'goifct ofdresourc-ofte enltkerevolutionaries who broke the Soviet empire. 

es elc srplcnlrfctino h e-gorfc to of heg nl 
Conserveavesatdlbr.,lkehave , the revolionarieswho broke 

Eoneativsanp eris edvet thescurrenicyt psed 
mov upior of ,a ,tEr on to 

inultiply. The certainty on the right that ie 
irresistible force of 'Western values" cracked 
thSoviet empire is matched ontceor the lft by 

assurances that it was all the work of Mikhail 
Gorbac.cv. Only the people who did the work 
are l.1t out of such self-serving equations. 

"Fre%-j.im did not come to Eatern Europe as a 
gift from Moscow or Washungton." writes journal-
at William Echikson inAnimportant new book on 
the 1989 revolutions. "LAghting the Night." "It 
,Owfrom more than 40 years o istruggle m 

daily. gruding struggle against a corrupt and evil hearing and help from the Bush administration. 

system." E4 Europeans 'exposed communism's "The disintegration of Comecon and the Warsaw 
fraud and brought about its collapse.* Pact is a dream come true for us. But it could 

They now pay the price of their success. Few become a nightmare if people decide after a 
tears are being shed over the collapse of the year or two that things have aottmi worse 

Soviet trade bloc Comeron, which w.a "a planned instead of better." 

exchange of obsolete goods and Inefficiency."
in It is hard to believe that life ccnuld e worse 

he Soviet em e."the Sswap 
the words of Jiri Dienatbier, Czechoslovakila'a 

roteow 
it was at least a system that allowed barter Irade. 
Eastern Europe is now sliding into a dangerous 
limbo marked by the lack of any iLstauung 
structure for international trade. 

-We must now fight niarginalization as we 
once fought the dictators," said onr of the East 
European officials who have come in a steady 

foreignminier.Butanrottenasthesysemwas, 


trickle to Wahington in recent dayi, seeking a 

than it was under the Staliiists thrown out by 
the people of Poland, Hungary. Czechcii:ovakia, 
Bulgara-and to a lesber extent ,,onwrna. But 
the Persian Gulf crisis could help make it seem 

that way to populations that are going to wee oil 
prices rise anid oil supplies drop Jiramatically
because their governmentr ,retoo short of hard 

to pay for imported oil. 
The barter deals that enabled the sa.'llites to 

second-rate goods aniong the:nselves and 
to the Soviet Union oil supplies end with 

to n rove r eon for 
lbration. Moreover, barter agrem 

Iraqi oil-made directly or through the Soviet 
Union, whic. had sent wepons t3 Saddam 
Hussein foroil and then re-exported the oil to 
Eastern Europ--have collipsed because of the 
international econumic sanctioa. 

Visiting East European leaders, such as Bul-
garia's appealing new presideno. Zhelyu Zhelev, 
report that they get a sympathetic hearing from 

U.S. officials but no promises of increased help. 
Zhelev. an intellectual who is fighting to keep 
Bulgaria from falling back under the control of 
local Communists. almost got crowded off Presi
dent Bush's Persian Gulf-dominated schedule 1uW 
week. but finally did make it into t.Se Oval Office. 

The Bush administration continues to nudge 
the ex-satellite nations seeking financial and 
trade support toward Western Europe. Until 
now, this has been a matter of political priority 
as well as budgetary prudence. The Bush White 
House consciously set the absorption of East 
Germpaiy into the West as its major priority in 
Europe aid left the rest of Eastern Europe to 
follow inthe wake of the German ship of state. 

Unification has now been achieved on the 
terms the administration sought. It is tune for 
Washington and the European Community oloo 
agai aw hat and neo sow t toelt 
agaotat what can be done to the ex-satetete 
nations that they too fit into the long-term per
spective of a p osperous, secure Europe. 

Only a partial victory Wasbeen achieved in 
Eastern Europe. It need not-must not-be 
eopardized by the commitment the Persian Gulf 

demands now. The people of Eastern Europe 
have shown th.- with them a little attention and 
help go a long way. 

http:Fre%-j.im
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ThE ASHITM POW -

Jeffrey Sachs 

Electoral Tremors 'in Poland
 
The Polish election results last Sunday 

were an enormous jot to the country. As 
expected, Poland's charismatic leader Lech 
Walesa came in first, though with less than 
half the votes. Shockingly. Prime Minister 
Tadeu-z Mazowieckiu-who had secured 
Poland's horders in a historic treaty with 
Germany, and whose economic team b,'n 
set in motion the moot far-reaching pro-
gram of economic reforn in Eastern Eu-
rope-waA sent teahumiliating third-place
finish, coming in well behind an unknown 
Polish-emigre businesmin, Stanislaw 
Tymi.uki. Walet is the heavy favorite
against Tymins in the runoff elections in 
two weeks, 

Mazowiecki's defeat was apainful end to 
a task that was surely thankless from te 
beginning. As the region's first non-Communist prime minister, Mszowiecld 

hented~~~~~ ~tcan hteilainrerated ~ a hypenlationry, chaotic econo. 
my that was the worst in Eastern Erpe
He showed remarkable courage in support-

and Canadian extremist politics- went far
beyond Walesa, telling the struggling fami-
lies in rural Poland that Matowiecki ws 
turning the Poles into the 'white slave" of 
Europe. 

Many of Masowieol's suporters are 
frightened that the election results signal
the country's descent into an orgy Ofpopt-
li -.one ofthe pivotalmoments i, (though the odds are very kxW catch himPoland'? history. Thiz conclusion is under- inthe second round. 

in th antemo uoe vni 
primeminis ,1918she many thre. vntomitwhen many ininthe ti-Cormunit 


atandable from embittered Mazowiecki loy-
alipts, -_,tIt is surely too glib. There Isan 
excellent chance that Waless is right when 
he maintains that his rem:r.,,able political
instincts will actually be the key to keeping
the reforms on track. 

Without doubt, Walem's goal isthe 
as Mazowiecki's-o capitalist Pcisnd with-

November 28, 1990
 

Not that the risks am'ent present for a
popuhatic explosion. Iromially. if Mato
wiecki'a supporters fai to rally quckJy to 
WAle.. Waleu may be forced to retrt 
into political deals will more extremist or 
desperate parts of the society. IfTyminaldi
continues hitremarkable political ascent, 
he could pus; Walesa intoa or or even 

The West ,hould be teady to respond
with vigorous support to a Walesa presi
dency. Of rourse, Western v.rernments 
should start by making clear that they have 
no time for popubst dead ends in Poland 
But it iseven more important that Western 
leaders make clear to Welesa and to the 
Polsh people that the West will hep to 

th at Pond'brae pay off: bythat Poland's brave reformso m r

ensuir 

ing the tough economic reforms of his speaking clearly about the need for acapl- by promising tut if Poland remains stablefinance minister, Leszek Balcerowics: 
Thereforms lhhypernfletion created s ae t e 


rency and established free markets and 
hundreds of thousands of new rrivate t-
nesses in the fc.-merly planned ecooomy.
But the sudden switch to a market econo-
my also raised profound anxieties, asmost
households throughout Poland wonered 
whether they would be able to stay
afloat-much less prosper-lin the ne= 
sytem. 

The anxieties gave root to feverih aid
often extravagant fears that have gripped
the Polish society this year. Mazowiecld, a
lackluster communicator, was unable to 
combat these fears, and they contributed 
to his electoral debacle. 7here has been a 
persistent-and totally erroneous-fom. 
cast of a 20 percent unemployment rate,
though the unemployment rate now stids 
at 5.5 percent, les than in the United 
States Similarly, fears of plummeting
take-home pay abound, though the average
industrial worker earned $131 per month 
in October 1990 compared with $106 per
month inOctober 1987. 

Waleu sensed these deep fears through
out the country early in the year, and with 
his deft political touch harnessed them into
political support on his way to the first
place finish Sunday. Rather than defending
the government's tough economic pol
cies-as Mazowiecki had counted on-
Walesmcriticized the government a insen
sitive to the common man's inacirity and
argued that only with hirnbelf a president
would the Polish society stay the course of 
change. Tyminki-who to this date re
mains a shadowy figure with reported cor-
tact& to Ubya,the Polih Communist Party 

movement were fliting with the ke Poland's access to Western marrectodth14lllninoen
ofa kets for Polish exports, by finallyarranging
movenuenst fmrket ecotnom, W alth WiES a reduction of the $44 billion in foreignc st market econy, Wales w debt run up by the Communist regime, and 
talist system based upon private owner- and democratic it can look forward to full

ip. And more to the point, Walk 's membership in the European Communitycrmpaign aides have made clear-st the by he end of this decAde. 
coat o votes lost to Tyminsk-that they
expect to keep Balcerowics in the job of Th writer, a Harvardeconomia 
chief Walesa gov. Professor, i an adrim on Pol" aeconomic manager in s 

economic rrbnm. 

L ' "* " 
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Less Pain, More Gain for the East Bloc 
By C1 ARU WOLr Jl. 

It Is widely believed that the transi 
tional costs of transforming the command 
economies of Eastern Europe, the Soviet 
Union and China tnto market economies 
will be extremely high, as well as pro, 
tractd. This belief is what Is behind the 
headlints announcing "economic crashes" 
in East Europe or "slow change" that is to 
come there. But this assessment s flawed 
by%a fundamental measurement error. In 
fact. the costs and pain of the transition 
are likely io be considerably less than is 
usually presumed, provided the transfor-
mation is comprehensive and aggressve. 

The error arises from comparing real 
levels of output, employment and prices in 
the post-transformation market environ. 
ment with spurious recorded levels of theprior colmmand enviroruh-ni For exam-

pie. it is said that Polan: s gross national 
product has declined by 16'c. isnemploy-prout has isetohne m na. nlioy-
rint hasrisen to one million and inflatin 
has risen by 35' more than wagez since 
Poland's '-crash" economic prograr was 
initiated in January. Similar or greater 
disrupituns have been forecast by Presi-
dent Gorbachev and Prune Minister Niko-
lai Ryzhkov If "radical" restructuring 
were to proceed In the Soviet Union. 

All of theso figres are wde of the 

Wrong Comparison 
In a non-markel system, like that of the 

Soviet Union or Poland prior to 1990, re-
corded output is typically overestimated 
due to several factors. The first is failure 
to allow for deterioration In product qual-
ity that predictably occurs when an enter 
prise's performance depends on meeting 
quantitative norms rather than producing 
net market value. The second is inclusion 
of physical. but valueless, output. That 
translates, for example, Into shoes that 
consumers won't buy, or bulldozers that 
are too hazardous to use and too costly to 
fix. The third is fraudulent reporting-the 
padding of reported data (pripiski i-to 
meei or exceed norms and data manipula. 
tlion for propaganda purposes. 

Such factors probably account for over. 
estunates of at least 2517,Inrecorded gross 
national product In the Soviet Union and 
other non-market systems. East Ger. 
many's per-person GNP In 1987was esti. 
mated- by Western organizations that aim 
for objectivity such as the Central Intell. 

genre Agency and the World Bank-at 8817c prices and wages to costs and productiv, 
of West Germany's More accurate recent 
estimates suggest a figure of le,.% than 
0, . 

Similarly, comparisons between post. 
transformation and pre-transfortatlon un-
employment are misleading because they 
are based on unemployment that isvisible 
in the market economy. but do not ?.llow 
for the make-work, featherbedding and 
pay-, ithout-produc unemployment that is 
hdder in tlhepre-transformation, non-mar-
ke system. The realities are suggested by 
the familiar Soviet joke: "We pretend to 
work, and they pretend to pay us." 

Finally, It Is misleading to compare 
post-transformation "inflation" with pre-

Ity.
Privatization, legal protection of prop-

erty rights and breakup of state monopo-
lies. to provide entrepreneurial and labor 
Incentives that reflect changing market 
prices.

A social "safety nt" that protects those 
who may Lbcome unempleyed as transfor. 

ration proceeds. 
Currency convertibIlIty, to link the 

transforming economy to the world econ. 
omy and to competition in international 
markets. 

Many economists have focused on one 
or another of these elements to the near 
exclusion of the rest. But the truth isthese 

It is true the Poles are sufleing. But the real eco. 

value of Polaid's current GNP probablyequals or"omi"
prvertibility 

'\exceeds that of the por command system. 
mutually supporiing and In-transformation's apparent price stability. elemeits are 

con- - teractive: The first two create the macro-Transformation to a market system 
verts inflation that typically has been "hid-
den" in the non-market system-but that 
has reflected in long and uncertain queues, 

well as declining product quality-into 
"visibleprice Increases In the market re-
gime. The truth is that the "Inflation" that 
is blamd on new reguies isreally the leg-
acy of the old communist governments. 

In the same way other economic trou-
bles that weigh heavy on the reforming na. 
tions' current political iaders are what 
they have Inherited rather than what they 
have created. We read reports of Polind's 
dire economic state daily. It Is true the 
Poles are suffern. But the real economic 
value of Poland's current GNP probably 
equals or exceeds 'hat of the prior non-
market, command system. 

Althuigh the usual estimates exagger 
ate the transitional costs associated with 
transformation to a market system, the 
challenge of effectively transforming com-
mand economies to market economies re 
mains formidable- formidable but tr-acta-
ble. Tractability depends on Implementing 
jointly a package of six elements. 

Monetary reform, to ensure control of 
credit and the money supply. 

Fiscal control, to assure budgetary bal-
ance and to limit monetization of a budget 
deficit If one arises. 

Price and wage deregulation, to link 

economic environment that enables the in. 
centive mchanisms of the other elements 
to move resources toward more efficient 
uses. Each of the six elements is less likely 
to be effective without the reciprocal sup-
port provided by the other elements. 

For example, If prices are deregulated 
without simultaneously establishing control 
of the money supply and Imposing fiscal 
restraint, Inflation and inconvertibility v'Jl 
result, if, as InPoland, both monetary and 
budgetary control are established, prices 
freed and convertibility introduced but pri-

vatization and the breakup of state mo-
nopolies are deferred, the transformation's 
effectiveness will be Impaired. And without 
the necessary social safety net, the other 
measures may create afear of widespread 
unemployment, social stress and political 
Instability 

Trying to transform a non-tnarkel sys. 
tem to a market system without the syn. 
ergy provided by all six elements is like 
trying to swim with one nrn and leg 
rhther than two of each. 

Mr. Gorbachev's current attempt to 
combine the Ryzahkov and Shatalin plans 
scores poorly when viewed In this light. 
Controls would remain on prices of essen
tial consumer goods, basic commodities 
such as oil and gas, and other key goods 
and services, such as transportation and 

communications. Budgetary spending 
would be curtailed, but subsidies for many 
enterprises would be maintained. State en. 
terprises are intended to be privatized, but 
no timetable or operational plan for doing 
so isestablished. Convertibility of the ru
ble is to be "gradual," without any indica. 
tion of when or how. 
Poland's Missing Unk 

By way of contrast, Poland's efforts at 
systemic transformation have been much 
more far-reaching than what is planned in 
the Soviet Union. Yet even Poland's 
changes have been insufficiently inclusive. 
On the positive side, fiscal discipline has 
been imposed and the budget deficit has 
been reduced to 1r7,of GNP from approxi. 
mate______._Monetary._ds____ne__asbeenmately W1.Monetary discipline has been 
encouraged by separating the Central 
Bank from the Treasury. Ninety percent of 
all prices have been decontrolled, and con. 

of the zloty has been maintained 
at a stable rate since January, with ex
ports increasing. hard-currency imports 
der ning, and a resuldgurade surplus o 
more than 2 billion. 

These are significant accomplishments.
but they are not sufficient. To date, the 
Pol .shave only partially privatized. They 
have deferred the breaking up of stale mo
nopolies and delayed the wage reform nec. 
essary to create proper incentives for 
workers and managers. Hence, supply re
sponses and sectoral resource reallocations 
have been inhibited, and output, employ. 
ment, and Inflation have suffered. 

Still. If transformation to a market sys
costs are lower than is commonly as

sumed, why has progress been lacking ias 
In the Soviet Union), or limited ias in Po
land)? 

The question is genuinely puzzling. Part 
of the answer may be that many members 
of the unusually diverse corus of ex-corn
munists, socialists, social democrats and 
erstwhile central planners, who intone free 
market rhetoric, are often decidedly am. 
bivalent about the desirability of real 
transformation. They seek reasons or ex. 
cuses for delaying and temporizing. even 
while solemnly acknowledging the neces. 
sity for eventual systemic change. 

Mr. Wolf isdean of the RAND Graduate 
School and director of RAVD Corporation 
research in international econorics. 
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RESPONSES BY THE PRESIDENT
 
TO QUESTIONS SUBMITTED BY
 

ELJMERURIO (CHILE)
 
ESTADO DE SAO PAULO (BRAZIL)
 
ELI (URUGUAY)
 
LA NACION (ARGENTINA) 
EL AIQ (VENEZUELA) 

November 30, 1990 

Q: In the relations between the United States and
 
Chile what are the main items that you would like to see resolved
 
and in what manner?
 

THE PRESIDENT: More than anything else, I would like
 
to convey to the Chilean people my most heartfelt congratulations
 
and support for their transition to civilian democracy. It is a
 
transition which was fraught with difficulties and challenges,
 
but the people of Chile have carried it off with great courage,
 
intelligence and dignity. Those of us who hoped and worked for
 
this objective feel that the democratic ideal throughout the
 
world has been enhanced )y Chile's example. Equally important,
 
Chile has managed to bring about its democratic transition
 
without undermining the economic progress that it has made in
 
recent years.
 

It is important to keep this larger context in mind as
 
we look at specific items on our bilateral agenda. It is no
 
secret that our agenda during the first months of President
 
Aylwin's term has been dominated by issues left over from the
 
past, principally by the questions of restoration of GSP to
 
Chile, and a framework for settlement of the issues generated by
 
the Letelier case.
 

Many Chileans have felt frustration or even irritation
 
about the slowness with which these questions have been resolved.
 
All I can say is that in democracies, things don't move as fast
 
as they do under other systems; that is the price we pay for
 
consultation and deliberation. The reassuring thing is that
 
decisions do get made, however. I am happy that we have been
 
able to begin the process of restoring GSP to Chile, and that the
 
Chilean Congress has passed the "Cumplido" Law transferring
 
jurisdiction over tle Letelier case from military to civilian
 
coui.ts. This will m.ke it possible to eliminate restrictions on
 
defense cooperation, something we want to do.
 

Q: How do you plan to implement the Enterprise for the
 
Americas l.:itiative, especially concerning trade, since you have
 
a mainly Democratic Congress with protectionist attitudes and no
 
trade agreement has been reached in Uruguay Round GATT talks?
 
How will you address both issues? How do you expect Latin
 
America to believe in a free market economy if measures are taken
 
in the U.S. Congress to protect your economy?
 

.THE PRESIDENT: The short answer to your question is
 
that we have to work hard to get the results we want anJ believe
 
are right, which will provide economic growth for both the United
 
States and our hemispheric partners. We need our Congress to
 
approve legislation for certain parts of the Enterprise for the
 
Americas. This includes legislation for the restructuring of
 
official debt, and for the investment fund we would like to see
 
in the Inter-American Development Bank. Fortunately, the
 
reaction in the Congress to the Enterprise initiative has been
 
very positive, which pleases me enormously. We have already
 
succeeded in getting one piece of the Enterprise legislation
 
passed through our Congress, regarding P.L.-480 debt, despite our
 

- more 
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budget problems and the "crunch" of legislation that we always
face at the end of a legislati-ve term. 
We are taking steps to
implement this legislation and we are prepared to enter into
negotiations with countries eligible under the legislation to
reduce their P.L. 480 debt.
 

You have my commitment that I will be back to the
Congress when it reconvenes in January, 1991, seeking passage of
the other portions of the Enterprise legislation. 
I feel
confident that a bipartisan spirit will prevail, because I am
convinced that the vast majority of the members of Congress
recognize the mutual benefits such an agreement could bring, and
support good relations between the United States and our partners
in this hemisphere. This is
pressures do not exist. 
not to say that protectionist


They do in 
our Congress,
all legislatures of democratic countries. 
as they do in
 

I have used my veto
power (for example with the textile bill earlier this year) to
prevent protectionist pressures at home from hurting our economy
or damaging important foreign policy interests.
 

The other point you touched on 
is the Uruguay Round.
rant you to know that I am making every effort to insure that
these talks produce an outcome that results in expanding world
trade substantially. 
 Our position is clear 
-- wesuccessful conciusion to the Uruguay Round 
all need a
 

markets worldwide. one that opens
I am glad that other countries in this
hemisphere share this view and have worked hard to bring it
about. 
 We look forward to working closely with Chile and other
trading nations to achieve good market opening agreements and
substantiai agricultural reforms.
 

Q: Mr. President, i.-any Brazilians think that the
prospect of better relations between Brazil and the United States
that emerged from your personal contacts with President Collor
earlier this year are fading under the difficulties of new trade
frictions and the old debt problem.
questions in this regard: 
I would like to ask you two
Your government his recently joined
the other G-7 members in demanding tihat Brazil "resolve its debt
arrears problem with the commercial banks" before any further
long term financial agreements 
can be negotiated. 
 The Brazilian
government argues that this approach is not acceptable because it
would compromise thi 
 market oriented economic stabilization
progra:a that you have endorsed. 
 The issue is likely to be
central to your talks in Brasilia. 
How will you deal with it?
 

THE PRESIDENT: 
 You've posed a very complex question,
and I will try to do it justice. 
 In the first place, I would
like to tell you that I have the highest respect for President
Collor and what he is trying to do to reform and modernize the
economy of Brazil. 
 To bring about such dramatic change in a huge
country like Brazil, which has more than 150 million people,
deserves respect and admiration.
 

Our relations with Brazil
appreciation that we 
are based on the solid
share a common commitment to democratic
civilian rule and economic prosperity for our citizens.
such large, competitive, and varied economies as 

With
 
those of the
United States and Brazil, there will always be some trade
frictions. 
What most of you may not realize is the progress we
have made in addressing these trade issues. 
 As other problems
crop up, they will need to be worked on. I am
President, the United States will 

As long as

seek to address these problems
in a spirit of creative problem-solving.
 

With regard to your question about Brazil's debt, the
United States is eager to 
see a long-term solution that is
consistent with the international debt strategy, and will give
Brazil the opportunity to grow and trade itz way to economic
health. This is 
a process of negotiation, and has to be seen as
such. 
While I will waist to discuss this issue with President
Collor, I do not 
see it as

This is 

"central" to my discussions in Brazil.
one of many issues we will want to discuss, with the goal
of understanding each other's position well and looking for ways
to advance common objectives.
 

- more 
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Q: The United States has proposed a framework trade
 
agreement to Brazil and three other South American nations. But
 
has rejected a Brazilian proposal to discuss such an important
 
issue aa the access to advanced U.S. technology in the context of
 
the agreement. Why? Is it a commercial problem or a security
 
related problem?
 

THE PRESIDENT: First of all, I must point out that the
 
inspiration for doing a five-country framework agreement came
 
from Brazil, Argentina, Uruguay, and Paraguay. Much as i might
 
like to claim credit for this innovative suggestion, I cannot; it
 
came from South America. We were pleased to move forward on this
 
suggestion because it clearly advances the goals of regional and
 
hemispheric economic integration that are at the heart of the
 
Enterprise for the Americas proposal.
 

Second, I think you may be reading more into our
 
position than there really is. The framework agreements we have
 
negotiated with other countries are directed at trade and
 
investment. There is plenty that we can do and need to do in
 
these areas. While we are indeed willing to talk about trade
related technology questions, we were concerned that if we tried
 
to do too much, we would end up with a structure that was too
 
difficult to manage. There's a saying in English which says
 
"Don't bite off more than you can chew;" I understand there is a
 
similar phrase in Spanish, which says "El que mucho abarca, poco
 
aprieta." We want the framework agreements to wrork on difficult
 
issues, but not to have them solve &U the issues.
 

Q: Mr. President, in Latin America there are numerous
 
questions about the motives and objectives that led you to launch
 
the Enterprise for the Americas Initiative. Would you explain
 
your view of Latin America today, the motives that brought you to
 
propose the Initiative and, if you could be more specific, in
 
what fields and during what time period do you expect the most
 
important aspects of the Initiative to be achieved?
 

THE PRESIDENT: With regard to this hemisphere, the
 
first year of my administration was devoted largely to two
 
subjects: restoration of democracy in Central America and the war
 
on drugs.
 

With the triumph of democracy in Nicaragua, the end of
 
dictatorship in Panama, and with the drug strategy launched, I
 
became convinced that the United States needed to take a longer
range look at relations in this hemisphere. In part, I was also
 
reacting to concerns expressed to me by the region's leaders, who
 
told me they worried that the amazing events in Central and
 
Eastern Europe would cause us to forget this hemisphere, and
 
devote all our resources to Europe.
 

I gave these Latin American and Caribbean leaders my
 
commitment that the United States would remain engaged in this
 
hemisFhere. As I told several leaders, the Americas are our
 
common homeland, and we cannot forget this. For this reason, I
 
asked my top economic and policy advisers to examine our policy
 
in the region and give me ideas on innovative approaches the
 
United States could take to complement economic reforms being
 
implemented by Latin American and Caribbean governments.
 

The result of this review was the June 27 Enterprise
 
for the Americas initiative. My goal was to propose a mix of
 
long-term and short-term objectives, covering the areas of trade,
 
investment, debt and the environment. In trade, I set out a
 
challenge -- that we act together to create a free trade area for
 
the entire hemisphere. To get there, we are already working on a
 
free traes agreement with Mexico, and we have signed bilateral
 
framework agreements with Bolivia, Colombia, Ecuador, Chile,
 
Hondura3, and Costa Rica. In response to a suggestion from
 
Brazil, Uruguay, Paraguay, and Argentina, we have agreed to
 
negotiate a multi-country ±ramework agreement.
 

- %,ore
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In the investment area, we suggested creation of new

Inter-American Development Bank programs and an additional multi
lateral investment fund and to improve the hemisphere's

investment potential. We are seeking congrossional approval of
 
funding to contribute to multi-lateral. On debt, we ha-e secured
 
passage through the U.S. Congress of the first element of our
 
package for reducing official debt. As you know, one of the
 
features of this proposal is to use interest paid on the
 
remaining debt stock to fund environmental projects. As soon as
 
the U.S. Congress reconvenes in January, we will be working for
 
passage of the rest of the legislative package.
 

As we look to the future, however, we should not be

doing si in terms of unrealistic deadlines saying that "on such
 
an such a date, all of the region's problems will be solved."
 
What we are offering is a commitment to work actively and
 
creatively with this hemisphere, to consult frequently, and to
 
seek solutions which lead to greater prosperity and well-being

for all, in what we hope will be the world's first "hemisphere of
 
democracy."
 

Q: Uruguay is a tiny country that, despite its
 
important democratic tradition, many times to have been ignored

by the United States. This presidential visit, for example, is
 
the first one in 30 years. What brought Latin Amcrica to your

attention, created an interest in visiting Uruguay and what
 
benefits might Uruguay gain from this new relationship with the
 
U.S.?
 

THE PRESIDENT: It has been too lung since a President
 
of the United States visited Uruguay. President Eisenhower
 
visited Montevideo in 1960, and President Lyndon Johnson made a
 
brief trip to Punta del Este in 1967, I believe.
 

Uruguay may be a small country, but it is one which has

throughout its history played a creative and innovative role in

world affairs. It is also a nation of immigrants, a fact that
 
serves as a point of linkage with the United States. For
 
example, I recently accepted the credentials of your Ambassador
 
to the United States, Eduardo MacGi.lycuddy. Ambassador
 
MacGillycuddy is a distant cousin of 
a United States Senator from
 
Florida, Connie Mack. Ambassador MacGillycuddy's grandfather was
 
a brother of the Philadelphia Phillies' baseball legend by the
 
same name.
 

Let me offer another example. As I mentioned above, we
 
are in the midst of trying to complete the most ambitious trade
 
expansion program in decades. If this effort succeeds, it could
 
expand world trade by $500 billion dollars. It is no accident
 
that this round of world trade talks is called the Uruguay Round,

after the country which served as sponsor for its launching.
 

I ca.i point to other things as well. President Lacalle
 
was the first President of this region to telephone me after I
 
announced the Enterprise for the Anericas initiative on June 27.
 
His support has been a strong stimulus to me to make this
 
proposal work. To make it work, we will need the help of
 
institutions such as the Inter-American Development Bank, which
 
is headed by another Uruguayan, Enrique Iglesias.
 

For all these reasons, I am eager to visit Uruguay, to
 
consult with President Lacalle, and speak to the Uruguayan

Congress. I would not speak only in terms of benefits to Uruguay

from the visit. We are looking for answers that will benefit the
 
whole hemisphere, such as the ones we can derive from a
 
successful Uruguay Round and a free trade area stretching from
 
Alaska to Tierra del Fuego.
 

Q: Argentina is working on the economic integration

with Brazil and other countries in the Southern Cone and, at the
 
same time, has started a process of deep restructuring of its
 
economy and its institutional frame. What is your impression of
 

- more 
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the fact that privatization of two big state corporations (an
 
airline and a telephone company) has been achieved with the
 
participation of American capital, but not of American management
 
or technology?
 

THE PRESIDENT: I think the most important part of your
 
question relates to what is going on in Argentina today.
 
Difficult, sometimes painful, economic choices are being made by
 
President Menem.
 

These choices involve the transformation of very large
 
sectors of the Argentine economy. Like many other leaders of
 
this hemisphere, President Menem is making the difficult choices
 
and implementing economic reform policies to make Argentina more
 
competitive and guarantee the country's long-term economic
 
health. Privatization has played a part in this economic
 
restructuring. As your question noted, instead of continuing to
 
have the economy dominated by an inefficient state apparatus,
 
which has stifled initiative and blocked economic growth, the
 
Government of Argentina has adopted policies aimed at privatizing
 
businesses such as the airline and the telephone company. This
 
has reduced Argentina's debt burden, and brought back to these
 
companies the incentive to compete for investment and for
 
clients. Quite frankly, I believe that good airlines can and
 
should depend on their passengers for their revenues, and not
 
depend on the taxpayers.
 

As for the participation of United States investors -
whether this be in the form of capital, of technology, or of
 
management -- as long as there is a level playing field, and by
 
that I mean that the rules are the same for all investors, I
 
think that rational economic choices will be made. That's what
 
freedom to compete is all about, whether it is in Argentina or
 
Alaska.
 

0: At the final stage of the ruguay Round of GATT,
 
U.S. is standing again against subsidies and all kinds of
 
protectionist trade barriers for agricultural products.
 
Nevertheless, the Government is subsidizing some grain exports,
 
with potential harm for Argentina and other countries in the
 
Hemisphere, and is keeping some tariffs that make difficult tha
 
entrance of products like, for example, Argentine leathers. Is
 
it possible that the Administration could modify these policies
 
in favor of a more consistent attitude wich respect to all forms
 
of protectionism?
 

THE PRESIDENT: I know that the Commerce Department's
 
decision to impose countervailing duties on Argentine leather was
 
unpopular with the leather industry in Argentina. But here are
 
some economic facts: by forbidding the export of hides from
 
Argentina, prices for these hides in Argentina are driven down
 
(because they can only be sold in the domestic market). This
 
means that leather exported from Argentina commerce to other
 
markets, such as the United States, is priced artificially low.
 

Argentina's competitors in the U.S. thought this was
 
unfair, and complained to our authorities. Following a very
 
detailed and open process in accordance with our law, in which
 
the Argentine industry was represented by experienced counsel,
 
the Commerce Department agreed that a subsidy was being provided
 
by virtue of the Argentine government's policy prohibiting the
 
export of hides. This is not an issue where the President of the
 
Unized States can intervene to tip the scales one way or another.
 
The solution is for Argentina to allow exports of hides, so that
 
its leather will be priced according to the forces of the
 
international market.
 

I should not that this has been a longstanding sore
 
point in our bilateral -1lationship. Several years ago, we had
 
negotiated a solution under the Section 301 provision, but
 
because the agreement was not fulfilled by Argentina, U.S.
 
industry felt it had no recourse but to seek relief under U.S.
 
trade laws.
 

- more 
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With regard to wheat, I assume you are referring to the

Export Enhancement Program. This program was designed to keep

U.S. wheat competitively priced with the wheat being sold by

other producers, primarily the European Community. We hope that
 
a successful outcome of the agricultural talks in the Uruguay

Round will make this, and other export subsidy programs,

superfluous.
 

Q: Venezuela has increased its oil production by half
 
a million barrel's daily to help in the Gulf crisis and is opening

its doors again to U.S. private investment in the oil sector.
 
Recently, President Carlos Andres Perez stated that his country

deplored the speculation which was driving o1 prices up and
 
hurting the American consumer. He said it was not in Venezuela's
 
interest, either, to be subject to ups and downs in prices and
 
appealed for a meeting between the major oil producing nations
 
and the leading consumer countries to work out some kind of
 
stabilization program fo-' international oil prices. The U.S. has
 
not reacted to this proposal, made first two months ago.

Although your country supports a market economy, it has joined in
 
stabilization agreements in the past for various products. Would
 
you consider this for oil, especially now that the market has
 
been disrupted by the Gulf crisis and the future well-being of
 
the Gulf nations, as well as other producers such as Venezuela,
 
not to mention various of your own states which produce oil, and
 
are dependent upon a steady and reasonable oil income?
 

THE PRESIDENT: You have posed a detailed question

which requires a detailed reply. In the first place, I must pay

tribute to the extremely positive role that Venezuela, and
 
particu-arly P;7esident Carlos Andres Perez, has played in the
 
months since Iraq invaded Kuwait. He worked hard with Saudi
 
Arabia to insure that members of the Organization of Petroleum
 
Exporting Countries (OPEC) increased supplies to cover the
 
shortfall caused by the loss of Kuwaiti oil and the embargo on
 
Iraqi exports. Venezuela and CAP have been a force for stability

in oil supplies.
 

We have also welcomed President Perez' efforts to
 
prevent wild swings in world oil prices. As he has correctly

pointed out, these are bad for producers, and they are bad for
 
consumers. A recession in the industrialized world will not help

OPEC members such as Venezuela, and far-sighted leaders such as
 
President Perez have been among the first to realize this.
 

I know that Venezuela has suggested convening a meeting

between oil producing countries and oil consumers. Our reaction
 
has been rather guarded. If there ,were an absence of
 
communication between producing countries and consuming

countries, bringing the two sides together might be wcrth
 
studying. In the case of the oil market, however, producers and
 
consumers are talking to each other all the time, sharing

statistics and projections regarding both supply and demand, and
 
doing so in a number of different contexts. These bilateral and
 
other channels are in my opinion working sufficiently well that
 
we do not have to create another formal medium of communication.
 

As for your suggestion for joint action by producers

and consumers to "stabilize" the price, I do not believe this is
 
an idea which is workable. Even if producers and consumers could
 
agree on what a "stable" price should be, and I think this in
 
itself would prove impossible, I have a more fundamental
 
objection. I believe that in geney.al market mechanisms are more
 
efficient and effective, and this includes the market for oil.
 

One final point. I agree with President Perez that we
 
need to increase the production of oil from areas of the world
 
such as Latin America and the Caribbean, in order to diversify

world supplies. I believe that private investment funds are
 
available for this effort, and will go to countries which have
 
hospitable investment climates. There is more thdt we can do in
 
this area, and I look forward to discussing ;his issue with
 
President Perez and his advisers when I am in Caracas.
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Q: Reliable opinion polls in Latin America reveal that
 
people condemn Saddam Hussein but are against the U.S. going to
 
war and favor a diplomatic resolution of the conflict. Will you
 
reject any political settlement in the Gulf?
 

THE PRESIDENT: As you know, I just returned fxom a
 
visit to Saudi Arabia, during which I visited with U.S. forces.
 
So let me try to answer your question in the following way. On
 

August 2, 1990, Saddam Hussein attacked the tiny nation of
 
Kuwait, occupied it with extreme violence, and then announced
 
that Kuwait had ceased to exist -- that it had been incorporated
 
into Iraq. Since August 2, there have been a flood of reliable
 
reports that Iraqi occupation troops have been engaged in a
 
systematic looting of Kuwait, dismantling buildings, seizing
 
assets, and driving private cars back with them to Iraq.
 

The response by the international community has been
 
based on two premises: first, that Iraq has committed naked and
 
unprovoked aggression against Kuwait, and second, that Kuwait's
 
status a! a sovereign state must be restored. The only way that
 
Kuwait's sovereignty can be restored is for the occupying Iraqi
 
troops to leave Kuwait.
 

This position has been embodied in numerous resolutions
 
of the United Nations Security Council. The community of Latin
 
American and Caribbean states spoke out strongly in condemnation
 
of the invasion of Kuwait, and in support of the sanctions that
 
the United Nations imposed. Argentina has sent a force of two
 
ships to the Gulf to cooperate with the multinational force, an
 
action which we applaud.
 

The United States is not eager to see armed conflict in
 
the Gulf. As President, I ordered American forces to the area to
 
block Iraqi aggression, and to support the demands of the
 
incernational community for restoration of Kuwait's sovereignty.
 
We have not rushed to use force, preferring to give the
 
international sanctions a chance to work, and to let the Iraqi
 
leadership see clearly that they have the whole world arrayed
 
against them.
 

However, for the international community's sanctions to
 
be credible, they must be backed up with the possibility of
 
coercion. Those who rule by force frequently understand only the
 
language of force. The United States, acting in concert with
 
countless other countries, has taken actions to insure that
 
Saddam Hussein understands that the international community can
 
indeed use coercion against him if he remains unwilling to
 
understand the voice of reason and diplomacy. Force is not our
 
preferred option, but it is a real option. Our preference is for
 
Saddam Hussein to order his troops out of Kuwait, and thereby
 
make possible the restoration of full Kuwaiti sovereignty.
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THE PRESIDENT: Mr. President of the National Congress;

and Mr. Pres.dent of the Chamber of Deputies; and to our two most
 
articulate speakers, Senator Tito and Deputy Fiuza; and Hr. Acting

President of the Supreme Court; esteemed Papal Nuncio; and members of
 
the diplomatic corps; Mr. Archbishop; Honorable Ministers of State
 
and Governors of the Federal District; and honorable deputies and
 
senators. It is a privilege, it is an honor to join you in this
 
great hall of democracy.
 

My thoughts today could have no better forum than this
 
NaLional Congress -- my words, no better audience than the people of
 
Brazil. We meet at an extraordinary moment in our shared history. A
 
time of serious challenges and important choices that calls for
 
mutual respect, candor and collective will. I'va met with many Latin
 
and Caribbean leaders. And beyond any single issue that wi've
 
discussed, all of us have been galvanized by a new era of hope and
 
opportunity throughout the Americas -- especially here in Brazil.
 

By pioneering bold new economic reforms and consolidating
 
its democracy, Brazil today iE poised to enter the 'lst century an 
a
 
leader among nations. That is a tribute to a leder whose 1riendahip

and vision I value and respect -- a man who represents a new
 
generation of democratic leadership now sweeping across Latin America
 
-- your Oynamic new President, Fernando -nllor do Mello.
 

President Collor has spoken eloquently of Brazil's
 
rightful place at the table of the First World -- and I agree. I
 
believe it is time, in fact, to end the false distinctions between
 
the First World and Third World that have too long limited political

and economic relations in the Americas. Let us instead speak of the
 
New World.
 

This hemiiphere has always found strength in diversity.

After all, here I stand, addressing Portuguese speakers in English,

because of an Italian sailing on behalf of Spain five centuries ago.

What we hold in common transcends borders and translates into any

language. The nations of the Americas all struggled and gained

independence from the old -.ys of the Old World -- ended the
 
injustice of slavery and colonialism -- and built republics of
 
promise and renewal around the dignity and the power of th*
 
individual and the rule of law.
 

Now, a& we approach the 500th anniversary of Columbus'
 
discovery of Americas and the arrival of Cabral's Portuguese fleet in
 
Brazil, this is our moment to chart the course for the New World -- a
 
course of freedom, a course of domocracy, a course of prosperity.

We've all witnessed in wonder the dawn of democracy in Eastern
 
Europe. But in the Americas, we, too, have seen extraordinary
 
political and economic change that is transforming the face of this
 
hemisphere; nowhere more so than right here, no more more so than in
 
the great nation of Brazil. The changes you are carrying out in your
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economy reducing the size of the otate, privatizing enterprises,
 
combating inflation and liberalizing trade, are the keys to growth

and prosperity in the global economy of the 21st century -- whose
 
outlines we already see today. I am here to tell you that you are
 
not only on the right path, but the United States wants you to
 
succeed and supports your efforts every step of the way. I believe
 
that we've just begun to press forward, toward th* real promise of
 
the Americas.
 

Territories may end at borders, but mankind's capacity

for progress knows no bounds. Continents may end at the water's
 
edge, but human potential knows only those limits set by human
 
imagination. The Americas' role in the world is not defined by

geography. It is defined by its people and its ideals. I truly

believe that we are approaching a new dawn in the New World.
 

Our thinking must be bold; our will, resolute. Our
 
challenge now is to hew out of a wilderness uf competing interests a
 
new kind of opportunity in the Americas. To fulfill the New World's
 
destiny, all of the Americas and the Caribbean must embark on a
 
venture 
for the coming century: to create the first fully democratic
 
hemisphere in thi history of mankind. The firct hemisphere devoted
 
to the democratic ideal -- to unleash the power of free people, free
 
elections, and tree markets.
 

Two weeks ago in Czechoslovakia, I spoke to a people that
 
had paid dearly for its freedom. I talked about a new commonwealth
 
of freedom, based on four key principles. This hemisphere already

shares these convictions: an unshakable belief in the dignity and
 
rights of man; the conviction that just government derives its power

from the peopla; the belief that men and women everywhere must be
 
free to enjoy the fruits of their labor; and, four, that the rule of
 
law must govern the conduct of nations. Every nation that joins this
 
commonwealth of froedom advances us one stop closer to a new world
 
order. We must persist until this victory for freedom and democracy
 
is won complotv1y.
 

It is also within our power to make this hemisphere the
 
largest free-.radinV partnership of sovereign nations in the world.
 
From the northern-moet reaches of Canada to the tip of Cape Horn. We
 
see a future where growing opportunity, tht power of technology cnd
 
the benefits of prosperity are developed and shared by all.
 

Change will not come easily. Economies, now dependent on
 
protection and state regulation, must open to competition. The
 
transition, for a time, will be painful. Many in the Americas will
 
have to make serious adjustments to compate with Southeast Asia and
 
to take advantage of the European market after 1992. But we are
 
confident that solutions will be found --- by Brazilians, by

Chileans, by Venezuelans -- by all of the Americas.
 

And the results -- growing economies and sound currencies
 
-- will bring unprecedented prosperity and growth for all our
 
citizens to share. That was the vision of the Enterprise for the
 
Americas Initiative that we announced last June. And Deputy Fiuza, I
 
listened very carefully to your strong speech in this regard. And I
 
thank you for those frank and forceful comments. The initiative
 
calls for a major hemispheric effort to unify the New World in the
 
three key area;, of trade, investment, and debt.
 

In trade, our first priority should be to promote
 
long-term growth. And the most effective first step is the
 
succes"ful conc3,rinon of the Uruguay Round, now in its final stages

in Brussels. An end to export subsidies on agricultural goods and
 
new openings for developing country exports wean new market
 
opportunities and a higher standard of living for the farmer in Para,
 
the textile worker in Santa Catarina, and the engineer in Sao Paulo.
 

But the Uruguay Round and bilateral trade agreements are
 
only first steps. The Southern Cone Common Market, now developing
 
under the leadership of your President and his colleagues in
 
neighboring countries, is another major step toward the world's first
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hemispheric free trade zone.
 

To promote new investment in the Americas, the diad hand
of state control must be lifted. 
 We must allow entrepreneurs the

flexibility to adapt, create, and produce. 
So, as we chart a course
for the future of the New World, let us hold firmly in our minds an
 
unshakable conviction in the importance and benefit of free

enterprise. Let us work together so that any man or woman who wants
 
to launch a new enterprise views the state as an ally, not as an
obstacle 
-- and all who pursue the fruits of the free market 
see
other nations not as threats to sovereignty, but as partners in trade
 
and mutual prosperity.
 

Individuals cannot succeed if government is burdened by
debt. So the third leg of our Enterprise for the Americas Initiative
 
is a comprehensive commitment to work with Brazil and others in Latin

America to restructure U.S. official debt. Our new approach to
official debt will complemen; commercial debt restructuring through

the Brady Plan. I understand the importance to Brazil and, indeed,

to the international financial community of reaching a new and
 
effective agreement on commercial debt. I believe, through your
program of economic reform, you have takvn the first crucial step
tcward that goal. Global capital flows will be vital to your

development, and we are ready 
to assist wherever possible.
 

We've submitted a request to our Congress for the

authority to implement our proposals. But we know that real
 
solutions must involve all of 
us in the Americas. That's why we

envision a permanent partnership between all the nations of the
Americas, to confront challenges that know no borders. 
 We envision a
hemisphere where a collaborative commitment is shared to protect our

environmental legacy. 
 There can be no sustained economic growth

without respect for the environment. 
 That's why the Enterprise for

the Americas Initiative joins environmental protection with bilateral
debt relief -- not 
as a challenge to national sovereignty, not as a

challenge to the sovereignty, in this case of Brazil, 
but as an
 
affirmation of shared international interests.
 

Senator Tito -- and I do appreciate, sir, your using this
podium for a frank exchange here -- talktd about partners in growth,

I believe you said, sir -- partners in growth rather than

shareholders of misery. That 
is what you want, and that is what we
 
want.
 

I encourage Brazil 
and other creditor nations to convert

debt into funds for the environment. The entire world stands in awe
 
of Brazil's unique endowment of wildlife, trees and plants in the
Amazon and the Atlantic rain forests. No nation on Earth -- none -
is as 
rich in flora and fauna, with all of their potential to providw

future medicines and foods, 
arS crops and fibers. Your hosting of

the United Nations Conference on Environment and Development in 1992
places Brazil in 
a position of true global leadership. We hope that
 
conference will mark the culmination of a number of initiatives to
 
protect and wisely utilize the world's resources.
 

We also are challenged to make ours a hemisphere where
sovereign nations are joined in collective determination to eradicate
 
the disease 0i drugs. On this one, the time 
for blame is long over.

We in the United States recognize that we must do more 
to reduce what
 seems to you as insatiable demand. 
 And you understand that the
 
spreading tentacles of the drug trade threaten any democratic
 
society.
 

President Collor has taken a stroitg position against

drugs for the sake of youth in Brazil. I know full well it is a
demand problem as well as a supply problem for my country; and I

pledge the full efforts of my government to continue to dampen

demand. 
There is only one answer to the drug problem in this
 
hemisphere. 
And that is to defeat these narco traffickers who prey
 
on our children -- once and for all.
 

And finally, in this era of great challenges around the
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world, we want the Western Hemisphere to be a model to the world for
 
security, stability, and peace.
 

Together, let us ensure that this hemisphere stands
 
united to prevent the spread of nuclear weapons or new, more
 
dangerous, ballistic missiles anywhere in the world. We hope that
 
all countries in this heminphere will follow Brazil's and Argentina's
 
recent decision to bring the nonproliferation treaty, Tlatelolco,
 
into force. I want to applaud, as many other nations have done, the
 
recent announcement by Brazil and Argentina that together they will
 
ensure that no nuclear program in their countries is used for
 
anything but peaceful purposeE. We applaud your decision to move
 
forward on full-scope nuclear safeguards.
 

But your leadership today goes beyond this hemi3phere.
 
Just es Brazil made valiant contributions to the cause of freedom in
 
World War II, you were among the very first to implement the
 
sanctions against Iraq. I realize the sacrifices that Saddam's
 
brutality has caused this nation and its people -- has caused many
 
nations around the world. In this country, I was told this morning,
 
the impact -- $5 billion in higher oil prices alone for one year -
$5 billion to your economy, struggling to move forward, because of
 
the brutality and ths aggression of Saddam Hussain. In
 
Czechoslovakia, a country that knows about aggression, Vaclav Havel
 
told me, $1.5 billion just because of the aggression of Saddam
 
Hussein. I salute your leadership in the world's community and
 
united stand against Iraq's aggression and in defense of the rule of
 
law.
 

Our nations, long ago, achieved independence from the Old
 
World. And so now let us work toward a new declaration of
 
interdependence among the American nations of the Now World, If, as
 
Jose Bonifacio once said, "Brazilians are enthusiasts of a beautiful
 
ideal," let us not limit the New World's potential with old thinking.
 
After the half millsnnium we've had in this hemisphere to form our
 
nations and find our way, let the nations of the Americas now fulfill
 
their common potential.
 

Standing on this central plateau, soon to be the seat of
 
great decisions, President Kubitachek said this: "I look once again
 
at the future of my country and see this dawn with unyielding f&ith
 
and unlimited confidence in its great destiny."
 

My friends, our neighbors, let the new dawn coae to
 
Srazil and to the New World, and let us fulfill the promise of these
 
great lands.
 

Thank you very much. And may God bless the people of
 
Brazil. Thank you very, very much. (Applause.)
 

END 11:50 A.M. (L)
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The Enterprise for the Americas Initiative:
 
Issues for Congress


by Nina Sorzil'ilno and 130tsy Cody 

SUMLARY 

On June 27, 1990, President Bush announced a new 3-pronged U.S. approach 
to help resolve the economic problems of Latin America. This approach had debt, 
trade, and investment components. Dubbed the "Enterprise for the Americas 
Initiative," the plan calls for the United States to: negotiate arrangements with 
selected Latin American and Caribbean countries to reduce their official debt to the 
United States, which totals about $12 billion, and make funds available through this 
restructuring for environmental programs; (2) stimulate private investment; and (3) 
take steps to promote extensive trade liberalization with the goal of establishing free 
trade throughout the Western Hemisphere. 

As announced, the plan calls for immediate action on the debt reduction and 
investment promotion measures. I.n-er the official debt reduction propo3al, the 
Administration would seek authority to reduce the pr~ncipal on and to restructure 
concessional (i.e., below market interest rate) loans made by the Agency for 
International Development (AID) and the P.L. 480 Food for Peace program to Latin 
America and the Caribbean. (These loans total about $7 billion.) It would condition 
reductions on a recipient's adoption of strong economic reform programs. The United 
States would accept interest payments on restructured loans in local currency, which 
would be placed in trusts to support environmental projects. The Administration 
would also seek authority to Bell a portion of outstanding bilateral commercial credits 
under Export-Import (Exim) Bank and Commodity Credit Corporation (CCC) 
programs to finance debt-for-equity and debt-for-nature swaps. Under the investment 
proposals, the United States would encourage the establishment of two new programs 
to be handled by the Inter-American Development Bank (IDB) to reinforce private 
sector investment and lending, including the creation of an Enterprise for the 
Americas Investment Fund with an initial U.S. contribution of $500 million over 5 
years. 

The longer term trade measures are potentially the initiative's most important 
aspect; if implemented, they could result in a restructuring of important economic 
sectors throughout the hemisphere. The Administration's ultimate goal is the 
establishment of a free trade area throughout the hemisphere, but many analysts 
view that as years away, if not utopian. In the shorter run, the Administration's 
plan will also encourage trade liberalization through other means. 

The 101st Congress passed legislation (S. 2830) authorizing the President to 
negotiate official debt reduction agreements for P.L. 480 loans. Similar legislation 
(H.R. 5855) covering AID loans passed the House, but was never considered in the 
Senate. (See Legislation for details.) The Bush Administration is expected to ask 
for reconsideration of its full official debt reduction and investment proposal in the 
102nd Congress. 
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Potential Issues for Congress 

Short-run Issues 

Should the United States Reduce Official Debt? Trt. Bush 
Administration proposes to reduce La'in American and Caribbean debt to support 
efforts to create free market systems, to stimulate economic growth, development, and 
trade liberalization, and to provide incentives for private foreign investment and for 
environmental preservation. 

There is some question whether the long-term benefits to the United States are 
sufficient to compensate for loss of scheduled repayments - up to $1 billion over the 
next 4 fiscal years, according to one estimate - and to warrant setting a precedent 
for other countries that could prove costly to the United States in the long run. 
Although the United States forgave some $750 million in official debt for a number 
of poor sub-Saharan African countries under a congressionally-initiated measure 
enacted in 1988, those African nations on the whole were much poorer, and owed le.s 
than half (a total of $4.5 billion) of what Latin American and Caribbean countries 
owe to the U.S. Government. Total sub-Saharan African foreign debt at the time was 
$109 billion, much less than the $428 billion foreign debt of Latin America and the 
Caribbean (excluding Cuba) at the end of 1989. Moreover, -mostof the sub-Saharan 
African debt was official (68%) and 40% of it was government-to-government, rather 
than commercial or owed to multilateral institutions. Thus, forgiveness by the 
United States and other governments could have a relatively large effect on their 
economic condition. In contrast, many Latin American and Caribbean countries are 
considered moderate income countries. The U.S. official debt is a small part of their 
total debt, about three quarters of which is commercial. Consequently, the economic 
effect may be much less. 

Nevertheless, U.S. officials hope that the U.S. action may encourage other 
governments to reduce Latin American and Caribbean nations' debt obligations to 
their countries. According to World Bank tables, Latin American and Caribbean 
official government-to-government obligations (including to the United States) totaled 
over an estimated $50 billion in 1989, or over 10% of Latin American and Caribbean 
total foreign debt. In addition, the initiative appears to target those countrics in the 
most severe straits, and where debt to the United States is a relatively large portion 
of their debt. Administration officials hope that private investors will view the 
investment climate in these countries as significantly improved by the, alleviation of 
future claims against these countries' incomes. 

"Scoring" Debt Reduction Against the Budget. The Administration will 
seek authority to reduce or forgive the official debt of individual countries. The 
process of debt reduction raises related problems for the United States and for 
recipient countries. On the domestic side, the United States must decide a technical 
budgetary issue: whether and how to charge or "score" decreased returns from lent 

money against the U.S. budget. For recipient countries, decisions must be made as 
to how to restructure the reduced debt. 

The only recent precedent where the United States reduced or forgave official 
debt on a regional basis is in Africa. In that case, the executive branch calculated 
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the amount of foregone principal and interest and noted it. Congress, however, did 
not appropriate new funds to offset the loss; thus it was not accounted for or "scored" 
against budget authority. Since the United States could potentially reduce much 
greater oums under the Enterprise for the Americas Initiative, the question arises as 
to whether this is an appropriate manner in which to handle official debt reductions. 

There are two schools of thought on this matter. One argues that since an 
appropriation has already been made at the time the loan was authorized, there is 
no need for any further accounting against the budget. In addition, this school holds 
that no money would actually be lost because these loans are mostly AID 
development loans granted 5 to 25 years ago, and the United States has already 
decided that the possibilities for repayments on many of these loans are small. The 
other school argues that the appropriations for the original loans were made with the 
expectation that these loans would generate a future stream of income. Since the 
United States would not collect expected interest, it would forego income with debt 
reduction and thus provide foreign governments with a subsidy. This school argues 
that the United States would have to calculate the amount of income that a loan 
would have generated if it had been repaid, and Congress would have to appropriate 
new money cover the cost of the foregone income. (Both the congressionally
approved 1990 Farm Bill (S. 2830) and the House-passed Enterprise for the Americas 
Initiative legislation (H.R. 5855) require that appropriations be made to cover the 
forgiven debt. See Legislation.) 

Although some argue that requiring new appropriations is the only means to 
reflect the actual cost to the United States of official debt reductions, others fear that 
it would tempt Congress to cut funding for new and continuing programs. Many 
believe that this would undercut the credibility of the United States in offering the 
plan and limit U.S. ability to assist needy Latin American countries. 

The Debt-Environment Link. The Enterprise for the Americas initiative 
proposes that interest payments on the reduced debt obligations would be made in 
local currency and placed in special funds to be used for environmental and natural 
resource programs agreed upon by the United States and the recipient government. 
Although environmental and conservation groups are supportive of this concept, they 
have several concerns with the Administration's proposal. Chief among these 
concerns is that funds would be administered by the Treasury Department through 
its new Enterprise for the America's Facility. These groups believe that decisions 
should be made at the local level, with local nongovernmental organization (NGO) 
involvement and not in Washington. They contend that granting of funds is a 
programming decision and not a financial one. Several groups are pushing for more 
local and international NGO involvement in negotiating and implementing 
environmental agreements under the proposal. 

The environmental community is also concerned about the type of projects the 
new investment fund of IDB would sanction. Several groups have proposed that 
legisiative language to ensure that IDB-funded investment programs and projects be 
environmentally sound, and include investments in environmental cleanup technology. 
Similar concerns have been raised regarding the use of funds available from the sale 
of CCC or Exim credits for debt-equity swaps. The environmental community wants 
to be sure that funds provided for debt-equity swaps do not undermine environmental 
programs funded through environmental trust funds. 
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Another key issue raised by the environment and conservation community, and 

otherp, is whether the combined debt reduction and environmental funding provisions 

will provide sufficient help for Latin American countries. As proposed, these 

countries would continue to make principal payments in U.S. dollars. Although it 

has not been decided exactly how such payment plans will be negotiated, Treasury 
officia!9 have indicated that they will base a country's new payment level in part on 

its past payment record and other "ability to pay" factors. Some are concerned that 

countries that have paid a higher percentage of their scheduled payments will in 
essence be penalized by having to continue to pay at a relatively high level. In 
addition, they will be paying interest (albeit at concessional rates) in local currency. 
In total, some countries might be paying more than they currently are. Critics 
charge that smaller economies with hard currency cash-flow problems could be 
adversely affected. Treasury cotknters that several factors will be taken into account 

in developing new payment schemes. Treasury also notes that the reduction in the 
principal amount to be repaid (officially regularizing the payments countries are now 
making) i 3 a significant benefit in terms of halting the continued amassing of interest 
upon interest and principal officially outstanding, therefore encouraging new 
investment and strengthening local economies. 

Scope of Debt Reduction. Some suggest that the Administra:ion should 
broaden the scope of its debt reduction initiative beyond funds for environment and 
natural resource programs, end should include debt for development, and other 
similar measures, as contained in the Food Agricultural Conservation and Trade Act 
of 1990 (S. 2830). A "debt-for-health and protection swap" provision was included in 

S. 2830. (See Legislation for details.) The chairman of the House Committee on 
Agriculture was especially concerned that any debt reduction proposal be broadened 
to include agricultural, development and health initiatives. 

Those in favor of concentrating available funds on environmental programs 
argue that it will ease pressures on these countries to farm or log marginal lands and 

to deplete their reiiewable and natural resources for much needed hard currency. 
They further argue that new funding is needed to help these countries manage 

resources for long-term profits, as well as to set aside tropical forests and other 
natural areas for conservation and research purposes. Reports of disappearing winter 
habitat for migratory songbirds, concerns about global warming and loss of biological 
diversity, and t1he impact of rapid resource development on these countries' long

term economic stability are all reasons cited for U.S. concern over the state of the 

environment in Central and South America. 

Others argue that many Latin American countries would be better served by 
directing aid to health, education, and economic developi--nt programs. They view 

expanding the scope of the debt reduction program as a means to provide greater 

flexibility to the Administration in dealing with each country. Because each country 

has different needs for environmental reforms, and some may have more pressing 
needs in other areas, this flexibility would allow the United States to tailor a debt 

reduction program to the needs of each country. 

Linkage to Economic Reforms. Some observers are concerned that linking 
debt reduction to economic reform will delay or block the adhievement of important 
U.S. interests, such as preservation of the environment. Currently, only a few 
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countries - Venezuela, Costa Rica, Chile, Jamaica, and Mexico - appear to be able 
to meet the strict conditions discussed by the Bush Administration (see Appendix,
Table 2.) Some organizations argue that these economic reform conditions are too
restrictive and that it would take some countries too long to meet them.
Nevertheless, some view the linkage necessary, arguing that official debt reduction
is one of the few concrete incentives that the United States has to encourage
economic reform and restructuring in Latin America. 

Investment Funding: New Appropriations and Conditionality. The $500 
million contribution to the I1DB for an "investment sector" program and the creation
of a multilateral fund to be administered by the IDB may be problematic for the IDB
and controversial in Congress for several reasons. Because the IDB has no such 
category as "investment" sector lending, the IDB probably would have to seek new
authority from its board of directors to authorize a new type of program. (In
addition, the relationship which the Administration's proposed IDB "investment 
sector" program would have to the recently established Inter-American Investment
Corporation, set up to stimulate investment in Latin America, is unclear.) If new aid were granted, Congress may wish to put new conditions on it. Some observers note 
that congressional conditions may be recented by Latin American countries as an
imposition, and create political difficulties for the bank. In addition, Congress has
recently approved substantial funding for the suventh replenishment of the Inter-
American Development Bank; some Members might consider new funding as an unnecessary embellishment in times of fiscal austerity. Also, whether Europe and 
Japan are willing to contribute to the fund is unclear. 

Long-run Issues 

The more difficult issues may arise in the longer run, when the United States 
moves forward on establishing new trade arrangements with Latin America. On the 
one hand, in announcing the initiative President Bush pointed out the advantages
that liberalizing trade can bring. Freer trade can stimulate growth that will lead to 
greater demand for all goods and more investment, open new export. markets for the
United States and Latin America, and decrease the economic vulnerability of the 
Latin American countries and Caribbean countries and their need for U.S. aid. 

On the other har,, greater trade will imply readjustment costs, both in the
United States and el'-ewhere, some of which could harm certain U.S. interests. Some
readjustments w.sy biready occur under the cui -'nt GATT Uruguay Round, which
could have implications for U.S. farmers. Freer trade with the region could hu, 
some of the most vulnerable U.S. industries, such as footwear and textiles. Labor 
may be alarmed that the United States may lose more manufacturing jobs to lower
wage Latin American and Caribbean countries with greater trade integration. 

LEGISLATION 

H.t 5855 (Fascell)
Provides for the implementation of the foreign assistance provisions of the

Enterprise for the Americas Initiative. Provides Authority for the President to reduce
the amount owed to the United States from concessional loans under the Foreign 
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Assistance Act of 1961 or predecessor foreign economic assistance legislation, and to 
detfrmine if countries are eligible under the criteria set up by the act. Principal 
repayments of the reduced debt obligations shall be paid in U.S. dollars to the U.S. 
Government; interest on the new obligations shall be at a concessional rate. Provides 
that for those countries that enter into n Environmental Framework Agreement 
with the United States, the interest of the reduced obligations will be paint in local 
currency and uced for environmental programs established under the terms of the 
legislation. If the country has not entered into an environmental framework 
agreement, interest shall be repaid in U.S. dollars to a U.S. Government account. 

States that eligible Latin American and Caribbean countries must have received 
approval for or be making significant progress toward arrangementu with the 
International Monetary Ftind and, as appropriate, the World Bank or the 
International Development Association, have in place major investment reforms or be 
making significant progress toward an open investment regime; and, if appropriate, 
have agreed with its commercial bank lenders on a satisfactory financing program. 
States that the authority of the section may be exercised only to such extent as 
approved in advance in appropriations acts. 

Establishes in the Department of the Treasury an "Enterprise for the Americas 
Facility" to administer debt reduction operations for eligible countries. Authorizes 
the Secretary of State to enter into "Environmental Framcwork Agreements" with 
countries eligible for benefits under the Facility concerning the operation and use of' 
an Environmental Fund for that country, which would receive payments in local 
currencies for the country's new obligations' interest payments. Monies disbursed by 
the Fund would be administered by an administering body established under the laws 
of the eligible country, consisting of one or more individuals nominated by the U.S. 
Government, one or more individuals nominated by the benefi.iary country 
government, and a majority of individuals representing a broad range of 
environmental nongovernmental organizations of the beneficiary country, local 
community development nongovernmental organizations, and scientific academic 
organizations or institutions. Tihxe administering body would receive proposals for 
grant assistance and make grants under the priorities set forth in the Environmental 
Framework Agreement, and be responsible for their management and oversight. 

Also establishes an Environment of the Americas Board, composed of 9 ,aembers 
appointed by the President, to advise the Secretary of State on negotiations of the 
Environmental Framework Agreements. 

Committee consideration and mark-up session held Oct. 18, 1990. Reported by 
Committee on Foreign Affairs (H.Rept. 101-917) Oct. 22, and passed House by voice 
vote the same day. Received in Senate and referred to Committee on Foreign 
Relations Oct. 23, 1990. (The provisions of this bill were also included in H.R. 5892 
(Crockett), A bill to provide for the implementation of the foreign assistance 
provisions of the Enterprise for the Americas Initiative and to promote Caribbean 
Regional Development. H.R. 5892 passed House on Oct. 22, and was referred to 
Senate.) 

S. 2830 (Leahy) 
Food, Agriculture, Conservation and Trade Act of 1990 (The Farm Bill). Section 

1512 amends the Agriculture Development and Trade Act of 1954 to allow the 
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reduction of P.L. 480 sales credit debt owed to the U.S. Government by Latin 
American and Caribbean countries. Establishes an "Enterprise for the Americas 
Facility" within the Department of Treasury. States its purpose is to promote debt 
reduction, investment reform, conservation, and sustainable usf; of the environment 
(Section 602). States that debt may be reduced only as provided for in appropriation 
acts. 

Provides that to be eligible for debt reduction, Latin American and Caribbean 
countries must comply with three conditions: 1) have in effect, or be making 
progress toward, an IMF standby arrangement or, as appropriate, structural or 
sectoral adjustment loans from the IBRD or IDA; 2) have put into place major 
investment reforms in conjunction with the 1DB or otherwise be supporting an open 
investment regime; and 3) if appropriate, made agreements with commercial bank 
lenders regarding debt or debt service reduction. 

Principal payments on reduced obligations will be deposited into Commodity 
Credit Corporation (CCC) accounts. Interest payments, charged at a concessional 
rate, will be paid into an Environmental Fund established under an "Environmental 
Framework Agreement" between the President and the country. For countries that 
have not established such an agreement, interest payments will be deposited into CCC 
accoun's. 

Monies disbursed from the Environmental Fund will be administered by a body 
composed of representatives appointed by the President and the eligible country, and 
representatives from environmental and local community development NGOs. It 
appears that the majority of the body is to be made up of local representatives from 
NGOs, and scientific or academic bodies. Funds will be used for agricultural 
activities, community initiatives that promote conservation and environmentally 
sustainable activities, and other activities as outlined in the International 
Development and Finance Act of 1989 (P.L. 101-240). Grants from the fund may be 
m&de to local nongovernmental environmental, conservation, development, 
educational, and indigenous peoples organizations, and other appropriate local or 
regional entities, or in exceptional circumstances, the government of the eligible 
country. 

Also gives the Secretary of Agriculture the authority to provide grants for "debt
for-health-and protection swaps." Grants would be provided to foreign NGGs 
(including academic institutions) to purchase a country's discounted commercial debt. 
The debt would then be cancelled in exchange for the country's voluntary agreement 
to issue bonds or otherwise fund projects that will reduce the presence of animal and 
plant pests and diseases. 

S. 2830, as reported from conference, passed House Oct. 23, and passed Senate 
Oct. 25, 1990. 
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APPENDIX
 
Table 1. Total Debt Outstanding from Latin America to the U.S. Government* 

(millions of dollars - as of Dec. 31, 1989) 

Concessional Loans Market Rate Loans
 
Country AID P.L. 480 ExIm CCC TOTAL
 
------------------------------------------------- 1-------------


South America
 
Argentina 50.4 0.0 409.3 0.0 459.7
 
Bolivia 330.2 139.0 32.8 0.0 502.0
 

Brazil 998.6 48.3 1,060.8 155.1 2,262.8
 
85.6 480.5
Chile 328.0 51.7 15.2 


Colombia 525.6 3.5 548.8 0.0 1,077.9
 

Ecuador 131.1 19.0 29.2 0.0 179.3
 

Guyana 60.8 26.2 2.5 0.0 89.5
 
Mexico 24.0 0.0 1,212.8 444.5 1,681.3
 
Paraguay 35.5 2.0 0.0 0.0 37.5
 
Peru 336.9 206.2 54.0 94.9 692.0
 

Uruguay 40.1 3.0 10.2 0.0 53.3
 
4.1 0.0 34.5 0.0 38.6
Venezuela 


SUBTOTAL 2,865.3 498.9 3,410.10 780.1 7,554.4
 

Central America
 
Belize 26.6 0.0 0.0 0.0 26.6
 

Costa Rica 340.0 125.0 21.8 0.0 486.8
 
0.0 0.0 632.6
El Salvador 303.3 329.3 


198.6 83.8 0.2 0.0 282.6
Guatemala 

Honduras 328.2 94.6 3.0 0.0 425.8
 

Nicaragua 222.4 17.5 12.2 0.0 252.1
 
192.7 0.0 5.9 1.6 200.2
Panama 


SUBTOTAL 1,611.8 650.2 43.1 1.6 2,306.7
 

Caribbean Islands
 
Anguilla 2.1 0.0 0.0 0.0 2.1
 

Antigua & Barbuda 19.9 0.0 0.8 0.0 20.7
 
0.0 0.1
Bahamas 0.1 0.0 0.0 


Barbados 7.6 0.0 0.0 0.0 7.6
 
84.7 751.8
Dominican Rep. 338.2 209.5 119.4 


Haiti 18.3 107.2 8.6 0.0 134.1
 
813.3
Jamaica 442.5 269.1 47.3 54.4 


St. Kitts & Nevis 8.3 0.0 0.0 0.0 8.3
 
1.1 0.0 0.0 0.0 1.1
St. Vincent 


Trinidad & Tobago 0.0 0.0 108.6 0.0 108.6
 

585.8 250.0 173.8 1,847.7
SUBTOTAL 838.1 


TOTAL 5,315.2 1,734.9 3,703.2 955.5 11,708.8
 

Source: Department of the Treasury.
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WASII1NGTON TIM3S, December 11, 1990 

A new openness

in Argentina 

BUENOS AIRES. Argentina "pride" new meaning in the world.auchos and their horses viewed the Unted States with hostil. 
thundered past President Ity and resentment and withdrewBush here at the elegant from it into paranoid isolation... Ruril Soce1',and the lean Perhaps the degree of the transand wiry men of the pampas doffed formation here - poinc,', ye, buttheir caps to the firs American even mnre psychological - waspresident to visit this proverbially

anti-Amencan rountry in 30 years 
shown during the Bush-Menem 
press conference Wedoneday whenChampagne fl-ved like Niagara - aggressive Argentine JourisaisFalls at the dinner Tango dancers demanded of M~r Bush. "Argentinapounded the stage, and M. Bush and jiSs sent frigates to the Gulf to helpArgentine President Carlos Saul th- U.S What ai- wv doing to helpMenem both looked as happy, as rv,o Argenti0a?-Cmderellas incongruously rrans- "I don't believe Ajgentina

ported Eothe ball of balls 	
sent 

frigates to the Gulf to ip the US.."At one point, I looked abiout the Mr Bush said i a no-nonsensehuge hall Wednesday where a sump- voice "I think she did it to help her.tuous barbecue was beug served to Pelf They're not trying to do us a400Argentine and Amen rca guess, favor, they're doing whqt is right"and wondered whether T..as, with "We did it for peace asnd dignityits jealous cowboys. w~suld ever for. ... for the countries aggressedgive "'xan"George Bush this gau- upon," Mr Menem immediately recho extravaganza sponded "We do not expect any typeBut looking at Mi Bush himsel, of compensation - and we wouldfound not the shghtest ambiv- certainly not accept Iny" 
Then the Argentine president,

Swho has begun n profound turn.
around of the Argentine economy in 
thec issi two years trom stati st to tree
market, added important words. 

"This shows." he said, "that Ar
gentina has returned to the Western 
world as a vocation, not as any favor 
Argentina isretirurig: to the world 
as a miner of convicon."The mental change from the old 
arrogance toward the outside world
(and particularly toward the United 
States, which Argenuin saw as it& 
pri'ary rival) ha.% clearly takn 
place. It opens the way for the f.rst 
really positive and friendly relations
between the two hemispheric 
heavies nce the 1920s. 

"We art sweeing a fundamental 
changc in our relations with thi 
U.S.," says Elvo Baldinelli. the for.alence at such a potentially contra i 	 inmer minister of trade "The U.S.dictoy allegiance Not only did the the past w1as not a great assoca, .e ofpresident win Buenos Aires with his Argcntna's, but it will bh in the funatjral charm, respect for things lure "But then he sounded the warn-Argentine and commitment to a ing "We willcom: out othisonlyoi"new relationship." he clearly was the level of the poorer couines ofdeep into building the world he en. Europe:' he added. but soon "tiusvisions. tntinent will be a continent withMike thos parts of the put tht open leconoruc policies"Mr Bush came here to help the This is where the potential shad.smart, ambitious Mr Mecin erase ows close inon the "democratizanonArgentina's economy is cven today ..- democratization.. democratza.the largest 9tate--un .onomy out. bon" that is Mr Bush's prime mes.side the Soviet bloz It has had the rage down here and thaat i wumuhighest inflation "ate in the world, it him so man' plaudits - nowhasoneredtilnowethebrnkof DeSpil: all the talk kere aboutbocoming (me of the world' pooresrt

ltions, and 42 percent nf the pop-	
l'eV fuAIities and aboult &n end to

"rnAgic solutios," the fact is that it
Ulatbn Of Buenos A.im b., n pov. 

erry 
is going tc,'ve hard for Argentuia eco. 
normically even to arrlve at that levotUntil rno. too, the e two,,sre na. f the "poorer nations" 'fle newstons of the hcrusphere have studi- from a country such as Brazil. whichOust) avoidd each other Argentina. hsbeen tlying these aisn, ecwhuch gave the words "ego' and nomic changes, is not good Li ..hort,


there Is no assurance that democ.
 
GeorticAe Gcyvr . n i.these-

racy will -work" in trsnsfonning
 
. G 	 societies eccnomually TheGeorgiy ir..e i I' notii. nexr stage afer t', cud bte righi.

ally synd"icted colnn a r'u d. 
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ROCHELLE L STANFIELDFOREIGN POLICY 

RHETORICAL ROSES
 
S todgy middle age has de- Similarly, the concept of eco

;cended upon the U.S. relation- nomic reform seems as firmly en
ship with South America, sub- trenched, if not as successful, as that 

stituting a correct, almost gentle, of democracy. Efforts are under way 
politeness for the fire and ice of pre- "Latin Americans don't to pare down government, privatize 
vious times. nationalized concerns and open up 

the to invest-A mature partnership is sure to be expect a great deal economies outside 
ment. One problem is that investorsmore satisfying over the long term, ro g**i j s 

but right now, as South America ex- from te United Sates have not materialized. 
periments with democracy and flirts i The Enterprise for the Americas 

Initiative would set up a multilateralwith a market economy, it needs a any more and are 
robust young hero to rescue the re- ,fund in the Inter-American Devel
gion from its dire international debt reaEly trying io pursue opment Bank to promote policies 

that encourage investment. Specialcrisis, to proffer new trade deals and 
leap in with investment capital. Un- i own agendaists call it a nice gesture, but "it's not 
cle Sam, however, is too preoccu- real!y going to change the flows [of 
pied with the Persian Gulf, too tired capital]," said Stuart K Tucker, a 
from dealing with domestic hassles, fellow at the Overseas Development 
and-most important-loo broke to be a swashbuckler. Council, a Washington think tank. 

The question is: Can a democratic SoL,,h America hang en As important as investment is trade. Argentina, Brazil, Para
and make do until the immediate danger is over? guay and Uruguay have begun discussions toward setting up a 

The United States has returned its attentions to South Amer- free-trade zone by 1994. The idea isthat these countries would 
ica after more than a decade of neglect during which the U.S. develop a framework to bring to the United States, to negotiate 
hemispheric focus was on Central America. In June, President a five-country deal. Colombia, Bolivia and Peru are also moving 
Bush proposed a grand, three-pronged Enterprise for the to expand trade among themselves. 
Americas Initiative to expand trade, ease the debt burden and Bush has set a goal of a hemispheric free-trade area, but the 
stimulate i:ivestment. He followed up early this month with a realization of that vision is a very long way off, especially with 
five-day swing through Brazil, Uruguay, Argenti:ia, Chile and the apparent failure of the four-year Uruguay Round of the 
Venezuela. Bush brought rhetorical roses but little substance. General Agreement on Tariffs and Trade. Prior to his South 

aAnd his eye kept wandering to the Middle East, on which the America trip, Bush went to Mexico to reaffirm progress on 
attention of the senior advisers and members of the press corps proposed U.S.-Mexico agreement that would complete a North 
who accompanied him remained during the trip. American free-trade zone. Any deals with South America 

"The Preside!nt spent a whole week but did not advance the would come after a U.S.-Mexico agreement, still years off. 
initiative beyond the grand vision of six months ago," said Peter Chile would probably be next in line, because it has the most 
Hpkim, staff director of the Washington-based Inter-American liberal economy on the continent. Yet Chile's finance minister, 
Dialugue of the Aspen Institute. "Iconsider that trip, a missed Alejandro Foxley, complains that the United States is moving 
opportunity." too slowly in the trade area. 

The South Americans received Bush with grave courtesy but The biggest issue of all is debt. The five countries that Bush 
little enthusiasm. They did not thiow stones-as they did at visi::d owe a total international debt of $250 billion, most of it 
then-Vice President Richard M. Nixon when he toured Ven- to commercial banks. When asked during his trip about debt 
ezuela in 1958-nor did they idolize him as they did President reduction, Bush brushed off the question. 
Kennedy a few years later. Of the five countries, only Venezuela has even a preliminary 

"The Latin Americans don't expect a great deal from the agreement under the so-called Brad) Plan (named for Treasury 
United States any more," said Riordan Roett, director of Ltin Secretary Nicholas F. Brady) to reduce its debt to the banks. 
American studies at the Johns Hopkins School of Advanced The enterprise initiative covers only official, government-to-
International Studies in Washington. "The new political lead- government debt. Some specialists have criticized its provisions 
ers in South America are really trying to pursue their own as more restrictive than those of the Brady Plan. 
agenda, which doesn't conflict with the United States but isn't As a consequence of these enormous debt burdens, poor 
written by the United States, either, which I think is a very world trade markets and economic reforms that often throw 
positive development." large numbers of people out of work, social prograts in these 

The South Americans are trying to dig themselves out of ,he countries have gone down the drain. "We're looking at a 
political-economic hole they fell into in tie 1970s and 1980s. America that is becoming more impoverished, more malnour. 
They all now have democratically elected governments, and ished and less educated," Roett said. "Clearly, that is in no
s.veral have experienced a peaceful transition from one civilian body's interest." There isn't much the United Stats can do 
government to another. An attempted coup in Argentina, while about it right now, however, except cheer and clap-which is 
Bush was in Brazil, was half-hearted. If anything, the ease with what Bush did on his five-country trip. 
which it was put down and the contemptuous attitude toward "In 1991, we'll probably get more of the muddling through 
the insurgents on the part of Argentiniant, and leaders of other we've seen in the last couple of years," Roett continued. "But 
South American countries reinforced the democratic fervor that just means we're postponing what is going to have to be an 
throughout the region. inevitable reckoning." 
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Bush's trip south will givefinancially 
strappedgovernments an opportunity to 
assess the US commitment to expanded 

trade, debt reduction, andgreater 
OPINION investment in the region 

-. 

Latin America's Needs 
come more protectionist or form begin before 1992 (the earliest a 
its own trading bloc with Mexico LS-Mexican agreement could beByPeter Rca.,m and Canada - in either case concluded), systematic consuhta. 

bluntingtheirexpondrves.That dons among the US and the 
is why South America's nDnas countries of Latin America should 

every stop on President want tade agreement with be initiated soon, prefervbly on a 
Bushs South American Washington that will assure their multilaeral basis. Such consult&-

I itinerary this week. eco- access to US markeu. ons should focus on how the 
nonric issues will dominate the The benefits ,ould not all go subsequent negotiations would be 
agenda. Political leaders in Brazil. inone direction. Although US ex. organued, on what each country 
Lruguay, Argentina, Chile. and por.en send only 1! percent of should do to prepare for them, 
Venezuel will want to bte" the their produc:s to Ltin America, and what issues arz likely to 
president reconfirm the commit- annual sales totai :55 billion - emerge as stumbling b!ocks to 
menu he undertook this pat somewhat more than our exports agreemenL
June when he launched the En- to Japan. And economic recovery Third, the US should continue 
terprise for the Americas lniia- in Latin America would lead to to encourage Latin Auicern. 
five - a *ide-ranging proposal to some $10 billion to $20 billion a counmes to reach their own trade 
strengthen US economic tics with year in addiuonal purchases from arrangements. Such arrange. 
Latin America and to ".,ork to- US exporte. ments arc crucial in building to
ward a free.'ade zone in the Moreover, trade currently ac- ward a genuine hemispheric!fee.. 
hemisphere, counts for only 15 percent ofe.- that go beyondtrade zone Yould 

But the Lutin Americans will nomic acivi in Latin America. If bilateral trade deals between the 
also .-'xnt iOlusow what ateps the the re, on sustain its ecoi.omic US and individual Lat i Ameri. 
United States is prepared to rake reform efforts, that figire could can countries. The US has signed 
to achieve these goals and what is increase sharply, with a corc- bilateral "framework agree
expected of them. The president sponding expantion cLfiWpot'. menu" specifying key issues for 
and his advisers ought to provide from the United Stau.. A,vibrant trade negotiators with a number 
aclear respon e, export sector in lat(n Azjcrk-. ofcounies. There isexpecanoon

All of the countris the preii- moreover, would pro, ke oppor that a framework agreement ira
dent wil; visit. except Chile, are tunid for US invetors-and ex. voing the United States, Arnn
locked in aprotracted economic panding oale and investment dna, Brazil, Uruguay, mud aa
depression. Living standards are would fa'itate loa: repayment guay will be announced during 
declining poverty is spreading; to US banks. President Bush's ti'p. 
uiple-diyit and higher inflation F'nally. the US tould face up 
pems and inveSent remain1( OUTH American govern- wthe fac thait theBraiy ilan.'or 
abyu=ya low. Latn An:rica's menu do not expect to reducig Latin Americas com. 
leaders owever, are not looking 'achieve spe..al trade ar- mertial debts is faltering and 
for foreign aid, nor do they ex- r sgemenu with the US needs revision. Argentina and 
pect any significant revival of overnighL They recognix': Wash- Brazil. South Arerica's largest 
bank lending. They know that the ington's first prioriy is a trade debtors, are, for example, stil Un
only realistic path to economic re- agcement with Mexico, which is able to qualify for debt relief.The 
covery iathrough expanded ex. already tied doidy to the US sooner a strategy is devised for 
ports. foreign investment. Ra economy. What they will expect extending debt reduction to thes 

'4he retum of flight capital. from Fre.ident Bush are dear sig- and other countries, de faster 
They also know that unim- nab tha the US will be ready to dey will reover and become 

paed access to the vast United move forward once the Mexican stronger uwsirg partners for the 
maes for it- United States.ket is crucal negotiations &re concluded. The 

teacting foreign investor. 3d president's visit itself isone such No one in Latin America ex
building adynamic export -ctor. al. There are four other steps pecs the US to sole the ron. 
The United State is already V4shington should take: economic problerms. What iats 
#%uth America's prinip;l rrtr,, the US should move Americans want are expanded
market. Some 50 perent oL quickly to implement the non. opportunities to compete for sales 
South America's trade tocay is trade prnvisions of the Enterprise and investment capital in US 
with the US. Increased sIes o for Americas Istiative. induding markets and aw.orkable strategy
US Luyers accounted for 75ipet- proposals for reducing US bi- for dealing with their debt b6sr 
cnf of South Amerka's export Lteral debts. and establising an dens. PresTidcr.t Bush Mnd nb ad
rowtlh in the 1980L • investment promotion fund. Al. %iersihould be rtsponsive ot 

ain Amerncans do not want though nesLter will do miich to both oMunt' - for the benefit of 
to limit ther trad- to the US, but help South American countries, the US as well asLatin ,4jmerica..
they are worried - righdy or action on them would provide re
wrongly - about the possibilit) of assurmnce of Washingpon'T ,ct"'e Prier HAim Us the taff dint-cta af 
Europe and Asia furmisi restnc- commitment to the inidatie. ihc Irr..4nmencan Dalogs, Uhit 
use trading blocs that might shut Second. although formal trade uili be rrating as uxth 
ou' their poducts. The' ate also n.-gotitiaon; with South Amer- (omprehrsun report or L'S-.alm 
concerned that the US will be- ican countries ;.re not likely to .4wruarn rhww,tu Wr this witk. 
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REMARKS BY THE PRESIDENT
 
AT MEXICAN-A!,ERICAN BUSINESSMEN MEETING
 

Casino Monterrey
 
Monterrey, Nuevo Leon
 

Mexico
 

11:59 A.M. (L)
 

THE PRESIDENT: Thank you, my friends. Thank you, Mr.
 
Minister Jaime Serra, for that kind introduction, and to all of you
 
for that warm reception. Mr. Sada, I enjoyed your remarks, sir, and
 
thank you for your commeits about Texas. I expect Bob Mosbacher
 
would respond also in this way, or our Secretary of State Jim Baker,
 
and quite a few othLr's in uur administration.
 

But i am just delighted to be here. And really in
 
Monterrey, I have felt the warmth of the friendship that has grown
 
between our countries. i like to feel it's always been there. But I
 
can tell you at the outset of these brief remarks, I don't ever
 
remember a time when Mexican and U.S. r-lations were better. They
 
are superb, and I'm going to keep working my heart out to make them
 
even better still. (Applause.)
 

I want to salute the business people from Mexico and
 
again express my appreciation to the business leaders from the United
 
States that are with us today. We had a very important breakfast.
 
This meeting, I'm told, has gotten into a lot of technical questions,
 
and if we do have time for questions afterward and you ask me about
 
flower duties or something of that nature, I will pass the question
 
off to our able Ambassador Carla Hills or our able Secretary Bob
 
Mosbacher.
 

But, you know, preparing for this trip I noted that 47
 
years ago, 1943, the last American President to visit Monterrey,
 
Franklin D. Roosevelt, told of his hopes that one day every Mexican
 
and American president would feel at 'liVerty to visit each other
 
just as neighbors visit each other" -- jost as -- and he went on -

just as "neighbors talk things over and get to know one another."
 
Today, that ideal of a special relationship Ietween the United States
 
and Mexico is no longer a dream, it is rcal. It's as real as the
 
spi..it and drive, the compassion and the courage of this great
 
President of yours, President Salinas, and of the Mexican people
 
themselves.
 

Bernal Diaz, a great 16th century writer, once wrote of
 
Mexico that "never in the world would there be discovered other lands
 
such as these." The Mexico of 1990 lives up to that early vision.
 
Yours is a land of beauty, the boundless energy of a creative people.
 
It's a land oi optimism a.id a land of infinite opportunity. You're a
 
nation proud of yesterday and hopeful for the future, and it's a
 
future that the United States wants to participate in. We want to
 
share in that future.
 

It's easy to see why Mexico is so strong -- and why the
 
relationship between our two nations has never been better, never
 
been more important. Today, more people than ever before are
 
establishing between us stronger social, cultural and Pconomic ties.
 

Today, our governments are working closely to win this
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war on drugs 
-- a war that takes a terrible toll on the lifeblood of
 
both Mexico and the United States. Our law enforcement officials
 
have been meeting regularly with their counterparts in Mexico and
 
working very closely together. Their efforts are beginning to pay

off as we see more illegal drugs seized than ever before.
 

We also see more and more universities on both sides of
 
the border developing exchange programs as we work 
to encourage

intellectual achievement 
and better understanding between our
 
peoples. And we're workinV 
t.gether 
on a host of common endeavors to
protect our environment.
 

But it in difficult to imagine any theme more vital 
than
 
the one that I'm told you have been discussing here this morning -
how the private sector can create and 
expand the economic resources
 
that sustain our relationship as a whole.
 

I can tell you that I an c:nvinced that the most
 
important step that we can take together 
as two nations and as two
 
peoples with drive and determination is the conclusion of 
this free
 
trade agreement between the United States and Mexico.
 

You know that agreement is important because free trade
 
means more jobs and productivity for 
both Mexicans and Americans.
 
You understand the economic importance of the United States; 
and
 
America, too, real zes the importance of Mexico. Consider that
 
Mexico is now Ammuca'a third-largest 
trading partner . $52 billicn
 
in trade in 1989, and 
this year's number I understand will be even
 
higher. 
 Since every billion dollars of exports creates roughly
 
25,000 jobs, more cooperation means more prosperity for more people.
 

I know ther?'s no blueprint, no 'one-size-fits-all"
 
approach to progress and reform. 
Each nation must decide how bent to
 
achieve economic growth. But it was President Salinas who said in
 
his recent State of the Union address, =Ilexico doesn't want 
to be a
 
third world nation. It wants 
to be a first world nation.*
 

He understands that prosperity in 
this hemisphere depends
 
on trade, not aid. Already, your automotive, electronic, tourism and
 
other industries have shown world-class productive capability, and

when you grow, 
we grow. A Mexico that wants to get out and compete
 
has selling power, but it also has buying 
power. And that's a good
 
Mexico -- that's good for Mexico, good for America.
 

Negotiating this free trade agreement is not going to be
 
easy. You're going to hear criticism -- we all will -- just we
as 

did when we negotiated our Free Trade Agreement with our 
neighbors to
 
the north, with Canada. But we should remember what trade
 
liberalization can and already has done.
 

In 1988, Mexico entered the GATT -- and our bilateral 
trade with Mexico s ared to over $50 billion -- up $17 billion from 
the year before the GATT entry. Virtually everyone favors free trade 
and fair trade, but not everyone has the vision to make it a reality. 
I believe that we do; I believe that Mexico and the United States do 

and I ank you not only to help make it happen, but to make it
 
rucceed.
 

Both our peoples can then look to a future of peace and
 
prosperity. ^ proud future for two nations sharing 
not Just common
 
borders, not just common ideals, but a 
friendship that will last for
 
jenerations.
 

I can't tell you what a joy it was yesterday to be in
 
President Salinas' home with 
our family and his family. It was more
 
than symbolic because ot the hospitality was just exceptional. But I
 
think it sent a signal -- I hope It did send a signal that we are
 
true friends, north and south. Mexico and the United States of
 
America. We have so much in common.
 

I want to thank you all for your kindness. I want to
 
thank you for participating in this important lorum. I 
want to thank
 

you on my wife's behalf for this exceptional hospitality on thiA
 

truly wonderful visit. And I want to express my thanks once again to
 

President Salinas, to Minister Jaime Serra, and God bless the great
 

nation of Mexit~o. Thank you all very, very much. (Applause.)
 

END 12:08 P.M. (L)
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Bruce Babbi, ,iformr 
gove'mo, ofAnzoia 

Institue of Afericas Volume I NtLUber 0 NovemiibcrB y acknowledging that cupied with Saddam Hussein,
SMexico's economic the budget gridlock, and an 

destiny lies with a North American economy slipping 
American free trade area, into recession, an event 
Carlos Salinas de Gortan has which always calls forth 
taken the final bold step to prophets of protectionism 
cement his nation's economic 
revolution 	 If the free trade movement is 

to succeed, it cannot wait for 
The President has invested an the US President and the 
enormous amount of political Congress to get organized. 
capital in his proposal for a The process will need a 
free trade agreement with the strong grass-roits push from 
United States If he succeeds, the press, the business 
the Mexican economic reforms community, frie:nds of 
will be consolidated beyond Mexico, and free traders The 
repeal, whomever his successor threshold question isto spell 
may be But if he falls short, out what is meant by free 
the opposition will inevitably trade The traditional 
tum the next presidential definmon, which formed the 
campaign into a referendum basis for the US-Canada Free 
arguing against liberal 
economic reform and for a 
return to traditional Mexican 
economic nationalism 

The year of 
If free trade isto becomt, a decision when 
reality, the agreement will both presidents 
have to be reached this will be free to 
coming year- in 1991. Mr. act is 1991. 
Salinas isby law a one-term And Mr. Salinas' 
president; his term ends in worst fear is 
1994 and he will become a that the United 
lame duck in 1993. States simply 

On the US side, President won't be ready. 
George Bush faces a reelec-
tion campaign in 1992. And 
in a campaign year, any Trade Agreement, has three 
American president, no parts encompassing the free 
matter how committed to movement of capital, labor, 
free trade, must defer to and goods. 
protectionist interests such as 
southern textile companies Given the political and 
and the northern steel economic disparities between 
industry, the United States and 

Mexico, it probably isn't 
That means the year of realistic to expec, that a true, 
decision when both presi- triple-sector free trade 
dents will be free to act is agreement can be worked out 
1991. And Mr Salinas' worst in the available time. The 
fear isthat the United States most problematical sector is 
simply won't be ready. Free labor. There islittle chance 

trade may be his top pnority, that the United States will 
but President Bush ispreoc- agree to open its border to 

the unrestricted entry of 

1990 
Mexican labor, however 
desirable that may be 
considering that the Amen
can work force isaging 
rapidly at the very time that 
Mexico has a surplus of eager 
young workers The 1Oyear 
debate that preceded the 
Simpson-Rodino immigration 
bill demonstrated that an 
unlikely combination of 
organized labor, zero
population growth advocates, 
and the Klu Klux Klan has 
the power to keep the door 
closed 

The Mexican government, 
which has in recent years 
gained a much more sophisti
cated understanding of 
American politics, appreciates 
this reality. It istherefore 
prepared at the outset to set 
aside virtually all the labor 
and immigration issues. 

The situation is reversed with 
capital, where it is the US 
side that wants free move
ment and the Mexican side 
that invokes political and 
cultural arguments for 
moving slowly. 

Mexico has alre.ady liberal
ized foreign invcstment rules 
to an extent scarcely imagin
able even a year or two ago. 
But this progress has only 
accelerated the demand for 
more. The Japanese in 
particular have taken a tough 
and cntical stance, demanding 
to know wh' Mexico should 
disciminate against foreign 
capital at all 'p/rm,, fun t, pair 

UI
 



o.:,.,Jfo pJ4 I In effect, the 
Japanese, themselves hardly i, 
model of investment trans-
parency, are demanding the 
non-discriminatory standard 
that they have become 
accustomed to from investing 
in the United States Double 
standards aside, the Japanese, 
as the new foreign investment 
powerhouse, have become 
the most effective advocates 
for opening Mexico wider to 
direct foreign investment 

There are still many areas 
where Mexico can liberalize 
foreign investment regula. 
tion The Foreign Investment 
Law still retains a xenophobic 
tone, and the Mexican 
Foreign Inve,,tment Commis-
sion is -till a bureaucratic 
jungle lush with permit 
requiremen.s and arbitrary 
administratois 

The one provision of the 
investment law that is 
probably not open to chang 
in the near-term is Article 4 
which provides for govern-
ment monopolies in oil, 
electricity, railroads, and 
several other industries Yet 
even here, the S.'ir.as 
government has shown 
considerable flexibility as 
evidenced by the sale of 
copper mines in Sonora, the 
coming sale of the telephont 
company, Telmex, and the 
narrowed definition of the 
Pemex monopoly in the 
petrochemical industry 

In the new post-Marxiit 
world, it is the investors who 

call the shots, but capital is 
short and new investment 
opportunities arc epening up 
in Eastern Europe, Asia, and 
,elsewhere Like ! or iot, 
Mexico will be judged by a 
competitive, international 
standard for direct foreign 

investment Mexico is still 
not there, but we can expect 
that a free trade agreement 
will provide the necessary 
impetus, 

In the third area of goods, 
services, and intellectual 
properry, both countries will 
have to make big conces. 
sions The Salinas govern-
ment has already abolished 
most import licensing and 
brought the average tariff rate 
down to I I percent. And it 

In the end, 

a workable 


agreement will 

consist of a
 

tradeoff in which 

Mexico reluc-

tantly opens to 
US investment 


and the 

United States 


grudgingly 

abandons its 

protectionist 


barriers in areas 

where Mexico 


has most 

to gain. 


appears ready to go all the 
way to zero. 

That in turn will put the 
negotiating bali in the 
Washington court, putting 
the US commitment to the 
test. Will a US Congress that 
has just vcted to freeze 
footwear imports and to 
strengthen textile quotas be 
willhg to make exceptions 
for a potentially large volume 
of Mexican imports? What 
about steel quotas and winter 
vegetables? And even on the 
Mexican side there will be 
some problem areas such as 
the complex system of export 
incentives and domestic 
protection given to the 
Mexican automotive industry. 

In the end, a workable 
agreement will consist of a 
tradeoff in which Mexico 
reluctantly opens to US 
investment and the United 
States grudgingly abandons 
its protectionist barriers in 
areas where Mexico has most 
to gain The result for 
Mexico will be an infusion of 
US capital and technology 
putting low-cost Mexican 
labor to work for the benefit 
of both Mexican and US 
consumers. 

The Japanese, not party to 
the agreement, will nonethe
less be big winners as they 
invest in Mexico to gain 
indirect access to US 
markets. The US will gain 

investment opportunities and a 
vast, Mexican market of nearly 
100 million people eager for 

US goods And that is to say 
nothing of the benefits of a 
new and more stable political 
relationship between the US 
and Mexico. S 

http:S.'ir.as
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PERSPECTIVE ON FREE TRADE 

A Hand for Mexico, a Slap for Us
 
cies and foster vnoquilarimationIt's not true that U.S. of wages throughout the 

workers will reap economy. It is no accident that 
wages in Mexico's maquila ex-secondary b:enfits. port sector (as low ar 60 cents 

Mexican workers won't an hour) are substantially be-
low wages in firms serving

be helped much, either. Mexico's domestic market. 

Dy RICHARD ROTHSTEIN 

A U.S.-Mexico free-trade agree-
ment would confirm present 
Lrends-opening Mexico's econo-

my to U.S. investment and the reloca- 
tion of U.S. manufacturing to Mexico. 
Already, half a million workers in Mcxi-
can maquladam plants make products 
for export to the States. Mexican rules 
restricting foreign (i.e., U.S.) ownership 
of factoses have been near!y abolished. 
U.S. automobile firms now operate more 

technologically sophisticated plants in 

Mexico than they do at home. Much of 

California's furniture industry has relo-

cated to Tijuana. Japanese and Korean 

consumer electronic firms have gained 

easier access to U.S. markets by estab-

lishing low-wage (but high-quality) 

factori-s in Mexico. 


Meanwhile, and partly as a conse-
quence, the U.S. manufacturing sector 
shrank from 23% of domestic employ-
meit in Ih39 to 18% last year. This 
employment loss can only grow with 
free trade. So why does the Administra- 
tion pursue an agreement? 

Advocates offer two rationales, nel-
ther of which stands much scrutiny, 
First, they claim that free trade would 
open Mexico's market to American sal-,s, 
creating economic growth rt home. 
They speak of "80 million consumers" in 
Mexico, warning that withott free trade, 
Japanese or Europea.b. not Americans, 
could capture this enorrJus mrket. But 
low, wage marliets art no bunanza. 
Mexican wages average t.i an hour and 
have ben der,!:ni:! "Consumers" e.-n-
ing only $i an hour ,son't consume very 
much beyond the 4ais necessities. 

Expanded free trade will probably 
further depress MexicAns' purchasing 
power because it will restrain traditional 
government indssL-ial-protection poll-

Free-trade proponents 
claim that 80% of every peso 
paid to maquila workers is 

speit either in U.S. border communities 
or on U.S products. Thus, they argue, 
U.S. manufacturing in Mexico benefits 
us as well. This makes little sense. When 
a 510-an-hour job in Detroit is replaced 
by a 60-cents-an-hour job in Tijuana, it 
is ludicrous to suggest that U.S. workers 
benefit because 48 cents is then spent in 
San Diero. 

Free-trade supporters also argue that 
moving basic manufat Wring to Mexico 
supports higher-paying jobs at home. 
"Every time you put r. plant in Mexico. il. 
creates new jobs in the United States 
because we are the suppliers, the traris-
porters and the managers of the piants 
in Meloco." said Commerce Secretary 
Robert A. Mosbache,' Sr. in Los Angeles 
last month. 

The Mattel Corp. recently announced 
that it would expand Its toy assembly in 
Mexico. employing several th iuand 
more Mexican workers. This, it claimed, 
would benefit California because the 
assembly operation would depend on 
skilled injection-molding jobs here. 

This argument is confradicted by two 
decades of experience. Almost invari-
ably, nianiacturers claim that only 
basic assembly will relocate. Yet just as 
invariably, once Mexican basic manu-
facturing is running smoothly, higher- 
skilled jobs folliw. Why shouldn't the,,? 
Mexican worker- are no less skilled than 
their Amrican counterparts (and ro-
botization is more advanced in some 
Mexican manufacturing). Mexican uni-
versities and technical schools graduate 
increasing numbers of managers, engi-
neers and skilled workers. And there are 
subtantial inventory, transportation 
and quality savings gained by locating 
supply and design operations close to 
assembly plants they support. 

The moquiii sector now hosts high
tech firms as well as assembly plants. 

Westinghouse, for example, makes the 
F- 16's guidan,:e systems in Chihuahua. 
When Mexico's border industrialization 
zone wn established 20 years ago, its 
main activity was sewing garments.
Today. 39% of all rnaqutla plants make 

electronics; apparel represents only 9%. 
In truth, we are pushing a free-trade 

agreement more for political thnn eco
nomic reasons. The Bush Administration 
is more responsive to manufacturers 
seeking Mexico's low wages than to 
their U.S. workers facing layoff. It is 
more open to financing ve!ntures that 
seek Third World manufacturing profits 
than to competing claims of a starved 
infrastructure and technological ad
vance at home. The Administration also 
is responsive to retailers who expect 
low-cost imports to generate higher 
profits. While that's tru,. in the short 
run, declines in U.S. purchasing power 
resulting from the loss of high-wage 
manufacturing could spell loom for 
mass retailers. It is ominous that the 
average hourly wage in the United 
States has declined almost 10% since 
1980, due in part to replacement af 
high-wage manufactnng by service 
and retail employment. Fareighted re
tailers can take no comfort from this 
statistic, whatever term'porary benefit 
they gain from ,h,.ap irnports. 

The Bush Adiniicstration, character
istically more interested in ',)reign than 
domestic policy, sees an opp.ortunity to 
bolster Mexico's President Carlos Sali
nas de Gortari, who has staked consider
able prestige on the quest for free trade, 
hoping it will stimulate U.S. investment 
in Mexico and remove temptations that 
U.S. investors might feel to ,,nd exress 
capital to developing markets in Eastern 
Europe. However. both Bush and Sali
nas would be well advised to pay more 
attention to the benefits of higher wages 
in both nations, and less attention to 
short-term profits gained from competi
five impoverishment. 

Rihrd Rothstein is a Lot Angeles
based remeorch associate of the Eronu nic 
Polcy Institute in Washington. 
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Ml. DealBaer 

Mexican Elections: Shadow Over the Summit
The concord u.trroundig thisbe("- Prebidetit Bush and wekos sunumtMexan President [F. p " w t oy
Carlos SiLnasis unprecedented in 65 year, o U rotectionsts will t o use noneconomic 
el o th ,ritL% aicthepMe
.firee-trade U.. Me
Solfte summitagreenent (FTA). arguments to derailais thexpnica ist.ahU.S.~-Mxaeagemwi e-trade agreement.

AfUeeA US-tre-Mcoag eosPTAte tTAwounW. be td be the lgcacoprmi ae n c il in -310 
nonAtent aMI tradeticralzution. FodMpco.an 

Fl, will gu ranre market acce:s and aatractinvestors For the United States. an FTA willopen

up Mexico's market of 80 millhon people and en-
haice the rixnprtiti-ne o(our products vla-a-vts
Japan and the European Coroniunity. 

There zs but one shadow ca.t over what woul,ol'erw. beAt J: a llawlczh %u nrt. Poilti.' are theheri e a/t~ljwerl amnity.Ptlt 

overI,r~kj-, a polub.al .ystem in which a siglewuny ha-, dontidted the rk-ttoral tne for &5years. Sallias ha- made guaiani,-ng the 'merr-
tluduty'A CUAl."r I'c
relurll a pifccoiritin to denoc-

r;iy. lieisnridluloith ll=,.,onsW .J~aterlEurope.where w esalledismantlingcipltcallnstttutx..m 
h.I, cotiplicated etonotc reform lie is ao aware 

i the exPer-ice at Chile and South Korea, where
economic refor.ms Imllemented under stict political 

control have surved transitions to democracy.

Salinas i neither 
a brutal autocrat nor revotu-Itkonry denmorat. Rathe., he is a graduali

democratic qucstions. There is. however. such athing as being too gradual. Widcspreid irregulargte
in the Nov. !1 loc;,l State of Mrxko et1heelobilateralamiy.alUf seriout barksidiig. Thie gov."fjm llbIkieirini . 

to have won 116 out of 121 niunwipalitk-. byunbelivable or 
 1., ally.l:s. ithriling IntIl.itional
RL-vou- ,a,-y Patiy 1'RI) hid wrrkeut h.i.l, 

itniclinal t't.I l
-JilrUidith*. ilkdw Iutl i.Vus wtnu t.y ,u £sir;, ,tiri .gdprokcb

President 'ta.;nafe.:e-da turiing point ei the
Mexico state election. Slow-1eomhi i -rtiiraltL.-

LIon may have becore a greater threat to Sakn
econnlitc pro)Lct than radical pulitcal reform, 

President Salinas i notso-Iy re-ponsil
e

des -ent int dadlock. Cutiuhietroc Crderua . lead-er iti tier~ptarlrtw Denocratic Revolutinary Par-
ly,hi- refused to ugage tkm [he kind olI eitton
that cood lead to a pacted transitlni todenincracy

Niher,lehas preferred Ct libel the PHI unrelom,
iblr. lie i bthat might itug on a welling up of public wrathirstoy his pilithcal adversaries scarcely 

llattudC o dell.xrt" tiolr.an-e.
The gratest vittun i4 an t'ktoral ai r-ldii
e ,., ' host ine-nun. prrijent. the PTA. Free-

hiiIr ilit.lll i tir" llitrl tes, r..ituiiig Ihthy h.tve .elre.ehylntlos the arguuiie, .uwilwill 
try to te i eitnieie ,irgtnknitbderailto an
.Igt ietul niidtleak the ownlprotectust iIoliva-

lcr They lt to a FTAr ,^ t Mtat
eleo o ca 

reward to Mc- nla c o hn-no ssinm for good behavi. a.the econormic 'r. nTAreferet
of the Uruted Suits j>1
d be Pu rs aedfor r ce2 alom-Cha = re [esshBshdoisatfightinghotg a riingruntdeWea ana p retona noegntlmawl r at bore. Clearly. he baamade a neolsa

i-othand congesalal pton e cofia,a free-trade
agreentei with MeXIco one of the top prionties ofhis dnssition. Unsavory Mexican eltion will 

ly provie PTA opponents with new ammtution.
The State of exi-o electin 4kxMd erve as a

wake-i call for President Salinat. There L tme to recoup fron thissetack. Mexicolantmvdltenn eleclt is ill hold unpor.for seven giwernorhJu. the 

eatr Chamber oh atieput.silf e4all.. wtethis arkitloid-Ieu ,l.--.There the Stat e lo,gMexicoelectbe can still be earnt-rh bchiie it i too lat. 
. .
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Novembei 20, 1990
 

The Partnership for Democracy 
and Development 


in Central America
 
Te U.S. Department
0State 

hosted a meeting to explore and
 On November 20, the U.S 


discuss Secretary Baker's initiative for 
a Partnership Zor
 

The
 
Democracy and Development (PDD) in Central 

America. 


Partnership is intended to expand exchange of information on
 
view to avoiding
programs in Central America, with a 


duplication, improving coordination, identifying 
gaps, and
 

achieving a synergy making the whole greater 
than the sum of
 

It will not substitute for ongoing programs or
 its parts. 
 debt discussions held in other
 
duplicate economic policy or 


The PDD might be associated with the creation 
of a
 

fora. 
 It would

regional consultative 3roup for Central America. 
 The
 
assure continuing high level focus on Central 

America. 


Partnership builds on the Escpipulas Process 
and is also
 

responsive to the Economic Action Plan for Central 
America
 

Presidents last
 (PAECA), approved by the Central AmpricaT 

We wish to keep structures,
June at Antigua, Guatemala. 
 minimum.


mechanisms, and bureacratic aspects of PDD to 
a 


Ford Cooper, a senior foreign service officer 
has been named
 

U.S. Special Coordinator for the PDD.
 

At the November 20 meeting, the six Central American
 

countries (including Panama) which were represented 
at the
 

21 of the OECD
ministerial or vice-ministerial level; 

countries; Mexico, Venezuela, Colombia and six 

international
 

entities (including the ID0-represented by its President
 

Enrique Iglesias-and the IBRD) made positive 
statements
 

noting the timeliness of an initiative to strengthen 
and
 

deepen both political and economic development 
in the region.
 

Our sense of the meeting is that participants wish to
 
A/S Aronson asked delegates to take
 pursue the PDD idea. 


home for consideration by their governments, suggestions 
to:
 

more formal PDD organizational meeting next
 o Aim for a 

February at the Assistant Secretary level. 

Subject to
 

further consultations, such a meeting might 
be held in
 

We would expect that other countries would
 Washington.

host future meetings.
 

o Name a fairly senior official to coordinate 
PDD
 

point of contact with other
 activities and serve as a 

member governments.
 

'vl.
 
a regional consultative 

group % 

o Consider whether groups) could play a
 

replaCOexisting country-specific 

useful role, bearing in mind that it should 

not take the
 

consultative groups,
 

place of Oxist!Ug country-Spcific 

structures, mechanisms 
and bureaucratic as ects 

of
 
The 
 minimum; but there might 

b
 

erig group with Central American, 
Latin


the PDD should be kept to 
a and U.S.aneed foroa a steern 

a need 


American, Japanese, 
European, Canadian,
 

participation. ovember 20 teeting in
 
le a ore omal in
 

-- we propose to follow up on theoN reomlPD

order to deval meeting perhaps by next 

February at the
 
deelop a consensus on holdinga
t
orgaizationr
ordr 


Assistant Secretary level.
 

The U.S. has offered to host this 
next meetiag in
 

Washington; but would anticipate 
that subsequent meetings be
 

hosted by other countries.
 

-- Concluding the November 
20 meeting, Assistant 

Secretary 

The PDD will work to help 
Central


stated the PDD could 
demonstrate that no one 

is walking away
 

from Central America. 

It will enable the Central
 Americans escape a lost decade. 
future with peace, oppottunity 

and
 
Americans to seek a 

dignity.
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Central America and Panama: Major Issues for Congress 

by Nina Scrafino Noveimber 16, 1990 

SUMMARY 

During the past decade, the United States has become deeply involved in the 
affairs of the countries on the Central American isthmus. In July 1979, the leftist 
Sandinista National Liberation Front (FSLN) took power in Nicaragua. Attempting 
to forestall similar revolutions elsewhere in the region, particularly in El Salvador, 
the United States dramatically increased its activity and presence in Central America. 
Efforts to reshape political systems, most of which were in the hands of the military, 
professionalize the local militaries, and stimulate economic growth and development 
were accompanied by a buildup of the U.S. military presence and massive U.S. aid. 
Beginning in mid-1987, the United States became involved in supporting a democratic 
transition in Panama. For policymakers this implied the ouster if Panama's d facto 
military ruler, General Manuel Antonio Noriega. U.S. policymakers were concerned 
by Noriega's control of the political system and his alleged involvement in drug 
trafficking, particularly in light of U.S. interests in Panama, especially the Panama 
Canal. 

In 1990, the United States faced several decisions in Central America, most 
importantly in El Salvador, Panama, and Nicaragua. Concerning El Salvador, debate 
over the desirability of U.S. aid to the military was reinvigorated in late 1989 when 
human rights abuse and military conflict escalated sharply toward the year's end, 
symbolized by the bombing of a union headquarterz, by the killing of six prominent 
Jesuit priests, and by a massive, country-wide offensive by the Salvadoran guerrillas. 
In Panama, the Dec. 20, 1989, U.S. military action ousting General Noriega raised 
questions concerning the duration of a U.S. military presence in Panama and the 
appropriate level and nature of U.S. assistance. The Feb. 25, 1990, victory of the 
opposition United Nicaraguan Opposition (UNO) cc.alition in Nicaragua resolved the 
U.S. dilemma concerning policy toward that country and support of the anti-
Sandinista contras, but raised questions concerning the amount and timing of U.S. 
aid to the new Chamorro government. 

During the legislative session, Congress provided significant amounts of 
assistance for Panama and Nicaragua while it strongly conditioned military assistance 
to El Salvador. In February 1990, Congress lifted restrictions on aid and trade 
benefits for Panama and authorized around $51 million in urgent asslztance to help 
support the new government (P.L. 101-243). In Mav, Congress provided $420 million 
in ESF assistance for Panama and $300 million in ESF assistance for Nicaragua in 
FY1990 supplemental appropriations legislation (P.L. 101-302). Toward the end of 
the legislative sec'ion, in FY1991 foreign aid appropriations legislation (P.L. 101
513), Congress strongly conditioned military assistance to El Salvador on the behavior 
of both the Salvadoran government and the leftist gaerrillas of the FMLN. 
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Congress took into account in 1987 when it halted military aid to the contras 
(although non-lethal aid continued) and encouraged them to negotiate with the 
Sandinista government. (These negotiations reached no conclusion.) In the first of 
the follow-up accords, signed in February 1989, Nicaragua promised to hold fair 
elections under international observation by Feb. 25, 1990, in exchange for a pledge 
by the presidents of the other Central American countries to design a plan for 
demobilizing the contras. This was an important factor in the formulation of the 
March 1989 bipartisan accord signed by President Bush and leaders of both parties 
in Congress, which provided continued non-lethal aid to the contras through Feb. 
28, 1990, but focused U.S. attention on the Nicaraguan electoral process. 

The effects of the most recent accord, signed in December 1989, are as yet 
uncertain. This provides for further efforts towards demobilization of the contras, 
and specifically supports Nicaragua's efforts to have all aid to the contras - a 
reference to U.S. aid - channelcd through international agencies. The most 
dramatic points of the December accord concern El Salvador. There, it called for an 
end to violent activities by the FILN, a resumption of the dialogue between the 
goveniment and the FMLN, which had taken place sporadically since 1984, and the 
demobilization of the FMLN. 

Development of the Sitution in Panama. 

Until Panama's political crisis erupted in mid-1987, Panama had largely faded 
from the news since the late 1970s when the Panama Canal Treaties were ratified 
and when Congress passed implementing legisiPtion for the creation of the Panama 
Canal Commission (PCC), the new U.S. agency responsible for managing the Canal 
until the year 2000. In the first half of the 1980s, U.S. legislative activity regarding 
Panama wab largely limited to snnual authorization and appropriation measures for 
the PCC. In that period, however, there were significant political developments in 
Panama that laid the foundation for the political crisis that began in mid-1987. 

In 1981, the Panamanian political landscape changed abruptly when General 
Omar Torrijos, Panama's populist military ruler since 1968, died in a plane crash. 
Torrijos had already began a process of political liberalization that was to culminate 
with the direct election of a civilian president in 1984. However, by 1983, Colonel 
Manuel Noriega, who had long seived as Torrijos' intelligence chief, assumed control 
of the National Guard and engineered the establishment of the Panama Defense 
Forces, which substantially broadened the powers of Panama's military. 

Noriega's behind-the-scenes control of Panama's civilian political system was 
demonstrited in 1984 when a Noriega-backed rresidential candidate, Nicolas Barletta, 
won elections that were widely perceived to be fraudulent. Barletta himself was 
forced from office in 1985 because of his call for an investigation into the brutal 
murder of an opposition leader. During this period it is reported that Noriega aided 
U.S. efforts to supply the contras in Nicaragua. In June 1986, allegations arose in 
the press and congressional hearings that Noriega was involved in numerous illegal 
activities, including drug trafficking, in addition to his manipulation of Panama's 
political system. Congressional hearings in 1986 also focussed on these allegations. 
In early 1987, before Panama's political crisis erupted, the U.0. Senate voted to 
disapprove a presidential certification that Panama was fully cooperating with the 
United States in anti-drug measures. By June 1987, allegations against Noriega by 
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a high-ranking Panamanian military official sparked riots and prompted the 
formation of a broad opposition coalition to challenge Noriega's political control. 

Major Issues For Congress 

El Salvador 

Issue. In 1990, Cogress considered the Administration's FY1991 request for
$375.4 million in economic and military aid to assist the Cristiani government in its
struggle with the leftist guerrillas of the Farabundo Marti National Liberation Front 
(FMLN). At issue was whether to approve the Administration's request or towithhold substantial portions of the military aid as pressure on the Salvadoran 
military to punish members guilty of human rights violations and to encourage a
negotiated settlement of the war. The major action by Congress was passage of a
foreign aid appropriation bill (H.R. 5114, P.L. 101-513) that limited FY1991 military
assistance for El Salvador to $85 million and withheld 50% of the assistance to 
encourage a negotiated settlement. (See Legislation for more detail.) 

Background. U.S. support for El Salvador seemed to be producing desired
socio-economic reforms ond improvements in the human rights situation in the early
years following the election of Christian Democrat Jose Napoleon Duarte in 1.984.
By the end of his term the party was tarnished with an image of corruption and 
ineffectiveness and lost control of the legislature and the presidency to the rightist
Nationalist Republican Alliance (ARENA) party in 1988 and 1989. The June 1, 1989,
inauguration of ARENA's Alfredo Cristiani ended nearly a decade of U.S.-supported
centrist governments in which the Christian Democratic Party was a key ally. By
late 1989, the country seemed to be experiencing increasing polarization and violence

symbolized particularly by the FMLN guerrilla oflensive in November-December 
1989 -- and the brutal killing of six Jesuit priests on Nov. 16, 1989, by elements of
the Salvadoran military. Although military activity continued in 1990, the level of
violence decreased and regular U.N.-mediated peace talks between the government
and the guerrillas began in April 1990. 

Options. In considering aid to E, Salvador, Congrress had three basic options.
The first option was to continue aid to El Solvadr r roughly at present levels, and
under Lurrent conditions. Proponents , 4_,;s 1pproach argued that any reductions

in aid might weaken the democratically elected Cristiani, who is perceived as a

moderate struggling wiLl a radical rightist faction for control of his party and trying

to 
control human rights abuse while fighting an externally aided, communist-led 
insurgency. They argued that significant cuts in U.S. aid might lead .o a guerrilla
victory that would have disastrous consequences for the United States. The second
option was to withhold a portion of the aid and to condition the aid or, prosecution
of those responsible for the killing of the six Jesuit priests and on g.ood faith ifforts 
to achieve a negotiated settlement. Proponents of this approach argued that leverage
had to be exerted to insure improvement in human rights and to encourage a realistic
political settlement of a conflict th .t could not be -.on militarily. The third option
was to terminate aid to El Salvador on grounds that government involvement with 
human rights abuse and repression was so -Rat that the United States should 
withdraw and not be associated with the regime. 
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Panama 

Issues. In 1990, in ligbt of the U.S. military intervention and the establishment 
of a new Panamanian government in December 1989, Congress faced such issues as 
economic support for the new government, and the adequacy of measures taken by 
the new government to prevent money laundering. An additional issue is the role 
of the U.S. military in Panama. 

Backpound. The U.S. military intervention in Panama culminated almost two 
years of strong U.S. pressure against the de facto political rule of General Noriega. 
Since June 1987, when Noriega's rule was challenged by a broad opposition coalition, 
the objective of U.S. policy toward Panama was support for civilian democratic rule. 
For policymakers, this meant the ouster of Noriega from power. His rule was 
considered problematic because of his manipulation of the political system, and his 
alleged involvement in drug-trafficking (he was indicted on drug-related charges in 
February 1988 by two U.S. Federal courts). For U.S. policymakers, these problems 
loomed even larger when considering U.S. interests in Panama, including the Panama 
Canal and the safety of U.S. citizens in Panama. 

Noriega demonstrated his control over Panama when he ousted Panama's 
civilian president in 1988, and overtly stole Panama's national elections in May 1989. 
The regime nullified those elections when it became evident that the opposition had 
won, reportedly by a 3-1 margin. Up until that time, U.S. policy largely consisted 
of the nonrecognition of the regime, and a range of severe economic sanctions. After 
the election nullification, President Bush announced a policy emphasizing continued 
support for regional diplomacy through the Organization of American States (OAS). 
Despite three months of efforts, the OAS was unable to bring about a peaceful 
transfer of power in Panama. Instead the regime appointed a new provisional 
government made up of Noriega's associates. 

The situation deteriorated beginning in early Octobei" 1989 when a coup attempt 
by PDF rebels was crushed by troops loyal to Noriega. Following the coup attempt, 
the regime enacted a series of repressive emergency laws designed to crack down on 
any opposition. In mid-December 1989, a new Noriega-controlled legislative body 
designated Noriega as head of government and declared Panama to be in a state of 
war with the United States. Soon after, the regime's intensified harassment against 
U.S. soldiers led to the killing of a U.S. Marine on Dec. 16, 1989. 

In response to these events, on Dec. 20, 1989, President Bush ordered U.S. 
forces into combat in Panama with four objectives: to safeguard the lives of some 
35,000 Americans; to defend democracy; to apprehend Noriega and bring him to trial 
in the United States; and to protect the integrity of the Panama Canal Treaties. 
According to President Bush, all four objectives had been achieved by Jan. 3, 1990, 
the last being Noriega's arrest and arrival in the United States. News reports 
indicated that the Panamanian people welcomed the U.S intervention, even though 
it was condemned in resolutions passed by the United Nations and the Organization 
of American States. Most Members of Congress responded favorably to the action, 
although some opposed it. 
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Regarding U.S assistance to the new government, on Jan. 25, 1990, Presiden 
Bush announced an economic recovery program for Panama worth up to $1 billion 
In the immediate future, AID would provide $42 million in assistance for housing, 
public works, small business rehabilitation, and technical assistance. In addition, the 
economic recovery program would include a package worth up to $500 million in 
loans, guarantees, and programs to stimulate market access and private investment. 
In February 1990, Congress approved legislation (P.L. 101-243) for the $42 million 
and lifted legislative restrictions, thereby restoring Panama's eligibility for the U.S. 
aid and trade benefits. In May, Congress appropriated an additional $420 million in 
economic assistance for Panama (P.L. 101..302). (See Legislation.) 

Regarding the issue of money laundering, some Members of Congress warned 
that future aid to Panama coull be jeopardized if the new government does not move 
quickly enough to either enforce existing laws or make changes to Panama's banking 
system to prevent laundering. On Feb. 7, 1990, in passing urgent assistance 
legislation (P.L. 101-243), Congress required a Presidential report by Apr. 15, 1990, 
on specific actions taken by the Endara government to halt money laundering. In 
appropriating $420 million in economic assistance (P.L. 101-302), Congress did not 
condition the assistance, but in a conference report strongly urged that no more than 
80% of the aid be provided unless Panama undertook certain anti-money laundering 
efforts. 

Regarding the U.S. military in Panama, an important issue is its role in 
assisting the new Panamanian Public Force, created to replace the old PDF. 
Although all U.S forces sent for the intervention have returned to the United States, 
an estimated 10,000 troops are still stationed in Panama to fulfill the U.S. 
responsibility of defending the Canal. In addition, since the military intervention, 
U.S. military police have participated in joint patrols with the Panamanians to assist 
them in carrying out their police duties. U.S. officials indicated that the troops 
would continue patrolling and would only return to their bases once the new Public 
Force was fully operational. Because of the substantial progress of the Public Force, 
U.S. officials announced in late October 1990 that all U.S. troops will have returned 
to their bases by Nov 28, 1990. 

Nicaragua 

Issue. On Apr. 25, 1990, Nicaragua's new president, Violeta Barrios de 
Chamorro, was inaugurated. This event heralded the start of a new era of 
U.S.-Nicaraguan relations, as it removed the Sandinista government with which the 
United States has had hostile relations and brought to power a coalition that the 
United States supports. Nevertheless, U.S. policymakers differed on the timing of 
proposed assistance to the new government, and the appropriate U.S. role in the 
demobilization of the "contras," the anti-Sandinista rebels who have received $322 
million in direct U.S. aid since 1981. These. issues were largely resolved with the 
passage of the Dire Emergency Supplemental Appropriations Act for FY1990 (H.R. 
4404, P.L. 101-302), and the completion of contra demobilization in June 1990. 

Background. On Feb. 25, 1990, Nicaragua's voters turned out of office the 
Sandinista government, which has ruled the country for 10 years, choosing instead 
the newly formed United Nicaraguan Opposition (UNO) coalition. A coalition of 14 
parties, spanning the political spectrum from conservative to communist, the UNO 
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won the presidential race by a 14-point majority, 55% to 41%. By a similar nation

wide margin, the UNO also gained a majority of representatives to the legislative 

National Assembly, and won the municipal elections in most of the country's major 

cities, including the capital. 

Soon after the elections, the UNO began separate negotiations with the contras 

Sandinista National Liberation Front (FSLN) to resolve conflictiveand with the 
issues, particularly contra demobilization and the Sandinista presence in military and 

police forces. On Mar. 23, 1990, the UNO signed the "Toncontin" agreement with 

the contras. This provided that the contras would move into enclaves in Nicaragua 

supervised by international agencies established under the Central American peace 

process, with those remaining in Honduras to be disarmed by April 20. On March 

27, the UNO signed an agreement with the FSLN on several issues. Most 

importantly, the pact represented a pledge by the military to obey civilian control and 

a pledge by the UNO to respect the military's hierarchy, command structure, and 
two accords set common goals, as politicalpromotion list. Although these 

compromises they are in some respects vague and subject to interpretation and do not 
Thus, the government faced difficulties withnecessarily satisfy all relevant parties. 


both the FSLN and the contras when she was inaugurated on April 25.
 

The Bush Administration has taken a number of steps to assist the future UNO 
trade embargo againstgovernment. On March 13, President Bush lifted the 

Nicaragua, and said he would send Nicaragua $21 million in food and humanitarian 

aid. He also sought by April 6 congressional approval for $300 million in emergency 

FY1990 supplemental appropriations for Nicaragua. This sum included $1.28 million 

to meet immediate economic needs; $75 million for other economic, social, and 

political prograras $50 million to help clear Nicaragua's $234 million arrearages 

with international financial institutions (IFIs); and $15 million for the repatriation 

of Nicaraguan refugees. The President also requested congressional approval of $32 
of contras and their families.million for demobilization and resettlement 

Administration officials stated that the money would assist contras' return to civiiian 

lives after they have disarmed. The funds were approved with the passage of H.R. 

4404; which was signed into law May 25, 1990 (P.L. 101-302). In addition, the 
AlthoughAdministration requested $200 million in ESF assistance for FY1991. 


Congress did not specifically earmark the $200 million for Nicaragua in action on the
 

foreign aid bill (H.R. 5114, P.L. 101-513), it did note in a conference report (H.Rept.
 
to101-968) that it expects the Administration to provide as close as possible its 

assistance request. 

LEGISLATION 

P.L. 101-243, H.R. 3952 
PANAMA: To authorize certain assistance and trade benefits. Authorizes $42 

million in economic assistance ($10 million in housing guarantees and $32 million in 

economic assistance, with up to $1.2 million for judicial and police training under the 

Administration of Justice Program). Allows the use of previously obligated military 
$9.3 usedassistance funds for Panama (estimated at million) to be for the 

procurement of law enforcement equipment with not more than $500,000 for lethal 

equipment. Restores Panama's eligibility for aid and trade benefits by waiving the 
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Brooke-Alexander amendment, which bars aid to governments that are in arrears 
on payments on U.S. government debts, and by waiving application of the drug 
sanctions in the Foreign Assistance Act and the Narcotics Control Act. Introduced 
Feb. 6, 1990; ordered reported the same day by Committee on Foreign Affairs. 
Passed House (voice vote) and Senate (voice vote) Feb. 7; signed into law Feb. 14, 
1990.
 

P.L. 101-302, H.R. 4404 
Dire Emergency Supplemental Appropriations for FY1990. PANAMA: Chapter 

I providea $420 million in Economic Support Funds (ESF) until Sept. 30, 1991, for 
assistance to Panama, of which $15 million can be used for debt-for-nature swaps. 
Allows for training and assistance to help create a professional civilian police force 
with not more than $5 million for the procurement of non-lethal law enforcement 
equipment. NICARAGUA: Provides $300 million in ESF until the same date, of 
which $30 million is to support the voluntary demobilization, repatriation, and 
resettlement of members of the Nicaraguan resistance ("contras") and their families. 
States that contra aid is to be channeled through the International Commission of 
Support and Verification (CIAV) except under certain conditions. Up to $10 million 
of the Nicaragua and Panama funding may pay for administrative expenses of the 
Agency for International Development (AID). Reported to House by Committee on 
Appropriations Mar. 27, 1990. Passed House (amended) 362-59, Apr. 5, 1990. 
Received in Senate Apr. 5, 1990, and referred to Committee on Appropriations. 
Reported by Senate Appropriations Committee. Conference report included new 
monitoring provisions calling for periodic reports from the Agency for International 
Development and the General Accounting Office on funds for P, nama and Nicaragua. 
Passed Senate (amended) by voice vote May 1. Both chambers approved the 
conference report May 24. Signed into law May 25, 1990. 

P.L. 101-513, H.R. 5114 
Foreign Operations, Export Financing and Related Programs Appropriations Act, 

FY1991. EL SALVADOR: Limits FY1991 military assistance to $85 million, 
withholds 50% of the assistance to create incentives for both parties to achieve a 
negotiated settlement, and withholds $5 million of the military aid until the 
Salvadoran government prosecutes and obtain verdicts for four separate human rights 
cases involving 31 killings. The withheld aid is be restored if the President 
determines that the FMLN has failed to negotiate in good faith or has rejected an 
active role in the negotiations for the U.N. Secretary General; has rejected a plan for 
the settlement of the conflict; is receiving significant shipments of lethal arms from 
abroad; is carrying out sustained military activities that jeopardize the government; 
or is engaging in violence against civilian targets. All assistance is to be terminated, 
however, if the government has failed to negotiate in good faith or has rejected an 
active role for the U.S Secretary General; has rejected a plan for the settlement of 
the conflict; has failed to prosecute those responsible for killing the Jesuit priests; 
has failed to control acts of violence against civilians by military or security forces; 
or has failed to actively seek and encourage a law enforcement service from outside 
El Salvador to accompany and monitor investigators of the Jesuit murders. In 
addition, all military assistance is to be terminated if the elected government has 
been overthrown by military coup or decree. NICARAGUA: Specifies that no aid is 
to be provided to any member of the Nicaraguan Resistance who has not disarmed 
and is not abiding by the terms of the various cease-fire and disarmament 
agreements. Although the legislation does not specifically earmark $200 million in 
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ESF assistance requested by the Administration, in a conference report Congress 

noted that it expects the Administration to provide as close as possible to the $200 

million. Reported to House by Committee on Appropriations (H.Rept. 101-533). 

Passed House (308-117) June 27, 1990; received in the Senate July 10. Reported to 

Senate by Committee on Appropriations Oct. 10, 1990 (S.Rept. 101-519). Passed 

Senate, amended, (76-23) Oct. 24, 1990. Conference report (H.Rept 101-968) filed in 

House Oct. 27, 1990. House Agreed (188-162) to conference report Oct. 27, 1990. 
Senate agreed to conference report by unanimous consent Oct. 27, 1990. Signed into 

law Nov. 5, 1990. 

H.R. 4636 (Fascell) 
Supplemental Assistance for Emerging Democracies Act of 1990. PANAMA: 

Authorizes $470 million in supplemental FY1990 aid for Panama. NICARAGUA: 
Authorizes $340 million in supplemental FY1990 aid. EL SALVADOR: As reported 

by Committee, limits FY1991 military aid up to $85 million, and would withhold half 

of unexpended FY1990 military assistance and half of FY1991 military aid to promote 

a negotiated settlement. Reported to House by Committee on Foreign Affairs 

(H.Rept. 101-470) May 1, 1990. Amendments adopted May 22, of which three 

specifically applied to Central America, including the Moakley-Murtha amendment, 
approved 250-163, to clarify and strengthen the bill's conditions on withholding aid 

for El Salvador. The same day, the House disapproved the bill, 171-244. 

S. 2364 (Pell) 
Emergency Supplemental Assistance for Panama, Nicaragua, and Sub-Saharan 

Africa Act of FY1990. PANAMA: Authorizes $470 million for supplemental 

appropriations for FY1990. Provides $170 million -or the private sector; $125 million 

for public investment; $130 million to pay arrearages to IFIs; and $45 million to 

strengthen public administration, including civilian law enforcement programs. Has 

provisions on Panamanian cooperation on U.S. narcotics policy. NICARAGUA: 
million for immediate economic assistanceProvides $300 million for FY1990: $128 

to the government and private sector; $50 million to assist Nicaragua pay its 

arrearages to IFIs; and $75 million to assist its long-term economic growth and 
million for the voluntary demobilization,development needs. Also provides $30 

repatriation, and resettlement of disarmed contras and their families, to be channeled 

through the CIAV in coordination with the Nicaraguan government except under 

certain conditions; $2 million for the ONUCA's expenses, and $15 million for the 

repatriation and resettlement in Nicaragua of Nicaraguan refugees and other 

displaced Nicaraguans. Contains provisions on trade with Nicaragua. BOTH: 

Provides $10 million of the funds can be used for AID administrative expenses; and 
oncontains certain environmental restrictions. Reported to Senate by Committee 

Foreign Relations Mar. 29, 1990. Passed Senate (amended) by voice vote Apr. 5, 
1990. On May 24, the House adopted a Fascell amendment substituting the text of 

H.R. 4636 as amended by the House on May 22, excluding an amendment on Panama 

and 	all language on El Salvador. On the same day, the House passed the bill as 
aamended and the Speaker appointed conferees. On June 5, the Senate received 

message on House action; House requested a conference. 
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One Year Later: Update 
on Andean Drug Strategy 
Melvyn Levitsky, Assistant Secretary 
for International Narcotics Matters (INM) 
Address before the Task Force on International Narcotics Control, 
House Foreign Affairs Committee, Washington, DC, October 10, 1990 

n behalf of my colleagues who 
have joined me today, let me 
express our appreciation for 

the opportunity to appear before the 
House task force to review with you 
the status of the Andean strategy, the 
Cartagena summit, and compliance on 
various legal requirements. We believe 
that congressional understanding and 

support for the counter-narcotics effort 
i esse tial to the effort and a compo-
nent in its success. 

Let me start by reviewing where 
we stand in implementing the Andean_, 
strategy in Colombia, Bolivia, and 
Peru. Following a general summary, 
I would like to review highlights of 
country programs, bring you up to date 
on developments since the Cartagena 
summit, and conclude with brief re-

marks on certain compliance issues. 


Theate 
Andean initiative a year ago. There 
has been progress in some areas and 
less in others, but we are convinced 
that we have the right approach. We 
have developed an integrated program 
that combines economic assistance and 
military and law enforcement efforts in 
a phased plan that takes into consider-
ation the range of complexities inher-
ent in dealing with the drug issue. We 
are moving ahead, but we still have a 
long way to go. 

As we begin the second fiscal year 
of this effort, we need to look at where 
we have come from and where we are 
going. As called for in the President's 
strategy, decisions on resources for FY 
[fiscal year] 1991 will be based upon the 
results of such a review. This evalua-
tion is still underway, but we are happy 
to share with the Congress our prelimi-
nary views. 

We have come a long way in the 
past year. We have taken the idea of 
an integrated counter-narcotics strat-
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egy and brought together all of the in-
volved executive branch agencies to de-
velop plans with the three Andean gov-
ernments aimed at implementing ef-
forts to dismantle the drug trafficking 
organizations. 

There have been notable achieve-
ments in many areas. New, democrati-
cally elected governments in each of 
the three Andean nations have repeat-
edly voiced their commitments to the 
counter-narcotics struggle, and they 
have each taken steps, in cooperation 
with the United States, to meet the 
challenge. Together, we have worked 
to use intelligence better to focus our 
efforts on higher-level targets, moving 
away from a primary focus on eradica-
tion programs and low-level interdic-
tion efforts. We have supported the in-
ternal programs of the three states to 
improve the operational capabilities of 
their law enforcement and military 

US Department of State Dispatch/ 

forces engaged in the drug war. These 
programs have resulted in increased 
seizures and pressure on the trafficking 
organizations. We have involved our 
own military to enhance detection and 
monitoring in the approaches to the 
United States, forcing the traffickers to 
disperse their activities. We have seen 
increased seizures, arrests, confiscation 
of assets, and signs of disarray within 
the trafficking organizations. 

We have helped to improve 
counter-narcotics cooperation with the 
police in all three countries. We have 
assisted the armed forces in Colombia 
to assume a more vigorous role, as have 
elements in the Bolivian air force and 
navy, which have produced some of the 
most dramatic seizures in recent years. 
There are encouraging signs that our 
air interdiction efforts have hampered 

the easy movement of drugs by air di
rectly to the United States. We have 
not, however, limited our efforts to in
terdiction. 

also have looked to economic as
sistance programs. Scheduled to begin 
this year, they are dcz iiaed to provide 
a mix of activities to assist the Andean 
governments and people. These in
elude macroeconomic efforts and more 

efforts to give those people in

volved in coca production a viable eco
nomic alternative. Of course, the question remains as to whether and how the 
Congress will authorize and appropri

narcotics-related economics assisane ndwterel economi as
sistane funds will be earmarked in 
such a way as to reduce the amount 

available to our counter-narcotics pro
grams. 

Several areas, however, pose prob
lems in implementing an effective nar
cotics control program in the Andean 
region. We are continuing our efforts 
to have a positive influence in these 
areas, keeping in mind that we are 
wurking on an issue that ultimately 
affects fragile social, economic and po
litical institutions of sovereign coun
tries. 

* We are working with law en
forcement agencies to increase sub
stantially the pace of laboratory de
struction and cocaine seizures. Our 
goal in this area is to improve perform
ance of host country interdiction opera
tions to a point that eliminates cocaine 
traffic destined for the US and Euro
pean markets. 
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* We are developing new interna-

tional mechanisms to address money 

laundering and the flow of precursor 

and essential chemicals. 


- We are seeking better programs 
to use seized assets for counter-narcot-
ics purposes. We are establishing 
projects to overcome institutional 
weaknesses in the legal and judicial 
systems that enable traffickers to re-
gain these assets. 

a We are striving to develop coop-
erative programs to deal with allega-
tions of violations of human rights and 
corruption. Our counter-narcotics 
prujects include provisions for end use 
monitoring of equipment. 

We knew at the outset, however, 
that our effort to address these prob-
lems in all their complexity was not go-
ing to be easy or over quickly. We 
knew it was going to require a multi-
year effort and sustained cooperation 
between all elements of the US govern-
ment. 

As we move into the second year of 
the Andean implementation plan, we 
are building on the FY 1990 plan, which 
involved strengthening of political will, 
military and law enforcement effective-
ness, and the targeting of trafficking 
organizations. Working in close coordi-
nation with our inissions in Colombia, 
Bolivia, and Peru, we are developing 
sub-plans to address specific problem 
areas such as judicial reform, public di-
plomacy, air strategy, ground strategy, 
riverine strategy, coca containment, 
control of precursor and essential 
chemicals, the targeting of drug king-
pins, money laundering, and economic 
support. 

The intent of this effort, based on a 
continuing assessment of the perform-
ance of the Andean states, is to carry 
forward the progress we have made 
and address the shortcomings we have 
noted. Knowing that we must sustain a 
vigorous program, we are determined 
to pursue those efforts that have pro-
duced results, reassess those that have 
not, and seek new approaches that will 
enhance our chances of success. 

I would like to turn now to a review 
of some of the specifics of our efforts in 
each of the Andean states, noting 
progress and difficulties. 

The major successes of the 
President's Andean strategy to date 
can be credited to the heroic efforts of 
Colombia, which deserves the lion's 
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share of the credit. At the same time, 
the Bolivian government has collabo-
rated in bilateral and multilateral ef-
forts to combat cocaine trafficking and 
has pursued economic policies to put 
the country back on a sound footing. 
The newly inaugurated Fujimori ad-
ministration in Peru is working to over-
come the disruptive policies and prac-
tices of the past administration, seek-
ing to lay important groundwork for a 
comprehensive economic and political 
strategy to address not only the narcot-
ics problem but the whole range of 
social and political difficulties that 
plague Peru. 

Colomrin otary 
Colombia 
We eetimate that Colombian trafficking 
organizations control some 80% of the 
cocaine processing industry in the 
Andes. 

Colombia's progress in attacking 
these organizations exceeds what we 
anticipated a year ago despite unrelent-
ing pressure from drug traffickers and 
insurgent groups. The government of 
Colombia has acted forcefully to pro-
tect itself and preserve its democratic 
institutions. US assistance has helped 
to sustain Colombia's operational ef-
forts and to focus them on key targets. 

Colombian determination to target 
the leadership of the drug cartels and 
their infrastructure, particularly co-
caine processing labs and air transpor-
tation nodes, has resulted in serious 
disruption of the operations of the drug 
trafficking organizations. Both the po-
lice and the military played active roles 
in counter-narcotics activities in 1990, 
including one combined army and air 
force operation against a distribution 
center called La Petrolera, which 
seized 19 tons of cocaine. Extraditions 
to the United States continued, reach-
ing 22 people for the period of August 
1989 to August 1990. Disrupting these 
trafficker operations has a "trickle 
down" effect of lowered demand for 
coca base and coca paste, thereby influ-
encing coca leaf prices in Peru and 
Bolivia. 

While Colombian forces have in-
flicted significant damage on the 
Medellin cartel, the Cali cartel as well 
as emerging new cartels have not yet 
been targeted as aggressively. In addi-
tion, the widespread violence continues 
in Medellin, and the environment of 
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threat and intimidation aimed at civi 
ian leaders, judges, and the law r-n. 
forcement establishment continues t1 
make life dangerous for all citizens. 

We are seeking to address this 
problem through the programs outlir 
in our FY 1990 and FY 1991 submis
sions. Our FY 1990 counter-narcotic 
assistance to Colombia included ',he 
following

* $20 nilion in INM-funded pr&
grains to support the Colombian Na
force, especiall to sutin ti 
force, especially to sustain its field 
presence and air operations; 

v $71 million in FMF [foreign rii 
financing] programs to provide 

equipment, services and training for 
the Colombian armed forces counter
narcotics efforts (and $500,000 in IME 
[international military and educatiom 
training] ); 

a $1 million in FM.'1 earmarked 
funds for weapons and ammunition fu 
the Colombian National Police; 

* $995,700 in FMF earmarked 
funds for the defensive arming of air
craft already in the inventory of the 
Colombian government; 

* Currently estimated $3.7 millio; 
of economic assistance, which includea 
ESF [economic support fund] and de
velopment assistance. 

A drawdown of $65 million worth c 
military equipment, services, and traih 
ing delivered last fall provided vital re 
sources which have enabled the Colom 

bian government to move aggressivel3
against drug traffickers and their as
sets. In addition, a drawdown of $20 
million worth of military equipment, 
services and training being delivered 
this fall for counter-narcotics purposes 
provides Colombia with resources to 
sustain momentum against trafficker 
organizations. 

Bolivia 

We believe that the Bolivians have felt 
constrained by a perceived dependence 
on the "coca economy" and have been 
careful to avoid measures that might 
provoke civil violence or destabilize 
fragile democratic institutions. 

In the first half of 1990, there was 
an increasing cnnvergence between the 
counter-narcotics policy approaches of 
the Paz Zamora government and those 
of the United States. The Bolivian con
gress ratified the 1988 United Nations 
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Convention Against Illicit Trafficking 
in Narcotics Drugs and Psychotropic 
Substances. The Bolivians also have 
signed Cartagena side agreements with 
the United States on essential chemi-
cals, public awareness and contrul of 
weapons. 


Helped by low coca leaf prices, the 
coca eradication program attained 
record rates, although prices began 
edging higher during the middle of theyear199,ByJulte vluntry oca 
year. By July 1990, the voluntary coca 
eradication program surpassed the an-
nua target of 5,000 hectares specified
in the Bolivian coca control law of 1988. 
Bolivia is pursuing a goal of eradicating 
7,F00 hectares by the end of 1990 to 
make up for a shortfall in the 1989 
eradication program. The current 1990 
pace of seizures of cocaine products and 
arrests inBolivia should exceed the 
statistics for 1988 and 1989. 

The Bolivian air force counter-nar-
coti-s task force operated 12 US gov-
ernment-owned helicopters for more 
than 10,000 hours without accidents. 
Thn navy counter-narcotics Riverine 
Task Force improved its performance 
dramatically, spending the majority of 
its time in the first half of 1990 on op-
erations away from its base. Among its 
significant successes was the recent de-
struction of the largest cocaine HCL 
production laboratory found in Bolivia. 
Virtually all officers and more than 
60% of the patrolmen assigned to the 
National Police Rural Mobile Patrol 

Force (UMOPAR) are now graduates 

of the US government-supported 

Chimore training center, which also 

provided paramilitary rural counter-

narcotics training for personnel from 

several other Latin American :oun-

tries. These successes, however, have 

not been unmitigated. 


While it is our intention to work 
with the Bolivians to engage the full 
range of their capabilities in the drug 
war, Boliviarn army involvement has 
not been clearly delineated. We iow 
have assurances from the highest levels 
of the Bolivian government that the 
army will participate in the expanded 
Bolivian armed forces counter-narcot-
ics program as cited in Annex III of the 
bilateral agreement on cooperation 
against narcotics trafficking, but the 
exact dagD ee and nature of that coop-
eration remains unclear. ILis impor-
tant to note, however, that we are not 
forcing a military option on the Boliv-
ians. Their air force and navy already 
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cooperate, and the degree of military 
support to the overall effort is a Boliv-
ian decision. We have made clear, 
though, and the Bolivians have ac-
cepted, the notion of performance-
based programs. 

Our FY 1990 counter-narcotics as-
sistance program to Bolivia included 
the following elements: 

g $15.7 million of INM-funded pro-grams designed to strengthen law en
forcement and interdiction capabilities 

racing tnd' 

* $39.1 million in FMF funds to 
support the role of the armed forces in 
the war against drugs (and $500,000 in 
IMET); 

a $1 million in earmarked FMF 
funds for weapons and ammunition for 

UMOPAR; 

* A drawdown of $7.8 million worth 
of Department of Defense equipment, 
services, and related training;, 

0 $40.5 million currently estimated 
in economic assistance. 

Peru 

Peru presents the most difficult situa-
tion because of the complexity of its 
problems and the newness of the 
Fujimori administration. Counter-
narcotics performance was limited dur-
ing the final months of the Garcia ad-
ministration. The Fujimori administra-
tion has publicly committed itself to 
fight narcotics traffickers and insur-
gents, and to adhere to international 
human rights standards. But as a new 
government with a wide range of seri-
ous internal problems, it has moved 
slowly and sometimes uncertainly to-
wards developing a comprehensive 
strategy. There is, however, signifi-
cant support within the government 
and in the public to develop a workable 
counter-

narcotics program in cooperation with 
the United States. We are continuing 
negotiations with the new government 
on integrated counter-narcotics pro-
grams. 

Santa Lucia, the base of interdiction 
operations in the Upper Huallaga Val-
ley, is near completion. Security and 
logistical arrangements are in place. 
The airstrip is long enough to land a 
C-130 transport aircraft, providing an 
air bridge between Santa Lucia and 
Lima. Hangar and maintenance facili-
ties are also near completion. 
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Police cooperation at Santa Lucia 
has continued to be strong in the first 
weeks of the Fujimori administration. 
In August, the national police at Santa 
Lucia destroyed 14 cocaine-base labs, 
one stash houce, and four chemical stor
age sites, and arrested 74 people. A 
record number of square meters of 
seed beds were eradicated in August, 
bringing the total since the program 
began to an equivalent of 7,365 hect
ares in potential mature coca plants. 

Despite additional airlift, new tac
tics, and improved intelligence, police
interdiction results have only been 
moderately successful. The lack of mili
tary support and cooperation for 
counter-narcotics operations inthe Up
per Hualaga Valle continues to be a 
serious drawback to law enforcement 

operations.
testing iscomplete,and all scientific 

tests on the treated soil and water indi
cate that "Spike" is a safe and effective 
ca herbiciecoca herbicide. 

Peru has signed several side agree
ments as part of its Cartagena summit 
commitments, including agreements re
garding essential chemicals, public 
awareness, and tax information ex
changes. Peru also has exchanged dip
lomatic notes with the United States on 
the current bilateral extradition treaty, 
which remains in force. But problems 
remain. 

The Fujimori administration, still 
working to define its overall priorities 
and the essential elements of its pro
grams, declined to participate in the 
FY 1990 FMF program to provide 
$35.9 million in military assistance for 
counter-narcotics programs. President 
Fujimori has said that he wants to pur
sue a more compreh,nsive approach in
tegrating his economic concerns, rather 
than focus in this first agreement solely 
on military cooperation. 

The Fujimori administration, 
though committed to improving Peru's 
performance, has not yet taken action 
to establish firm human rights monitor
ing and corruption controls. 

Our FY 1990 counter-narcotics pro
gram included the following: 

@$19 million in INM-funded pro
grams to support law enforcement 
projects;
 

e$1 million in FMF earmarked 
funds for weapons and ammunition for 
thf, Peruvian National Police; 
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$4.3 million currently estimated expect a follow-on meeting will reflect 
in economic support. the overall progress in implementing 

this important strategy to eliminate the UN Security 
Cartagena Update threat of drugs facing us all. 

The record of Cartagena, however, 	 Council Resolution 
In summary, we should review the past is mixed. Our major area of progress 
year in light of the Cartagena summit has been in Colombia, where the gov- On Israel 
and the commitments made there by ernment has not only been vigorous in 
the four countries. its efforts but reasonably successful. 

The Declaration of Cartagena, But the cartels in Colombia represent Resolution 673 (October 24,1990) 
signed on February 15, 1990, commits more centralized targets and by declar
the governments of Colombia, Bolivia, ing open warfare on the country they The Security Council, 
Peru, and the United States to a coin- made a counterattack possible practi- Reaffirming the obligations of 
prehensive multilateral effort to fight cally and politically. Colombia, too, is Member States under the United 
drug trafficking. At Cartagena, the 	 stronger economically and has a better N:Lions Charter, 
United States and the Andean coin- grip on democratic processes. The Reaffirmingalso its resolution 672 
tries reaffirmed their will to attack all leadership in Colombia is more confi- (1990), 
facets of the illegal drug trade: produc- dent of its institul.ional base and is Having been briefed by the Secre
tion, transportation, and consumption. therefore in a better position to re- tary-General on 19 October 1990, 
The role of the United States is to limit spond. The situations in Bolivia and Expressingalarm at the rejection 
domestic demand for drugs and assist Peru are more problematic. of Security Council resolution 672 
other countries to reduce the supply of The economic and political environ- (1990) by the Israeli Government, and 
illegal drugs, develop alternative ment in both Bolivia and Peru is not as its refusal to accept the mission of the 
sources of income for coca growers, and strong as in Colombia. Years of mis- Secretary-General, 
enhance interdiction capabilities. The management and civil upheaval in Taking into considerationthe 
role of the Andean governments is to Peru, the collapse of significant inter- statement of the Secretary-General 
disrupt trafficking of illegal drug prod- national markets for Bolivia's major ex- relative to the purpose of the mission 
ucts, prevent the diversion of essential ports plus hyperinflation, and a history he is sending to the region and con
chemicals, and discourage illicit coca of fragile democracy in both countries veyed to the Council by the President 
cultivation. mean that they have less flexibility to on 12 October 1990, 

To assist the Andean countries in respond to the range of challenges pre- Gravely cor erned at the continued 
working toward this common goal, the sented by drug trafficking. This range deterioration of the situation in the 
United States agreed to cooperate on of problems is one reason why the occupied territories, 
economic, military, law enforcement, President's strategy focuses on broader 1. Deploresthe refusal of the 
diplomatic and public awareness initia- political, economic, and law enforce- Israeli Government to receive the 
tives. ment.programs rather than on the nar- mission of the Secretary-General to the 

To assist the United States, the rower problem of drug eradication or region; 
Andean countries agreed to adopt interdiction. 2. Urges the Israeli Government to 
sound economic and investment poli- No one is deceived, however, that reconsider its decision and insists that 
cies, as well as pursue legislation and success in such an undertaking will be it comply fully with resolution 672 
regulations to foster private invest- easy or straightforward. Nor should (1990) and to permit the mission of the 
ment. anyone believe that we can establish Secretary-General to proceed in 

In addition to the agreements pre- arbitrary, obligatory standards that keeping with its purpose; 
viously mentioned, several bilateral pay no heed to the realities of dealing 3. Requests the Secretary-General 
side agreements have been concluded: in the international environment or the to submit to the Council the report 

e Colombia has signed a bilateral 	 domestic politics of this or other coun- requested in resolution 672 (1990); 
tries. Cartagena is not a report card 4. Affirms its determination to giveagreement on asset sharing, 

e Bolivia has signed bilateral that establishes immutable pass-fail de- full and expeditious consideration to 

agreements on tax information ex- mands. the report. 
change, essential chemicals, public More than anything else, Cartagena 

awareness, and weapons control. represents a statement of intent, a VOTE: Unanimous (15-0). U 

* Peru has signed bilateral agree- hope for the cooperation that is essen
tial if we are to succeed in what must
ments on tax information exchange, es-
be a joint undertaking but it willsential chemicals, and public awareness 

and has exchanged notes on extradi-	 be nothing but words on paper if we 
are unwilling collectively to live up totion. 
its promise. The President's strategy, 

To follow up on the progress of which formed the basis of our request 
these agreements, the parties agreed to Congress, represents a serious effort 
at the summit to hold a high-level fol- by the United States to live up to its 
low-up meeting within a timely period obligations. U 
after the Cartagena meeting. We fully 
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Gearing The oil producing countries of Latin America 
appear to be on the verge of revolutionary 

change.up for an 
oil change 	 Not only isthe doubling of oil prices since Iraq's

Aug. 2invasion of Kuwait a precursor of what isalmost inevitably going to take place later on in
the 1990s, the price hike a!so comes at a time

By EdziardL/Aorse when structural changes have begun to erode the 
resource nationalism that has long-dominated the 
Latin American approach to oil. 

Today over 50 percent of the worid's oil isproduced
by countries that do not permit foreign companies
to play any role whatsoever in their sectors. We 
are now, however, witnessing a major pie,isrsu., , ,a, 
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,-0i,,from, Pagr one.; reversal of soon will make it feasible for 
the resource nationalism that foreign oil firms to come 
has characterized the past 20 back to Venezuela - a 

years. To a large degree this political sea-change made 
sters. fom aj cagestin possible only by the change
stems from major changes in in psychol,;;ical and political 
the Soviet Union. But attitudes engendered by the 
Venezuela is also in the international strength of PdV. 
vanguard of this movement, 
Its impacts elsewheic in the In Mexico, too, the govern-
hemisphere are bound to .:e ment isindicating that 
e ous. foreign companies may have 

a role to play. In its case, the 
move is being propelled by 
severe capital shortages, 
rising domestic consumption, 
and the prospects of declin-
ing domestic oil production. 

a day export surplus isVenezuela'sbarrelVenezuela Petr is de 	 likely to dwindle to 500,000 
Venezuela (PdV) is now the 	 b/d by 1995. The only way to 

the world, behind Saudi 	 reverse this is by harnessing
Arabia' sae-nd a 	 foreign capital and technol-
Roal stathe ndAaogy. A recent study indicates 

Royal Dutch Shell, and 

Exxon. Mexico's Pemex ranks domestic drilling costs in the 

12th and Brazil's Petrobras country are five-times those 
in the United States. As a25th In the 10s PdV took 

the lead, along with Kuwait's result, Pemex has announced 
it will likely be signing serviceKPC and Saudi Aramco, in 

integatng aif d ream n 	 contracts with foreign drillingintegrating itself downstream companies in the near future. 

by forming joint ventures in 

refining and marketing in 	 Mexico is still far from 
Europe and the UnitedStates. Last year it ranked reversing its well-entrenched 
Statasixt hear i'rdamngd resource nationalism. But it is 
sixth in the world among moving in that drection. 
companies in terms of overall Rumors are that a $1.5 billion 
refining capacity and US loan could provide a 
frequently had to buy oil in wedge for the re-entry of US 
the market to serve its firms, which would be paid 
international refining needs. firs, whic be aidon a royalty typeo of arrange-

ment for their services. And it 
As a major oil entity, PdV isonly a short step from 
and its subsidiary companies "pure service"to "risk service" 
can hold their own in terms contracts - the cover by 
of technology and human which Ecuador and other Latin 
resources with any company American countries permitin the wold.IButrhemeom-
in the world. But the com- equity type of investments in 
pany lacks the capital the oil sector. 
required to expand its 
production capacity and to To be sure, a high price

environment and a reversal ofundertake the full program of 

capital investmert it seeks in e a a 
refining and petrochemicals. resource nationalism do not 
As aresult, it is already taking exactly work hand in hand. 
stps to open up its domestic And in some countries any
oisctr to oegn inoest 	 move away from resourceoil sector to foreign invest- nationalism is hard to 
ments again. Legal changes ni s sh tm 

that look sure to be enacted 

imagine. But with a reopen- 5.5 million barrels aday 
ing of the Soviet Union, of again begins to reach the 
Iran, Iraq, Algeria, and market, oil prices will tumble 
perhaps even Kuwait and That's because high prices 
Saudi Arabia to foreign today are slowing down 
upstream investments, demand and overall global
competition for capital will economic growth and 
push Latin America in the because some of those 
same direction. And it's no countries that have boosted 
secret that the oil establish- output will be reluctant to 
ments in both Mexico and 	 lose their recently acquired 
Venezuela want to be on the market shares.
 
same bandwagon. Indeed, in
 
many ways Caracas is leading Given the overall lack of
 
the way. The same pressures 	 investment in new oil 
exist throughout the region. 	 production facilities world

wide, however, and the 
growth in demand (which ha 

million barrels a day ayear it, 
the last half-decade), an
eventual supply crunch is 

likely to follow. The upshot i! 
Whatever the short-term bound to be high prices later 
consequences of the current 	 on in the 1990s. And the effec 

crisis, one thing is certain: of this future rise in pries, likc 

some day it will come to an the current one, will vary 

end. And once oil from Iraq dramatically from country to 

and Iran - some 5 million to 	 country. rur(please to pao( 12 

~ -_________________________ 
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(%,,,1,,,,r.01i, m.:; The 26 
Caribbean and Latin Amei. 
can member-notion; of 
OLADE - the Latin 
American Energy Urganiza. 
tion - play asignificant but 
uneven role in the interna. 
tional petroleum Industry. 
Combined they contain 
about 11.5 percent of the 
world's I trillion plus barrels 
of oil reserves, they produce 
about 10.6 percent (6 6 
million barrels a any) of total 
output. With combined 
consumption of 5million 
barrels t day, the region Isa 
net exporter. 

Five countries had combined 
exports of 3.5 million barrels 
a day last year - Colombia, 
Ecuador, Mexico, Trinidad 
and Tobago, and Venezuela. 
Two of those, Ecuador and 
Venezuela, are members of 
the Organization of Petro. 
leum Exporting Countries. 
Since the crisis began, 
Mexico hm raised production 

and exports by about 135,000 
b/d and Venezuela his put in 
place a program to boost 
volume another 500,000 b/d 
by the end of the year. About 
half o'the region's 1.2 
million barrels o day of oil 
imports go to Brazil. The 
economies of the Central 
American isthmus a-'e also

igydependent o. outsidehighly d nand 
supplies, while most of the 

remainlng countrii, ac Iclf. 

sufficient vd therefore 

largely sheltered from global 

oil shocks. 


For the region's five export-
ers, the increase in the 
average price of oil has been 
an unexpected, if short.term 
boom, If current prices are to 
be bustii,cd, thiceulting 
income gain for the five 
exporters fo-"the last quarter 
of 1990 will be more than $7 
billion divided as follows: 
Colombia, $330 million; 
Ecuador, $365 million; 
Mexico, $2.37 billion, 
Trinidad and Tobago, $180 

milllon; and Venezuela, $3.83 
billion, 

For the oil importers, mainly 
Brazil and the countries of 
Central Ame'rica and th! 
Caribbean, the surprising 
price rite is a short-term 
economic jolt. Brazil was 
particularly hard-hit, with 
nearly all of its 510,000 
barrels a day of average 
imports coming from the 
Middle East, 40 percent from 
Iraq and Kuwait. 

Brasilia's problems were 
double barrelled - cupiiik 
with the price escalation and 
replacing lost ,upplies 
Assuming that average oil 
prices are $20 a barrel higher 
in the fourth quarter than in 
the second, Brazil's import 
bill will increase by close to 
$1billion for the period 
Oct. 1 to Dec. 31. On the 
supply side, the country was 
benefitting from its efforts 

beRun before AuR 2 -to 

have Iran replace Iraq as its 
princirnal supplier. And, 
ironically, in the aftermath of 
government measures 
adopted last spring, it also 
benefitted from plunging 
consumption, which feil 0 
percent from its peak of 1.13 
million barrels .tday by last 
June and is still only gradu-
ally recovering. 

Brazil moved quick'y to make 
up for lost supplies. It now 
imports 200,000 b/d from 
both Iran and Saudi Arabia 
and 50,000 b/d from neigh" 
boring Venezuela. That's a 
boost of 100,000 barrels a 
day from Iran, and 50,000 
from both Saudi A:abia and 
Venezuela. 

Meanwhile the country's 
domestic production has 
been faring well. In Septem. 
bIr domestic output reached 
a record-high of 680,000 b/d, 
up 30,000 b/d from Atgust 
and 60,000 b/d over last 
year's average. Even here, 

however, output could slide 
because of labor problems. 

In Central Amenca the 
economk cuniequestL, uf 
the current crisis arc lower 
than fo. Brazil in absolute 
terms, but considerably 
higher in relative terms. The 

region's combined average 
imports account for only 
105,000 b/d. But oil repre. 
sents a considerably higher 
proportion of overall imports 

for most of them Combined, 
the Central American 
countries will be hit by an 
extra 200 million in costs if 
oil prices stay at present 

levels through 1990. 

In amajor effort of hemi-
spheric cooperation, Latin 
America's two largest 
exporters, Venezuela and 
Mexico, hzve further eased 
soft credit terms originally 
provided under the decade. 
old SariJos6 Accord The 
new terms should help the 

Central American and 
Caribbean countries to 
withstand the costs of higher 
oil prices in the short run 

Mexico and Venezuela's new 
initiative is oai0 based on 
their long-term economic 
interests in the petroleum 
sector. It not only protects 

s , in 

oddition, the two countries 
z,e looking to convert a 
siniflcant amount of the 
growing indebtedness of the 
San Jose aid recipients, Into 
equity In projects that use 
goods and services from the 
two countries. High on their 
lists are oil refining and 
marketing facilities which 
wil help increase the 
international scope of their 
state-owned oil companiei. 

Inshort, If the revolution 

no, unfolding in the oil 
sector takes hold, its impact 
on the Latin American 
countries will be profound. 0 
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Cuba 

*The comprehensive economic 
embargo, which aims to deny Cuba the 
means to carry out policies inimical toCuba: An Anachronism in Today's World the United States; and 

0 The broadcast of unbiased news 
Michael G. Kozak, Deputy Assistant Secretary and information to the Cuban people. 

for Inter-American Affairs US policy toward Cuba is the result 
of an unacceptable pattern of behavior 

Address before the Cuban-American National Foundation, by the Cuban government at home and 
Washington, DC, October 11, 1990 abroad. The United States cannot have 

friendly relations with a govarnment 
that abuses its own pccpie, that resists 

hank you for the opportunity to In the name of that revolution, the reforms to improve the life of its 
come here today to discuss US government of Cuba has, for three citizens and supports insurgencies 
policy toward Cuba. Over the decades, systematically depiv its abroad. US policy toward Cuba has 

years, the Cuban-American National people of basic political rights and been and will remain constant until 
Foundation has shown firm support for economic freedoms, supported armed Cuba takes steps to remove the 
many of our policies on Cuba and been insurgencies abroad, and been the impediments to improved relations. 
a source of great assistance in humani- Soviet Union's major client state in the These impediments are major and 
tarian efforts to help Cuban immi- Western Hemisphere. These are the worthy of review. 
grants. It is a pleasure to be with you. issues that separate Cuba from the 

In August 1989, I spoke to the United States. Where the American Cuban Support for 
Subcommittee on Western Hemisphere system fosters irdividual achievement, Subversion Abroad 
Affairs of the House Foreign Affairs the Cuban structure stifles personal Cuba's continued support of the FMLN 
Committee about US policy toward development, flattening the individual [Farabundo Marti National Liberation 
Cuba. Looking over that statement in into a cog in the machinery of an Front] insurgercy in El Salvador not 
preparation for speaking with you increasingly discredited ideology. In only attempts to Rubvert a democrati
today, I had to marvel at how much the the past year, Castro has not only cally elected government but also 
communist world has changed since closed Cuba off from the climate of clashes with the policies of Cuba's 
then-and at how much Cuba has international reform. He has, at the regional neighbors, the authors of the 
remained the same. While Eastern same time, increased repression at peace process now in train. Why does 
Europe and the Soviet Union have home and continued to support the Cuba continue to support the FMLN? 
embarked on the path toward demo- efforts of Marxist guerrillas to over- Why does Cuba jeopardize the best 
cratic freedom and market economy, throw the freely elected governmei.t of chance we have had in a decade for 
President Fidel Cast- - has frozen Cuba El Salvador in defiance of the region- peace in Central America? Why won't 
in a time warp choked with 30 years of ally accepted peace process. the Cubans use their influence to 
stale rhetoiic and outmoded centralized Recently, I have heard rumors that support progress in the negotiations? 
control that, as each day passes, bring US policy toward Cuba is under The only answer seems to be that Cuba 
greater hardship to the Cuban people. review: that we are hardening our line is not willing to apply in Central 

toward Cuba by targeting it in interna- America the lesson of the Namibian 
Cuba's Time Warp tional forums or that we are softening accords in Southern Africa, where 
and US Policy our policy through moves to normalize Cuba's ongoing troop withdrawal from 

Developments in the socialist world relations. Angola is making a contribution to 
have provided Castro with an opening Neither is the case. US policy regional peace and stability. Instead, 
for change. Yet, while other socialist objectives toward Cuba have been in this, our shared hemisphere, Cuba 

1nations move unequivocally toward constant for the near - On years that has persisted in disrupting the hopes of 
democracy, the government of Cuba Cuba has pursued pohcies inimical to thousands for peace and democracy in 
demoiesc,the esgfovridingny re American values and to US interests. Central America
defies the times, forbidding any review The objectives of our policy are 
of the country',-.inge-party system. internal democratic reform, an end to 
On the contrary, Castro has imple- inten deoti eform,an end to Human Rights ALuses and 
mented the first phase of "the special human rights abuses,n aan end to Political Repression In Cuba

perid inpeactim." ofsupport TheIstea for insurgency abroad. 
period in peaceti e." Instead of tools of this policy are well known to Cuba continues to be one of the wor,'t
moving Cuba forward with the rest of you all: violators of human rights in ourthe world, Castro has announced that hemisphere. Since the revolution in 

Cuba is moving backward, toward a * The absence of normal diplomatic 1959, Cubans have been denied the 
pre-industrial economy where beasts of relations; most basic democratic rights and 
burden and bicycles will replace 20th- * Diplomatic isolation in interns- guarantees for fair political and judicial 
century machines and modes of tional orgaiizations and from normal procantessfo.ey are subjected to 
transportation-all in the name of bilateral ties with other countries; surveillance by block committees, 
preserving the purity of the revolution. 
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Cuba 

denied 'egal due proc-ss, and pre- project its power and influence in this Concluslon
vented from travel abroad. Many have hemispnere and elsewhere in a manner There is no signthat the Cubar

been subjected to arbitrary arrest and inimical to US interests and tV .se of Toere o onsder
the

imprisonment. other peaceful nations. government would consider theIn recent months, the Cuban In turn, the Soviet Union I.as chaiges that could improve life inside 
government has intensified its crack- traditionally received important the United States. On rcontrary,down on dissent after a resolution strategic benefits from its military ties Castro hagtaken the path o deflance,passed by the UN Human Rights to Cuba. Soviet aircraft and naval forcing the Cuban people to endure
 
Commission on Cuba offered it an 
 vessels use Cuban facilities. The ore thi deplevto nd
incentive to correct its ebusive prac- Soviets' largest single intelligence more hardship, deprivatior., and

tices. Instead, in response to that gathering installation outside the repression. In Castro's words, "we
resolution-which four East European USSR is located in Cuba. 
 shall not resign for any reason ornations supported-Castr -eplied: Although the overai' Soviet-Cuban circumstane whatsoever.". from the"Do not even dream that we are going relationship is vol ;i,g, Oet militzary path thate have chosen." His rew,
to comply." Castro later articulated his support to Cuba renins a source of prefered motto i-"sciapism or ath."concept of human rights: "Revolution- serious concern for the United States. The ecnoic landscape in Cuba
aries have complete freedom of expres-Bion, while counterrevolutionaries have 

We would li:e to see Soviet military today paints a grim picture of what theassistance to Cuba eliminated, consequences may be. Last week,
 
no freedom of exprssion at all. That is Changes in the Soviet Union may 
 known as the "special perid in peace
the rule." bring this about, but, so far, this has tmo w ath s pecario d uel,

Indeed, last July, a Cuban court not occurred. Yet as Moscw moves time," with stict rationing of food. fuel,meted out the stiffest sentences against forward with its own reforms, the and consumer goods. Castro toid the
human rights activists in nearly a ideological gap between Cuba and its poople they will have to make their
decade. Seven members of the small longtime ally will grow. Castro has own clothes. He plans to relocate moreDemocratic Unity Movement were reacted harshly tc the prospect of rur-il areas, where they will till thecondemneito up to 7 years in prison losing Sovie support, trying to arrrl '.. ith heir hands. Shortages infor rebellion after they talked to minimize its importance. In Pis 'ast basic commodites, dteriortg icforeign reporters. Just last week, eight July Rebellion Day speec)-, h rejected s ic o rti licngodies, d e puh

activists were se-tenced to up to 6 the lessons of the reforms in the Soviet services, long lines, an Iemp') 2helves
 
years in prison for "subversive propa- Union. "If the USSIZ cruml-'ed," he define the daily disintegration of the
 
ganda" or "illegal associations." The said, "if the USSR disappeared, we lives of thie Cuban people as they try to
 
leaders of four of Cuba's five principal would continue buildinc,ycialism in survive undr a regime whcse legiti
human rights groups remain in deten- our country. Socialism is not... a macy -rodes day by day. 
tion; some without being charged. The temporary game. It is not and cannot Castro has claimed fhat the US 
longest-serving political prisoner in the be a transitory decision." nomic destruction we nfo are watchingworld, Mario Chanes de Armas is still Moscow has stated publicly its in Cuba. That is simply not the case.
detained after more than 29 years. intsntion to put its trade relations with Cnstro has uled Cuba for 30 years. He 

astro's denial of basic human and Cuba on a hard currency basis. The and hsples ar s f . e
political freedom to Cuban citizens present Soviet economic relationship and hs policies are respnsible forremains a major obstacle to the with Cuba allows Castro to prolong his what has happened. -no one else. Heimprovement of relations. We share corrupt system and to inflict greater shoud cease evoking the specter of USthe goal of all who seek the establish- suffering on the Cuban people. The plots and an imagined militarsthreatmerit of democracy in Cuba through a United States would like to see Soviet "from the north" to justify his represpluralistic process. aid and subsidized trade anangments sive regime. The government of Cuba 

with Cuba evolve into an economic must anser for the consequences ofCuba's Military Ties relationship more in consonance with its policies on the Cuban people.With the Soviet Union general trade practices around tfle The United States looks forward to 
worlk ,ased or. world market pricesOver the years, Soviet security assis- the day when a democratic Cubain hard currency. The Soviet have flourish. poillOur policies eek to promote

tance has given Cuba one of tl ! largest said that this istheir intenton. We change inCub that will allow alland best equipped military establish- hope that is sn. Chbans to pabicpate freely inthe 
ments in the Western Hemisphere. In decisions that govern their lives. Wethe past, Soviet military assistance to know you share this goal.
Cuba has hovered around $1.5 billion 
annually. It has enabled Cuba to 
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The Battle for Turf in Cuba May Split the Island
 
The news hit Miami like a fireball: Cu-

ban Vice President Carlos Rafael Rodr,-
guez said in a Radio Havana interview that 
the Cuban government had begun negotla-
tios with prominent exiles who are seek-
ing to end Fidel Castro's rule through 
peaceful means. The largest Spanish-lan-
guage daily in the Cuban-exile capital 
headlined it in a full-page. one-inch ban-
ner. The airwaves sizzled with speculation, 
accusations and even triumphal claims be-
fore it was discovered that Mr. Rodriguez 
had mLsspoken. 

Only four months ago, few in Miami 
would have credited Radio Havana or be-
lieved such an improbable statement from 

The Americas 
By Arturo Viar 

the old-line Marxist Cuban vice president. 
But in June. Gustavo Arcos Bergnes. presi-
dent of the Havana-based Cuban Commit! 
tee for Human Rights, publicly called for 
three-way negotiations to look for a peace-
ful solution to Cuba's growing economic 
and political problems. He invited the gov-
ernment. the exile community and the is-
land's dissidents to begin talks that would 
lead to a reconciliation of their 30-year vlo-
lent confrontation, 

Mr. Arcos's credentials are Irreproach-
able: antl-Batista insurgent; Mr. Castro's 
comrade in arms in t.%e Moficada barracks 
attack in Santiago de Cuba on July 26, 
1953; chief representative of the Sierra 
Maestra guerrillas in Latin America dur-
ing the insurrection; the revolution's first 
ambassador to Belgium, and, finally, a 
twice-imprisoned dissident of tli Castro 
regime who refuses to leave Cuba. 

Nevertheless, Armando Valladares, an-
other high-visibility Cuban with his own 
claim to moral authority, responded to Mr. 
Arcos's exhortation with a vicious attack 
on his motives, calling the irvitation for 

negotiations an act of "treason." Mr. Val-
ladares spent 20 years in Mr. Castro's 
prisons, wrote a devastating book on his 
experiences when allowed to leave Cuba, 
and then became U.S. ambassador to the 
U.N. Human Rights Commission -In Ge-
neva. He is closely allied with thc. Cuban 
American National Foundation, a powerful 
lobbying group of Miami-based Cuban 
businessmen who have effectively pres-
suic,.i Congress and the White House to 
maintain a hard line toward Mr. Castro 
and his revolution. 

For years, observers of the Cuban-
American community have wondered if the 
foundation truly represented the atitude of 
the nearly one million Cubans living in the 
U.S. toward Mr. Castro and his revolution. 
No one doubted that Cuban exiles were 
anti-Communists and wished to get Mr. 
Castro out of the government. But the bel-
ligerent and intransigent policies of the 
foundation seemed to clash with the desire 
of hundreds of thousands of Cuban-Amerl-
cans to return to Cuba for weeklong family 
visits, which were allowed in 1979. 

Mr. Arcos's position became a rallying 
point for those who differed from the vocif-
erous and, until then dominant, hard-line 
segment of the Cuban exile community. 
Soon a new political party-Union Liberal 
Cubana-was formed, and a coalition with 
the International Christian and Social 
Democratic parties was established to ex-
plore the possibility of negotiating with the 
Cuban government to organize democratic 
elections on the island. 

The old and new political groups are vy-
ing for the attention of the exile commu-
nity. Washington. Moscow, the Latin 
American capitals and even the new gov-
ernments in Eastern Europe. And all have 
one thing in common: the elimination of 
Mr. Castro from power. The question that 
divdes them is tactical: how best to obtain 
their goal. And, more specifically, what 
price should the Cuban people pay iogain 
control of their destiny? 

There is no way of knowing whether 
changes in Cuba will be peaeful or vlo-
lent. And Ifthe past is prologue, It is quite 
possible that the Cuban people will add an-
oiher violent chapter to their history. What 
is certain Is that the transition to post-Cas-
tro Cuba, which so many glibly and glee-
fully anticipate, will be suffered only by 
those in the line o fire-namely, by those 
Cubans who now live on the island. 

The dissidents in Cuba and the newly 
formed coalition in exile coincide in Look-
Ing for a peaceful solution. They look at 
the example of Eastern Europe and say 
that, to avoid violence, they are willing to 
pay the price of protracted negotiations 
and a slow transition to a free market. 

Some in this alliance want the U.S. to 
do nothing different in its relations with 
Cuba. Others, particularly the Cuban Com-
mission for Human Rights ani National 
Reconciliation, are asking for a lifting of 
the U.S. embargo on Cuba to clear the way 
for a truly Cuban solution to the crisis, 
Their central argument is that Mr. CastrO 
keeps using U.S. hostility as an excuse for 
denying true cange within the system and 
that the U.S. could help open up political 
space on the island by declaring peace on 
the "revolution." 

The traditional hard-line groups are ad-
amantly against any negotiations with Mr. 
Castro or any relaxation of U.S. hostility 
toward the Cuban revolution. The Cuban 
American National Foundation claims it All of the anti-Castro groups are hoping 
can raise billions of dollars in private capi- that Moscow will pressure Mr. Castro to 
tal for investment in Cuba and says It Is open up internally or signal its support for 
negotiating with the Soviet Union and East 
European governments to forgive the Cu-
ban debt if a newly formed post-Castro 
government pledges to lead the country to 
a free-market system Immediately. These 
groups oppose any residual Castro influ-
ence in a new Cuba, citing Nicaragua as 
an example of evolutionary change that of
fers no real humanitarian solutions. 

All of these arguments are perfectly 
sensible, but they discount the most impor-

lant element in any discussion of post-Cas
tro Cuba: What of Zhe Cubans living on the 
island? None of the warring exile groups 
i'.ave a way of knowing how strongly Cu
bans inCuba feel for cr against these vari
ous "solutions." In practice, their only 
gauge is the testimony of the few journal-
Ists who have used their limited stays in 
Cuba to wander throughout the island alid 
t-y to fathom the feelings of a populace 
that lives in constant fear and under re
lentless vigilance. 

These observers report that Cubans are 
uncertain of their future, skeptical of the 
intentions of their leaders and confused 
about the causes for the demise of commu
nism in Eastern Europe. But they also re
port that many claim to be afraid of Miami 
Cubans and their plans for a possible re
turn. Sebastian Arcos-brother of Gustavo 
and vice president of the Cuban Committee 
on Human Rights-recently pleaded with 
the exile community to tone down the at
tacks on the system, stating that "people 
in Cuba, especially the young, want 
change, but internally, because they are 
afraid of the Americans and the CubansIn 
Miami." 

Most journalists report a seemingly 
common trait among Cubans on the Island 
today: a desire to understand how and why 
the U.S.S.R. is going from a totalitarian to 
a democratic form o! government and a 
fascination with perestroika and glasnost. 

a change at the top in Cuba. And after all. 
perhaps it was no coincidence that it was 
Vice President Rodriguez-long considered 
to be Moscow's man In Havana-who gave 
the rare Interview to Radio Havana and 
whose misstatement led to the recent spei
ulation In the exile community. 

Mr. Villar is publisher of VISTA. f e 
Hispanic Magazixe. 
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