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May 15, 1992 

Dear Reader: 

Your letters in support of Washington Economic Watch have been 
overwhelming. We appreciate your comments and suggestions, and are very much 
encouraged by this positive feedback. 

Like its predecessors, this issue of Washington Economic Watch includespertinent information on trade, finance, development and many other issues 
important to the United States and developing countries. Readers can gain aglimpse of current Washington debates on the imnending "Earth Summit 1992", 
aid to the Commonwealth of Independent States, and the future of free trade in 
U.S. policy, as well as updates and forecasts on the U.S. and global economic
trends. Also highlighted in this issue are deforestation, debt conversion, and 
rural finance. 

Thank you again for your encouraging letters. We hop,. that this issuefrrrWier/otat isualso will prove to be an informative and useful resource for your institution. 

Sincerely, 
* -

A/L 

Christine E. ConteeDirector of Public Affairs 

and Fellow 

A Project ffthe Overseas 
Development Council 

John W. Sewell. Preident 

.0r 
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BRUCE STOKESTRADE 

ATRADE DEAL THAT OFFENDS EVERYBODY
 
fter five and ahalf vears of the 

Uruguay Round of mulhilater-i'Jl:radc negotiations. there 
nav be a flicker of light at theiend of 

, 
, , "- -. 

the',,--llr. 
Industr' grousing about specific 

parts of the ambitious proposal by 
Arthur Dunkel. secretars general of 
the General Agreement on Tariffs 
and Trade (GATT). to break a 

t-s'~ 

deadlock in the talks masks 
widespread acceptance or resigni-
tion in Washington's trade cirhcles. -that 
The viev there is that something 
close to Dunktls text is about the.the 

best that can be expected 
"There is something going on 

no%%. and the busn,,,s community 
doesn't wkant to lose thi,,." a House Democratic leade.rship aide 
said. "People ma. be surprised in the end" %%henan agreement 
is reached in Genea despite the pessimism nov, so evident on 
Capitol Hill. 

Gi.en the mans missed deadlines of the pist. most ' ashinp-
ton trade experts are reluctant to predict that the GAT- talk, 
will be o.er b\ Dunkel' . mid-April de.adlin-. And e,.en if a final 
agreement is reached. ' .is disapreement about v-hethe. the 
Bush Administration \, ill suhmi, the paJ. to Congress for it, 

approval in an election sear 
U.S negotiators pr\atel. acknossld.' that most of Dunkel', 

GATT prposal cannot be changed in thi, last round ,)f dlibcr-
ation. "T e Dunkel tet i, pohticall. unacceprahle.. a Hou,,. 
trade expert said "'But \kc dont hase to scrap the \sholh thing 
It's a manageable number of issue', that hd to be reso sed " 

"Evenbody has their shopping list" said Harry L Freeman. 
executive director of the MTN coalition, a group of American 
companies supporting the Urugu;i Round "But there sa gut 
feeling that if vse get past agriculture, and . e really make 
progtes,, on go\ernment procurement. services and tarils. then 
you come back to the Dunkel draft. Then the probabihliies are 
that only a limited number of changes are Iosilhe in it by the 
major trading countries , ithout unra,%ehng the \hhole deal (ion-
sequentl. the question , ill be which ones dii .ou choose to 
reopen. and there \ill he a lot of competnon t, get your issue 
on the short list for change " 

So U.S. negotiators and lobbyists for major American multi. 
national companies are focuing on the portions of the Dunkel 
text then think ha\e to be reised i create enough Asinners 
among American indu,,lri, lo ensure congressional appro\al of 
an eventual compact, 

There is unisersal agreement on Capitol Hill that revision in 
the intellectual propert text are needed to satisfy the objections 
of the Pharmaceutical Manufaclurers Association. which \%ants, 
greater Third Vhorld protection for product%in its research and 
development pipeline, drugs that are nov, routinely pirated 

Similarly. most analy s,think Dunkel's prolrsed revisions of 
the dumping lavis--which prohibit selling products belo\, their 
production costs-hase to be changed. Dunkel succeeded in 
offending all sides of the debate in Washin lon. including 
domestic indu,,rics that want to use the dumping code against 
foreign competitors and American multinationals thai fear 
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other countries will in-reasingl. fih. 

,p 
, 
If 

,-" their own dumping cases
American firms 

- clear 
aglIns.: 

i on. 

,h. House trade expn ,d. ",, 1h1-1 

% e lost on the dumping issue lin lh, 
Dunkel draft because] Japin At, 
leading (he fight on the oither side In 
this political climate, all y~ou has. to' 
do is label this packagL' as h;isinc 
been %eakened b%Japan. and it 
dead." Thus,. man%anas'ts contend 

the mot like, oucm in the. 
dumping area ma'. be r ention tit 

status quo. Aith on]s cosmei 
changes. 

Although U.S and Eurtop.an 
negotiator%continue to carp ahul 

being miles apart on curbing farm subsidies. man trad: e.\pe ri' 
think the malnstream American farm group, could h\v. ssith th, 

Dunkel text. \,hich calls for a 211-36 per cent cut in larm p.',­
ments that distort trade. SpecialN comrnoditie,-pe.anut'. sucor 

and so forth-remain opposed. But \,hil' the\ can captur, .1,11 

of headlines \ith their objections, trade e\pert, and p ,.i::, 
alhavs assumed the. %ould he opposed. so their obj.,.lt. in- 5.'.. 
alread. been largel\ discounted. 

Ultimatel]. U.S. negotiators sa.. the GAT deal \\I h,- rn.id, 
or broken by ho, the issues not included in the Dunkel dtat ,i . 
resohsed. Without substantial liberalization of th antifol L';I' 
bias in go\ernmcnt procurement rules. particularl.\ in Lu ''p. 
big American capital equipment producers. such a, 61enc'rl 
Electric Co.. are expected to oppose the deal. Similrl.. muh o 
the manuiacturing sector i, ssaiting i see hat happnV, on 

reducing existing tariffs the one benefit many in basic indu-,r 
hope it) gain from these talks And the ,ersice, indusirs \hil, 
pushed to launch the Uruguay Round. refuse, it bude, oIn it, 

demands for rollb,,cks of trade barriers 
At the same time. old-line industrie,-such a' t.\tl'--,r. 

lining up their heav. artiller' in case a GATI fight in ( on't',­
comes this .eai. The textile indusir recentl. reclh d a studs h\ 
the WEFA Group. an economic' consulling firm. that a .'rILd 
the Dunkel proposal would cost 745.00 textile and appare toh 
in the United States by the end of the century. 

Finall,. the prospect of a GA'I accord ha' conpr.,sion!n 
Democrats %orried that the Administration ma\ attempt t, se t 
up Congress to take the heat if the agreement broker.d in 
Gene\a drav industr fire in \,ahinlon 

In this scenario. Democral, Aorrn that the V\ hli House s%il;. 
publicl. state that the GATI deal is not all it had hoped to1. hut 
that it is all that can be wrung out of Ihe intransigent Lurope.n, 
Rather than judge the pact. the White House %killlet (oCn,-re, 
decide if it passes muiter. Democrats fear that this tactic ss'. 
subject Me.mbers of Congres, to esen greater than norm.1l pr, 
tectionist and free-trade pressure-,. makly' for an u-,l fltio,, 
debate. 

So the light at the end of the tunnel mas\ be a hocomotis h it 
reling do\sn the Iracks,. bringing ssith it adebate ot.r Tr,id,' 1h.1: 
the United States has not witnesed since the Sen.nt rcikLeted 
proposals for an International Trade Org.inization after \\,orld 
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 .
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eclhalge for frtein thei domestic eluchnge for lower . . V- oew rules would be should set aule narrowdomettimairketsto outaldrs In protection fot _a. . check oI expected to pILIsAL nldeatiOns In aVeUrOfbet tDunkelproposed Cutting AlV other term products 33. - 3460 the pro1 -1_ , deetrucstive Impeoving tbe wield trading rye
.,ural ouhssrlsa by 3D Perrant by 0 LU demandsuti Wi 5j Manem * 1- 1'Awae litratiurIM oe rlig tre quota end compensation of rows tamp) i.- .r 11_ 15 111 ove &Dodsthat ACT An old lobe ahoutMose mugh:

ostherprotaccrivedeices into te meets to Sa" Ad 111 provefarmers ill__ 101 ltad y suidlid. Instrsctive He wassenltynd then curting Per cre 70 5 
_ 

5 
orthem by 1 seenas the fo t cas1- B till 'dumped' t the taebithasto the top of Mountcent by the time date He also piece of plans to exuport tisketl Sinai to negotiatewith God over Ihesought raductions oIsub4dl s d reform the CAPi - They would tackle commandments He cam! downhim export& should not be the abuse of Lti' h/ ustad after t0diys with I hiatThe [C ilctld the plansIn Jan eirted by the Gatt d adistortion markets of all Gails s Lorttoi be ca: or Industral standardswhich of 310 commandments The laeel
 uary Mr Dunkel Uas refused to r,trade opened to foreign haMes. icuritree feeLy1 Fl A U le z sent him hks to negoti
Ute se lOCkto igrilyreopen the Pia Act for freshne To"a). comlrmlse on both these housesand Insurance companies Imports a a better deal Three moredaystItaton He hastlr'urtod toheEC to houme aparn poasiblewith the [C tional monopolls n talecmiou Pertaps most Imporsant of all a passedbefore a punt MosesreapSettlo dIflereom over hum trade suggerlirg Ii could drop It& nicetioti wouldbe dismantled. lb- aluwaaul cotclulon to the Uru lered 'Ihave food twos and badwith other elgottator, prircl damlJ for 'rebalancing- in In aluaton of Shippin andcivil men iglyRound would secure the par news be sid "Tb goodnees isall) the US - and brins beck a sochs'ige for compensation pay atlon would begin Detailed ticiption ofmuck 4 Lbedevelopuig I' ot theListdown to t01he badcompromise amptable to iJ Menu, to farmer whi1chdo nordis countryby.countr negotiations on world In ulatllatsrld trade agou newsAsthat aduler) Is atl so e1UCh8 CDoespese wli6em sort trade One [C spokesman is opening these markets are cur meets Since 1646. more than 60 For negotiators tn Gen'va atrito be I the Interets of the [C and G .eos saidthat the retaiuning dif atalild with toe [C and ot world Iling withrnltly 

b countries front te deveslopilng annu and enbhustiorthe US TbhyWd billiona of to' serenca beitweentoe EC andthe US in buming the US formki.lng to Ad former communlalt bloc bve afltr sl years of non-stop haggluigfare a year supporting the pries e mtore a matter of premtatio Limittheinmpe of isthrliasllon but adopted policies of reductions in sucha spirit of compromise could go Ltiir v'- ibimrilla t paying than eubeance" there a Control sumpioon that Mand of be timelytari qaoUtsThe prospect 
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'New World Order' for Trade 
My CLAUDE BARFIELD ate a new international trade meit - in the mumtalateral tradwg mont system Is much mor effickntWithout fanfare or 2ven much organiauion 	 systemi dispute set temetaancU = e sow by dispute paelsdiacuoiuo, the 'new world order' T .e circumstances behind the that have teeth and operate with will stand unlss uanimously over­proclaimed by President Bush is birth of the proposed MTO - Its dispatch, and eimanation of free turned by MTO membe. Moreover.about to acquire its first organiua sude appearance at the very end rider* elements that allow natium to the entire complaint process willtional compooent - the Multilateral of a negotiation and the lack of tie opt out of trade obligations While take no more than 15 monthsTrade Orga izttion, or MT It the for deta4lrd discussion - May great- not perfect, the results of the Delou- FnalUy, while not totally ellmi-Urguy Round of world trade talks l complicate the Bush adnmvisra- ations go a Jong way toward fulfill- nated, the lprblem of "'e riders'are succ fully completed during bon's drive for acceptance of a total iog these goals will be greatly reduced While Iete nei several months, the new Uruguay Round trade package Con- Because GATT has traditionally developed countnes have some ke­M'To will assume exglraordrea u- gs can argue with justification dealt only with issues related to way nations that sign up for thethorty oer the internatonal trad. that it gave no mandate for the cre- goods, a ne.w umbrella organization new nico must am t- abide by alltog system aton of an MTO And conession l - the MTO - is necessary to iDcor- existing GAT rul , including earliThe s. dden appeaance of a nu- opponents Wl the substantive por- porate into the multilateral regime er codes that rignally wer notJOr new international trade body tions of a Uruguay Round package, rules for services and untellectut mandatoryabounds with irowes, both istoncal combined with private sector oppo- property. As a part of the Dew MTO,current 	 nents. undoubtedly will Uy to e- separate councils are providzd for For the United SitatA, the Issue

Forty-five years ago, post-World ploit fears about the implications (or these two areas thus awarding them of greatest controversy could well
War I leaders. with U.S diplomats the United States of a wholly Dew equal status with manufaclurlag be the impact of the Dew trade rulesi vanguard, laid plans for the trade organization and regime goods on Section 301, the provision in US,
creation of a multilateral Interm. Upon examination, however, the Of even more importance fe)r the trade law that provides for unilater­
boonal Tra(;e Organization The goal case for an MTO is qwte strong United States, however, is that I retaliation against Alled unfair was to deter the trade wars that Indeed, not only is it tn the U. cross-retaliation among the three trade pramces of other ntions
deepened the 1930 depveison Ult. national interest, but it aLzo is an areas in allowed - that is, violations TeIe MTO rules do nit disallowinately, Congress torpedoed the idea. indispensable foundation for the of services rules can provoke retah- such action, but they do r"usre that 

rtly because of fear relg toVS~~~~~ achievement of America's substan- ation against ma'ufacturedUSsoeregty and partly a- ~~~ an arl n 	 prod. a naton first exhaust all multilater.n reac goals the Uruguay Round ucts, and vice vea Thus, it will b I 1oirittive in 	 ldspute settlemet procedures be­
io to an overall dsechlotment Chief among U.S. demands from the possible to hit rAtions that break the fore actn on it, own This i, likelywith wartime ideals and policies negotiations are inclusion of new rules in thei! moast vulnerable and to cause a negative reaction tn Coo.Thus, the General Agreement on areas - patents, trademarks :knd vital sectors gress. but the United States cannotTanffs and Trade. which has provid- copyrights, and Services and invest- Further, the entire dispute settle- have it both ways

ed the bas for all subsequent mul­
tilateral trade negotiations, grew For years, U.S officials have de­from an ad hoc interim agreement, feuded Section 301 by arguing thatwithout full international legal stat. GATT sanctios are weak andare, without a real organizational , GAT riles do Dot cover key sec­etnt.are and without effective di. . i ton. With the new MTO, neither ofIute settlement mechanisms , these argumenu is valid The Unted

gh amazingly successful consd. States will have to give way or drm­erng its rocky begming, GAT has 4 nstrate by its obduracy that thealways bee a Stepchild among in- argument were advanced merely toternatonaln on ecoomic and politicaleconomi adp 	 mask a determination to muscle 
smaller %ations into submission.That circumstance is about to whatever the justice of its cause.change. and the means by which thits Hopefully, atateanship and ahas come about ae surprising The ti-ve vision of stional econcan-•bold proposal for a Multilateral terut will prevail. For whatever theTrade Organization aa sprung upon extra ordinary circumstances surthe GA7T nations at the lWt mo inoudits irth, the MT is themot as part nf a take-it-or-leave-it Itdispensal1e organizational lincb­package for the entire Uruguay pin to the achievement of US tradeRound It was not a part of the goals to the Uruguay Roundsegobating agenda Indeed, in the aoV 7 t(Urg'/,npast several years, leding trade ex. "Why couldn't you have been a ntsc ,a, Clenftst? Doeriee 0Oude Batrfield a director o tradeperus hive argued that extended ne- husband has hame iedOe power of th iron." polcy studies for the Amercan E­gotutiow would be required to cr,- ___ fatuastute An Wasdwmw. 
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The biggest trade opportunitiesfor 
the United States aren'twith Japan, 

but with the newly opening 
OPIN ON economies of Latin America 

Look Southward, US 
Mexico spends on imports,. I. nam prominent on the bilateral 
most 70 cents goes to the US. the agendaST Riabhwd Feiabg comparable figurt for Japan is Tht conclusion of a NAFTA
 

vid Peter H-k. less than 2, cents Stimulated by agreement with Mexiot, and
 
a free-arade agreement an open Canada would point the wa to. 
and groWing market in M XWO ward free. trade throughout t'he
 

HE market-opening objec. vould man) benefit US export- Ariencas Whatever the eco-

Ues that were 5ought in e,:, t'i so in Japan where Euro- nomic and polucal gains of open
 
vain by President Bush o pean ar,6 Asian traders would trude arrangements with Mexi4 o.
 

his recent fora.) to Japan should score the m,t gaini from re- these could be doubled b. extend­
be pursued closer to horn# - in duced protecton trig the arrangements to the entir,
 
Mexico and the rest of Latin Just as US sales o Japan mean hemLspher,
 
Arnenca - thpy far more job:. for Amen,,a %% There are good symbolic and
where are urkers 
more easily attainable. Mex.,c, s so do sales tu Mexico RecipricaI practical reasons for Wz.shingon 
ready to sign a North Americani market access with Mexico - pre. to sign a free-tradv pact with 
Free Tade Agreement (N.F'TA I ctsely what we demand(.d of Ja. Mexico firs But the US should 
wnth the United States and pan - Lswha N.A rA is all about not be hesita..t to start negolat. 
Canada. providing for reciprocal and it wil create employment at tog with other Latin Amencan 
teduction- in import and invest- home countries - bike Chile and Venezu. 
m.'nt barners. and most Latin Substantia econorruc changes el, - that are stnving to meet L'S 
Amencan countnes are eager to inevitably cause disruptins., h(v condittons for free trad( It ould 
follow suit ever. and some American workers be understood that an% earl% 

Amencan, even those who will lose their jobs The US go. agreements would be subject to
 
should knoA better. tend to spurn ernment should stand read%to a.,- modification to tn.'sre their co,-

Mexico and Latin Amenca a., a sist thes workers generousli paibdmy with NAF A
 
colection of poor countres Aith. through. for example, retraining Ideally. the NAF TA agreement
 
out much economuc importance resetemen allowances and the would be signtd b) this spring
 
for the US They think Japan is like Rather tha. opposing free P.nd qwckJ. ratified by Congress ­
mhere the commercial ac- in defiance of the nsing
 
tion is - where the high. *protectinist prsure.. in
 
profit markets are to be 6 -L " =-t ii the US
 
founid 
 Ttat timetable should 

Amencans need to get the trade with Mexico. labor unions in then allow iree-trade c.ccords to
 
facts rih' The US actuall. sells the US should fight for these be concluded with other Latin
 
more to Latin America each year lands of benefits Amenciat countrie. .nd endored
 
than it does to Japan - and more Econorruc advantage L-a po. b) Congress tn early 19i43 - pnor

than one-half or those sales are erfui reason for Washingion to to the termlnai.on of the special
 
destined for Mexico pursue a free-trade pact witi "fast track' procedure for ap­

living on less than one-tenth Mexico But it Lsniot tht on.) rea. proving international trade agree. 
the income, the average Mexican son For the firt time this cen. mens That, to tum. could create 
spends nearl) as much per year tur the US and Mexico - facing the necessar. momentum for sit,. 
on US products as the average each other across a 2.000-mile. tai=ed movement toward' free 
Japanese, (about $300 versus long border - hav% the opportu. trade, throughout the Western 
$400) Not ort) is Mexico airead. nty to become genuinel) good Hermsphere 
a booming market for US goods neighbors In the end. hnever a good
and services - prominentl in. Never have the prospect, been agreement with Mexico - one that 
cluding Detroits automobile' - better for the wo countries to en- can be suppc ted b. a health% 
but the potential for expansion i, gage in effective cooperation on rajort) in the L'S Congress and 
also enormous, probabl) greater su"h shared problems as drugs. is viewed positivel. b) the Amen­
than that of Japan migration, and the management can and Mexican people - s more 

In the firsi place, Mexico - of scarce water resources important than any quick accord 
along with most other Lat. In addition Mexico has be. And once a good agreement uith 
American countries - is just be- come increasingly attentnve to US Mexico Ls in place, others will fol. 
ginning to recover its economic concern.s about human righLs low% 
d)namisrr alter a prulunge.d democratic practice. labor condi. Eventually. US trade routes to 
slump that forced imports wage, tions. and environmental con. St, Paulo and Santiag,, to Cara 
and pubb( spending to contract tamination cas ano Cartegena and to Bogoui 
sharplh This is the right time for th( and Buenos Aire, maz be(omte 

Following a painful economi, US and Mexco to tr otreach mu. busier than thoise to Tok-) 
restructuring. Mexico has estab, tually acceptable agreement, c, 
lished a sound strategv for su.- these issues, although not neces. U Richtrd Feinb'ry .s e.s 'cu. 
tamed growth that w-ll require san) a, par, of a free-trade a(- ttr 'Iipresiden. of t.c (Jf i. t 
stepped-up purchases from cord. Indeed. none of then. can be. si j, DLielopioru-n Council 
abroad - most of which will come resolved once and for iJl what is Hirt ) li is,, stuffdiprtlot (!I 
from the US. For each dc'ar that crucial s to assure that the. re- th ;ier-Arnicuo ' caiui 
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Karaosmanoglu: Lifting Trade Barriers Is at Heart 
Of Decade's Development Challenge 

T he following are excerpts ofa speech
delivered In World Bank Managing 

DirectorAtrila Karaosmanogluon Febru-
ar.' 3 atameetinginColombiasponsored 
bythe UnitedNotions Conference on Trade 

and Development. 


During the first half of the 1980s, devel-
oping countries' rates of economic growth
and trade expansion had decelerated 
sharply, with the notable exception of China 
and India. Incomes and investment were 
falling. Heavily indebted countries were 
cutting back imports severely, 

There were many reasons for this unsat-
isfc'cry performance. The global eco-

nomic environment was f'arfrom favorable
for most developing countries. They faced 
high trade barriers for many of their ex­
ports. Terms of trade were deteriorating, 
especially for Latin America and sub-Sa­
haran Mrica, and commodity trade was 
sluggish. Real interest rates were high, 
official dcvelopment assistance for low­
income countries was stagnant, and access 
for middle-income countries to capital 
markets was shrinking. 

The main reason,however, fortheunsat­
isfactoryperformaace of many developing 
countries was theL' domestic economic 

See LNCTAD, page 4 
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Trade-Talks' Failure Could Degenerate Into "Greater Discord" 

UNCADAro pa-

policy. Too many developing countries 
hav been made vulnerable to external 
shocks by poorly designed and executed 
policies which they have been slow to 
reform. 

How has the international community 
responded to this crisis over the past four 
years? Perhaps the most ambitious re-
sponse has been in the area of trade. The 
Uruguay Round is trying to grapple with a 
wide ranae ofissues, and developing coun-
tries are participating to a much greater 
extent ihan in the past. We at the World 
Bi;.k share the disappointment at the fail-
ure so far to reach agreement. Failure at 
this critical juncn=re to make significant 
progress could postpone by many years 
muchneededbenefits. It couldalsodegcn-
crate into greater discord and further re-
stricfions,whichatworstcouldstifle growth 

Anindustrialanddeveloping countries al:c. 
In the area of debt, there has been a 

%unberofinitiativestodeal withthe crisis. 
We welcome the resulting real progress in 

reducing debt owed to commercial and 
official lenders 

In the area of financial flows, official 
development assistance from bilateral 
sources has stagnated as a share of gross 
national product, while official develop-
mnent assistance from multilateral sources 
has increased moderately), 

Despite the impressive collcctive 
effort...to promote development and re-
duce poverty, the challenge of the 1990s 
remains formidable. 

Yet, if one reflects on the pace and 
complexity of the breathtaking and his-
toric political and economic changes we 
have witnessed in the four years since the 
last U.N. Conference on Trade and Devcl-
opment, one cannot but be struck by thc 
opportunities facing mankind in the 1990s: 

SThecend oftheCold War could release 
vast resources in the developed and devel-
oping worlds to be switched from wasteful 
military expendi'ures to investment and 
development; 

• The growing consensus on develop-
went strategies encourages governments 
in de%-loping countries to concentrate on 
thingstheyshould bedoing, suchas invrs!-
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The challenge of the 1990s 
remains formidAble, 

ing in people and maintaining a "market-
friendly"climate,whiie freeingthe private 
sector in these economies torealize its full 
potential; 

• Many countries are returning to the 
fold of an increasingly integrated world 
economy; 

We live in an increasingly interdepen-
dent and shrinking world. Since solutions 
to development problems are intenvoven, 
we must advance on a broad front; 

• And the sheer magnitude of the chal-
lenges we face demands a common re-
sponse. 

We have it in our power to make the 
1990s a decade of sustained development, 
We can [rise to the occasion] if we all 
summon the political will and recognize 
our shared responsibility, 

Devel -ing countries must recognize 
that the quality of domestic policies and 
institutions chiefly determines their eco-
nomic healt.h. Macroeconomic equilib-
rium mustbe maintainedor re-established. 
Microeconomic efficiency is also vital, 
Social policies are also an important pre-
requisite for development, 

Iniasuial countries can help hy:
Rc-establisdfing thc conditions for su.­

tained noninflationary growth in the OECD 
ecoomies; 

• Ensuring better macroeconomic bal­
ances and highcr savings rates, which help 
to reduce long-term real interest rates, and 
thus lighten the debt service burden and 
raise the import capdcity of developing 
countries; 

Improving dcvcloping count acces 
to developed country markets, 
especially...by successfully concluding the 
Uruguay Round in a way which sigriifi­
cantly lower- trade barriers glohlly; 

Assistingdeveloping countnsin man­
aging commodity price risk using private 
market instruments; 

Increasing official development assli­
tance for coantrics pursuing sound devel­
opment strategies; 

Further relieving the debt and debt 

service burdens of the severely indchtcd 
countries. 

International institutions will he at die 
heart of this shared respon.,.ihility. They 

must create a framework within which 
non-inflationary growth, trade and devel­
opment can flourish. They must proiidc 
policy advice on, and tcchnical assistancc 
for, reforms countries undertke. They 
must be catalysts for mobilizing funds for 
development and debt reduction and in 
coordinating donors' and recipients* 
progress towards shared goals. 

The World Bank stands,read%tocontrib­
ute fully to this exciting endeavor. The 
Bank's headroom--at some $60 bilhon--is 
sufficient to respond quickly to strong 
programs and projLects in middle-income 
countries while meeting the need., of poi­
tential new members frotn die Common­
wealth of Independent States and the Bal­
tic states. Concessional resources, ho'%­
ever, remain scarce. Discussionson atenth 
replenishment of the [lending ba.e of die 
Bank's concessionary lending affiliatc.] 
the inermational Development Asocia-
Lion are underway. I cannot ovcrcmpha­
size the importance of an adequate rcplcn­
ishmcnt if we arc to rc;pond sati.factorily 
to the growing needs of oar poorest meino­
bets while also meeting the requirements 
of m,.iy new claimants in all region. 7 
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ARetreat on Trade? 
It couldmean hunger for hundreds ofmillionsofeople. 

After five years. the world trade tabs mreteiterg 
m the bink of lalure. Masive aricultul vabuidies 
prov by deveklped countries m the decerve 
mue. The United States rghtly wants to remove or 
at leas iower them Europe and JaW do m. 

If the talks break down over tho impasse and the 
curr'ula'ed nttiom of the yea of negoauo, 

ane hk q for the developingruence will 
be harsh: more hunger for t and eventually, 
kInreds of im On of people. 

Those of uicky enough to live ntm of the 
world's Sew rich cmntes have wen decade of 
n,,,e prtlh m igpitiural productivity. ylwd-
mg uWpcednted variety and ahwmdancefrom le 
blad. sauwnes even with less enviromental dim-
age. We are awas in surpluses we pay to store. It is 
hud fron thi vantage putnt to apprete how 
pecmu the global food outlook is. 

While the proporton of malourisd people i 
the wld declining, their nmbers are growing, 
There are more hungry people now than there ever 
have been. An ap&llung 40.000 of them die from 
hurgerand huget -related causes daid). 

There is, oveover, acmmiulating evidence that 
the aiecultura reswrce basemsauftsed asnever 
bale. Few opponuLte rer-am to bruig new lad 
into productam or to add to the am under 
Worse. land no* wed o ,4riciture is being los 
fritie and environmental vmiSaigeneLt, 

Prelinary results of the flint global assesament 
cdo cin were released a few montl ago. 
They make gn readrug Since World War I. I1 
percent ofthe rth'i vegetated wurface-an area. 
about the wei India asid(tuna--has ben degi-ad-
ed. Abotamt-tenth of this area as permanently 
destroyed. Onia&iot ne-quater. the s 's biolog 
furction xeagely destroyed" but could be e'3n-
rvely redcaited. On the rest. spiculiral prodactrv-
iy i mery "geatly reduced-* 

The atidy confrni wtat carLer anecdotal ev-
denrx had uggested The peat increases aispu-
tUral production of t '50&. '60s and '70& were 
achieved through etanding cropland and rigated 
wctge. better crop strains and heavier ue of 
ur -m l femksWLar.st These aiblirvew masked an 

gideyrlug fost Ofproductivi from erosion, water-
hiing, ashnation and loss of green cover ard of 
sod nutrients, wrthout which production would have 
been much greater. The world has, m effect, been 
rning UUthe down ecAator. 

For 35 years, world grain product .n grew by 3 
percent mnually, handily cutpKing population 
growth. Bit sn 1964. grain producton has grown 
by only oxw percent per year. ar glower than the 
numtber of nxiuths. Toul food productuon has fallen 
behind poputUon growth m 70 nations, vichudmg 
most of Nnca, the PNlppn. Bangladesh and 
Me,co. Latin America has made a uemendo 
efor jst to stay even. 

The trend sicet1984 ted not be periutanent. 
Detenorat.rig soJ conditions have been reversed 
N4ofe. On lands were origiully very good, but use 
&d abuse have nude them quite otemnse, corn* 

ned George Washington in 176. They were to 
becorn worse still, and thn to utnpove nughtily in 
the nears owl. One needn't be a blue&herthe Dust 
sky optamit to be confident that the stream 
powerful new techrtuloves--e-secially from K> 
techriology-will continue to flow, 

It would be almost crminal0y foolish, however, to 
igtore the severty of the envuontental constraints 
or be onfent that Lhey can be overcome. Popu-
tin w gp'ow by 40 percent it 20 years. adding 

-tallus 
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another Ibda each decade. Per capt availabiity of 
cropland ad unpted lan will drop. Pressue on 
t land will continue. MoAt of the proven sources of 

increased productivty-research. contnictc of 
rural rood& and food itorage alites and land 
reclaation-cost money that mmy developing 
cotmnesimply do no( have. 

With so little eluticty t the sy.em, the Last 
thungthe world can aford iseconomuc plKic-s that 
depress production or exacerbate environmenal 
harm The subsid over which the General Agiee­
meinton Tariffs and Trade talks are hamstrung are 
Krumeofferders. 

They encourage farmers in the developed coun. 
tries to overproduce at un cessary ensoinmenta! 
cost. Goverwm'ents then dump the surpluses on the 
mlentalo , market. forcing down price, This in 
turn reduces production by farmers in developing 
countries whose crops are taxed, not subsidiz. by 
their governments. To partialy make up for lo% 
prices, these governiments heavily Miize ixnga­
lion, pesticides and fentzert, causng their overus, 
snd consequent water poutwn, health problems and 
land degrada:.n 

1 the ptesident's disastrous Asia tmp hadnot 
been about poltics. politics. potics, Japan's closed 
agricultural market aid munerse ftrm sub des 
Yould have belonged at the top of the agenda The 

attempt to negotate precise targets for Japan-se 
anpois f US. products conpounded the larme of 
this missed opmrurty by throwing Mr. Bush's iuog 

nmitment to fece trade into question 
the United States is tdl pushing n the GATT 

for anagreemrent that would weasnthe world 
from subidies that create more food where it un't 

needed and Iess where it is desperately nftded. The 
question now is whether whatever it takes to get 
reelected ncludes a retreat on trade The president 
should stick with his istincts on this one. and those 
who care &bout poverty, hun~er and the global 
en'tr--nent should sti with ,n 

The wnitir, wCCprendtimtqf World Res"rces 
Iaitue. wn f.,hu coiumn audependenly for 
T PauL 
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EDITORIALIOPINION 

Making Trade Reforms Stick 
By VINOO THOMAS I JOHN NASH 

Barner to trade with ie developing world 
ar far fewer today than at any time i recent 
istory

Tlis conclusio may be surprisi g amud all
the tal ol increasing protectionism. regionalism
and trade wars But consider the following Over 
the past decade numerous Third World countries,
such as Chile, Ghana. Korea. Mexico, Morocco,
and Thailand, have bum steadily opening their 
tradt mzgimes 

Otbers such as Argentina, China. India, Pai-
san, Peru. and Vietnam are embarking on the 
same path Eastern European countries have in 
recent years beerdramatically opening up their 
economies, and the republics of the former Soviet 
Union are poised to follow the same course Usustained and deepened. thre changes will mean 
Ltremendow opportunities for espndng world 
trade. growth and welfare 

The developing world contains some of the 
fatest growing economies in the world While 
the indnrial countri, doubled average tncomes 
in the past three decades, many of the developing
economies of Eas, AJsa quitupled their Itnd 
ards of living 

Haviag noted these favorable developments
for global trade. It must be empIAsxed that 
trade lbheraliation bas been far from uniform 
Nor asits future certan 

Chile and Mexico. for example, have carnedout the aw for-reactung lIberaltaton in recenthistory On the other hand China and India.inout te mosfarreachngecen lberalzatin 
which together are borne to two-fifths of the 
world's people, still have perhaps the most pro-
kectionist trade regimes in the world 

In these and other cam, encouraging and/
msuaicing progress is predwated on three fac-
tonr 

Furst. macroeconomic instability is a ma)or
theat to maintaining and furthenng trade re-
form Coantries facing large fiscal deficits find it 
difficult to reduce tariffs upon which government 
revenues depend

ltgh tnlation obscures relative price changes
from trade reforms, thereby limiting the effect of 
the price changes on improving efficiency A.nd Ithe neede effor. to bring down high inflation 
often came the exchange rate to appreciate Ln 
real ter=. whereas successful trade liberalt a,
lio usually requires its depreciation 

eliminate exemption and raise tariff raItes on 
Io iported inputs. 

or coultries that carwed out these kinds of 
re.orms, import tamrevenue actually rose follow
in& trade liberalization Import lberallsation can
also dampen inflation and inflationary expects-
Lom by lowering ,mport prc

Second, domestic reulations that strangle a 
countrys entrepreneurs also limit the effectve-
Dess of trade reforms The failure to addre 
complementary policies ia one of the gieatest 
threats to sustaining trade liberalization 

A prime example of such complementary ac-
lion is reducing direct regulation of market entry
and exit Another example i getting nd of t 
central allocation mechanism n sociahst ecoo-
mies 

Such measures alao include reforms of most
labor market regulations that make it costly or 
impossible to lay off employees Such regulations 
not only force some firms into bankruptcy, but 
also make expanding farms reluctant to hire per-
manent workers 

Transport regulations, public sector Invest-
ment policy, and state owned enterprise pICui 
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as.U. rAll tli doesnot mean that trade reforms MATT'Let 's use rhe toaster for 
cannot be designed to alleviate fiscl deficits and nuw anrd we, .l try ri~clearmallation. Many trade reforms1 tire revenue-gener. n tPnccen 
alLng - wsch as thos that get . idof prohibitions, fusion tagnin tornorrow'
rely ca trifis tstead f rantitative restrictions. 

policies are among the myriad ether areas where 
copkeOaryn re orms elp 

pawn protectin tn ladmura MUan. 
trm is a stmnUwg block to farher rdorm In 
developing couotries Europe. Japan and the
United States ezpaidid the coveirage f sao-tar-
W bamers while hlmaelahag deelopft coU­

to do the oppte. The votww ofl distrial 
.oontry 
anred 
ad U 

lmporta caver 
by Dthae 30%aetween 
6 affet a 

by mom-tariff herrie 
II andoalh, 

a Wth of a ther 
pom i 
ludt e ontrgriculturalbPo ierm ­

elude the Common A iculteral Poicy mech 
restrictions on aicutral products in Japan 
= the Unted 3lat. v-rluetary epoit re­

atraints (undertaken voluntarily by exporttrs
with about the same degree of emthoussm shown 
b a robbery victim rlinquisuing n wallett the 
MUlti-Fibre Arrangement (a *pems of voluntary
export restraint that operates as a global central 
planning mechanism for textile and garment pro­
ducloo and, recenty. au-dumpn" actio s 

Together. thus on-tariff barr e cost devel. 
oping countries (and consumers In industrial 
countries) billions of dollars ametually. AccordingU conservative estimates, they reduce the levels 
of developing country exports by 10% and GNP 
by 3% 

Developing countrie have been arguing, with 
sBne jusilication. that unless industrial-countrybe. lne.tm trad ,o are role bak urthaerMo~ry*natheir part will go to wastebmen0 o tradar rolle back urthereo 

Worldwide exporters are fimding increasig 
access to rapidly expandn markets in the de­

-velopingworld For thi prospect to be fully
realized. developl cow tms reforms seed to 
be deepened and maintained Industrial countries 
can en uragethis by quickly bringing down 
their own trade barriers 

The GATT egotiations whic ane off then 
beck burner and cooking o c provideagain 
a vehicle for global liberalization In bilateral 

megotiations and multilateral for& such as the 
General 4reemeat Tariffs and Trade, theWorld Dank and the Interational Monetary 

these countries have preached the benefitsof liberalized trade poicyto the idevloping coun­
of Now ittrtme fir them tolake them 
trIsNo towheart 

_ to _ _r
Viro 7Tomas is chid eftov if of the East 
NAssa eA f -elKfri k Ue abnr on of the Worjd fNa . John 
"lopmenf Ptp World NAM fladama Expao-

Sim Program 
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IMF Study Examines Impact of Resurgence
 
In Regional Trade Arrangements
 

and ton hovevr, that not all ecr.r,hue regional trading arrange- about 65 perent of world import 

have become more open to nonniin-W ment, are hardly a nes, phc- nearly 5o percent of developing coun-

try exports. ANZCEkTA. the Australia bers. man\ sector-specific bilacrl rt­nomenon. the\- are a newl. 
New Zealand Closer Econoni;c Rela- straint involving agriculturc. te::.h'.resurgent one. and thte current focus 

on regonalism max be qualitatively tions Trade Agreement. is currently apparel, automobilk', and other sc­

different from past effort, and may the onh\ Pacific Rim arrangement tor remain at the national lc\vl. ofitn 

carr\ greater nsk, of becoming ; sub- Japan does not participate in a regional taking the fcnn of "olunta.­

stitute for. rather than a complement arrangement-the on]' industrial straint arrangenicnt, 

to do so ThcAsoci2ation Regional arrangemirnin ioon.tto. multilateralism.' cauuon, a re- countr noi 

centls pulisht-d ImI %tuiJ\ Aniti., (0 owl'u!: Ea't! A,.ai, Nati- coitnrro' mitid!. .4!.j
 
III, I All i; ImI.I.0, 1 .
the difl'crCncc,. note, R.-


gwn.il 7"ad, , 'iJ, t,.
 mid, a. : 1_trad; ""-r 

No 93 in the INIF s 0,- stud\. bu' reni ec idtd t. 

casional Paper sene. are Regionalism may carry greater risks i less condu ., In h, 
the Untd States* Interest of becoming a substitute for, rather nd o! r .­pC FTAg 
in regonalism and re- pie. itraregioia! In­
giona arrangement. tha: than a complement to, multilateralism. creased markd., ,. 
include industnal ami d;- _first _-, ter, to___:_______ 

velopinp countrie, but ha, lesjd ,:-C: -

The stud% examine, the imtrument, (ASEAN . while it doe, not funcuon creased in recen: vear, 

of integration and thL Cfivcti\en s, o a' a rvinona; trdor arrancement. ha, The stud,, cite, severa' reaan, \%h% 

existing arrangement, in both indu- beconi an effccive interlocuto, fo, indusrnal count- arranLni.t-in:, te.j 

rial and des e!opmg countn', and a,- cooperaion in econonii, matter, and to increase intraregiona, tradt, and fac. 

sesses the impact thi: grossing reuLo)- foreign affair, \ith OECI) [Orga',iz.,- feswer implementation probln-', than 

aism in trade arrangement, could hasr hon for Economic Coopcration an' their developing countn counterpart, 

on the mulilaJter1 trAdL WsvCren. tVar- 1)evelopmcnil countrc, First. trade liberalization i% pnncipalh 
ncularlk the ongoine negotia.ion, of The stud% assesses the effcctivenes, camed out in differcntiated manufac­
the Urugua\ Round It ss., wnte', of rri~onal arrangemnt. b\ measur- ture, This can be achiev'd ssithout 
b\ August,, dt. L1 -ornt and N1argart ini.g the degree to which thes have maio- shifts n factor p'oponn, an" 
k KVIll. of tilt T .,d and 'a\'nent, kept to their nplenivntaton tinlIc - entail' relat els lo\cr transitioii. a.J-
I )As I ,, , , thit INII , L cha.1,gs and blv, and the extent to , hich the. justneiit costs. pam cularls i tent, ws" 
I rad" Rclatun, I)cpirm'rm nt. ,iah thc ha,. ncreased intraregion jl tradc labor dislocation "' Second. iidustna' 
a2ssan.CC of Bernhard Fntz-Krock,.s Implementation has generall\ not counmne, are in a btter poston ro 
and ,Mihranda Xaf, bren a proiet within !ndustr:a absorb structural ad.;usinicn: co,, 

countrn arrangements The E(. for within the context of tcads Crowst 

lndustrial Countries examplt ha, coniqsrnt\ irply- Third. the industnal counrnt., ha\ 
In global terms. it \sould be dificult n;:rnt'd agreements on. or rc en ahvad postponed structura! adu'neii t 

to overestimate the potential sig,,iri- of. schedule There It general agree- se'nlsti\e sector, 
cane of undusmal counr arrang- men: tha: regional arrangement, Given the growing iniportarnce o:" 
m.'nts. The mayor regional group, In among industrial countrit, have not regonal trade arrangements the suds 
Europe (the European Communirs so far hindered multilateral fiberaliza- examines whether the prcf-eretia! 
(EC, and the European Frtt Trad lion. b'caust thcst countries have re- treatnct accorded to parti,ipatitt, 
Association (EFTA and North duccd barrier, against nonnitmbcr, members will in ensif, di\criinitatio 
America (Canada. McNixco. and th, bc...srv, or iI; con?.Ltiots'l;.i. re- agains nonparioipatini niertibcr, 
Unted Stare' togetlct accuunt f.r giona! liberalization Thc author, can- It concludes that thret factor, 
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will influence the extent of 

future discriination: 

- The courw of the negotiations of the 

General Agreement oil Tanffs and 

Trade (GATT) V. ith industrial coun-

trm di,.crimiat;on concentrated in 

such area, as aricul:ure and textiles, 

which arv ,ublect to multilateral nego-

tations. a successful conclusion to the 

Uruguay Round could, the authors 

suggest. help ensure that regional ar-

rangements "serve as building-rather 

than stumbltig-block%to global trade 

bberalization." 


' The opeimnt' of the eXterVaI trad," 


r iglni, (;is iia ii ,.'p tr d , .
 

nonniember countric, could benefit 

from incrca,cd demand for impor.. 

lov.er-cos: expor:, from the regional 
groups. and expanded ace,, throuch a 

re oional market that \%a, lar,:v: un-

har .'' LS adtIntt'tsra:'is . technical 

and rL'Lulanr rare,r. 
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* The continued globalization of In-

vestmert and producuon. "Foreign 

firms that have intenrationalized their 

operations and are already located 

within the geographic boundanes of 

the regional group." the paper sug-

gests. "may gain from discnmination." 

The paper warm that if either the 

EC or North America were to adopt a 

"fortress" trade poltcy stance, it could 

have "large negative effects on world 

GDP. on most countries, and on all 

repon . including the regon that in-

creases protection." 

D ev elo p in g C o un trie s 

For many developing countrie, in 

Latin Amenca and sub-Saharan Afica. 

regional trade arrangements have been 
a key element in their polic, agervd, 

over the pat three decadcs The ktud% 

examne the inipact of the Lati 

Amnican Frcc Tradc Asoc tatim 

Trade Developments in Industrial 

Country Arrangements 
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(LAFTA). thc Central Aniearici
 

Commoi, Market (CACM,. the An­

dean Pact, and the Canbbcan Corn­
mon Market ,ltu in Latin
(C.ARR, ; 

America: the Economic CorrlnUrwt 

of West Afn an States (E( i, ; the 

Preferential Trade Area (PTA the 

Economic Conimunir' of Centril 

African State. (CEEAC., and the 

Southern Afncan l)evelopnent CooT­

dinatio Conference (SAI)CC in 

sub-Saharan Africa. and the Gulf Co­

operation Council ((;CC)in the Mid­
de East Thc sttud\ note' hexst'r, 

that political mtcrc: in tht ar-aln.' !­

nmci1 1 h a, riot alK b 1a-t Tcr Jail ated 
into effectis nipt',ialtitist Of cC(­

nonmi( goal,. ad th overall impact of 

these arrangttient, ha, bren linmcd 
Th- samte t',, cnieria -wheth r 

thc, arrt.ic it,raise' it:r.ircno,;a! 

tradc .,:i,! shli:hcr 111,k :r,%i.,;;,. 

abh , ,i K ;t,. I .IItI III la:j,:: 

|nlttai',,, h.,{ , : I!, ,h r,
Oa 


tl,,,,. !,. ,,gi,.., .,:... 
aittit. d"deipi"lt: ,, L,, 
prods:,* 1,,L, , o o tt..'i.Ticc 

IT) lit g ti. 
J ! I ,. 'ArS., lo .beeti inurc' ,.c',,to i n 
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\ht
 e. in 
oer mre o u foi it itoperat so. 
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Vther Of ClOl| 1 C 
includiiip agricultural tt- 5 ..vch aiid it.­

~~30 i osc.atim. ofimvccpiei.~ 

\VtjVj 
,
R egional Integration chtIeliftiled 

to increae" intraregional trade In part 

because the structural charactentic, of 

developing countrie, linted thc scopt" 

potential gain nd in part becau 

so httleof the intended integration 

was actual1'Iplmntd the stud\s 

find, Implementation dela, '. ere 

often grounded in a ba,,ic i,coinpati­

bilir\ berx\ een the inward-looktntt dc­

velopnent strategie, bein purued 

national eConomIc poliCI, ald the rc­
quircen lt, Of reLlollal h1bCNra173atoll 

i zati 
I Strong \'t 1td ilter'Tt,t im nport ­

l 
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competing industnes and a weakened face of balance of payments diffculies sharp conflicts of interest that became" 
external environment also thwarted ef- or not to implement reforms owing to the basi% for decisions in the absenic 
forts to liberaize intraregicnal trade. the lack of supporting pohcies." of market cntena and clear compar,-
At the operational level, the study in- Few developing counr-y regional tive advantage.
 
dicates, "timetables lacked automatic-
 groups rmoved bamers across the Inappropnate macroeconomiL poli­
ity, included 'positive' lists rather than board. Mechanisms set up to allocate cies also contnbuted to the poor tin­
across-the-board liberalization of taniff new industries among member coun- plementation record "Against a back­
and nontariff barriers, and entailed re- mcs on a nonmarket and negotiated ground of external and internal 
strictive rules of origin This made it basis were frequendy crippled by mas- imbalances-often reflecting expat.­
easier for members to backtrack in the sive adrminisrative problems and the sionar. fiscal ar.d monetary policie,­

country authorities unwilling to 

allow a substantial devaluation o!" 
their overvalued currencies al%;

Trade ')evelopments In Developing Country tended to resist meaningful redu -
Regional Arrangements tion, in trade barriers,- the a2uth, 

Unm,1 of Pouonml GDP) 	 note They cite the expeneciu of tht. 
Central Arnencan Commonr Mark.ct 

Intraregional trade mExternal trade Kj Total trade 

100 	 50 in the early 198U as an instaine in 
80ASEAN 	 CACM which a successfulh implemented re­

80- 40 gional arrangement wih a rcive\ 
60 hgh level 	 tradeh30 of intrarepona' a, 

400 	 not supported b\ nationa! polici, 
20 1C0 and was ultimately undeminic 

Political and institution., fdc1,r.
1970 1990 s960 1970 1990 also impeded 	 implenientitw:. Man., 

s ndeon P--t 	 LAFAAIA 25 developing country arrangcmen-. a]­
40 	 - - 20 though modeled after the LC. re 
30 ___115unable to endoxk their integUation 

- agreements with the insiutioni" et­
10 fectivenes% needed to achierc their20 

-iJ310 5 often ambitious obiective, " Thew 
0 i 0 diffculties were further exacerbaitJ.

960 19 90 I6 l9 

60 190 19901960 	 0 1 so_ in some instances. b\ conlit]iing po­

50Pbcl 	 phfosophies among meber,.
 

40 -	 40 • 
30 - -	 30cotmtnes, and border conflict%

30 -30 The study notes that umportan: 
20 20 distnbutional question. often %ken: 
10 10 unaddressed These question, re­

o0 190986 	 975 1900 	 fleected not only potentiallk unev:, 
so SADCC 	 GCC 120 distribution of the short-term cost, of 

____0___ 	 100 economic dislocation and lot rec ­

80 enue but also cnncem that the d%­
40 60 narrucs of integration might. o' er 

0420 	 40 time. favor the more developed of1 
0 980 	 20 the member countre,990 

Even if implementation of regtona!arrangements had been successful, thebt ,a , 	 D3A.rlWoa WW Do~,y AwW I" 11nod of7 isansis authors conclude, structural con­

straints would have limited the po­
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tential gains. Their si:ruilar factor en- In this setting the au­
dowments, small markets, and low per thors find, regionahsm
 
capita incomes allowed them httle 
 has been advocated as an
 
scope for trade based on economies of alternative to multdater­
scale and product chfferentiaton. Like- ahsm. the
and regional 
wise, the capacity to reallocate and ra- initiatives pursued by .tionahze productive resources was se- major industnmal countnes .
nously constrained, given under- "have created the per- " 
developed capital markets, barriers to ception that preferential 
entry. different tax and regulatory en- trading arrangements are
 
vironments. and restrictions on in- here to stay The
 
traregional fatotr mobility. 
 United States appears to
 

A survey of the hterature suggest, have shifted from 
 a sin­
that developing counmres 
 would be gular emphasis on 
better off "exploiting gains from trade nondiscrrunation to a
 
based on differenes%in resource tn- muhiplce approach en­
dowment and productive !tructur-
 compassing unilateralism, 
seizinr comparative advantages d%- regionalism, and multi­
namicali . at every point in 
 time as laterahsm. Indeed, all the 
they build their human, capital. and maior countries, the au- Regionalarrangements are likely to remain a feature of
technological stocks." the study main- thors suggest, "may be the International tradingsystem.
 
tains Thi strateln is best pursued in gving greater phonry to
 
the context of unilateral and multilat- regionasm in their trade policy agen-
 Uruguay Round may offer the best.
eral liberalh7ation In thj connection. da, at the expensc of multilateralism - and perhaps the on]\ . means to reach
the abandonment of import-substitu- The authors acknowledge, ho\%- an agreement in these areas. the stud. 
tion policies io developing countmes ever, that regional arrangement, are conclude%
 
in favor of outward-onented policies hkey 
 to remain a feature of the inter­
is a positive development, national trading system and emphasize Copie, 
 of Occason£ Paper N, 4. R, 

the importance of maintaining an out- gwrn. Tri4 .4riancrmr#:.. arc a'aia6.r a: a
Implications for ward onentanon (to rrunimze trade cost of USS:5,- USS:2,, for fuL-t,n.

Multilateral System diversion and ensure developing catlorn facuv itudensthat uruve sr,Sereuors. ar.dBox S-34t lnme.~'...n'ton; Puit,.-
The growing interest among industrial countries are part of the globalization Montiar,.Fun. bxashngr..S-3 C 23: 

and developing countnes in regional of investment and production' and of L'S A
 
trade arrangements ha, 
 coincided with providing across-the-board intrare­
a penod of mounting frustration over 
 gonal lberalization with automatic

the pace and productivi' of muhilat-
 timetables.
 
era] negotiation% The 
stud\ notes that The risks of regionalism are several.
 
".the GATT's mnabilir, to curb nsing the stud\ warns, including "the pos-
 SDR Rates 
protectionist pressures since the end of ble diversion of scarce skiUs from mul- Wee Beginning Rate of SDR

Interest and Chargesthe Tokyo Round has created frustra- tilateral to regi3nal negotiations, the (percent) 
uon with the slowness of the GATT increased potential for friction among Ayr 6 6.72 
process and raised concerns about its regional groups. and possible adverse April3 6,45
effectivenes and its ability to adapt to effects on countries excluded from The rate of sOinie'sr &no enarges Scsicujiaw:

the emerging trade issues of the such arrangements - Despite efforts to ,,",, t rate,.,c. tc 8 Wbewe ma e , e.
 

esi tale
19 9 0s AJso cited is the growing con- liberalize area' not currentlh covered rate 
whrct 1tnt"weigned average cloIl's 

on SiOOairon ie" dornesc obhgal ­cern over lax implementation of by the GATT, there is little evidence ,sm,t DAvui,o moreY 0 thme ,,noseOJ'flnC4S consI'1,je tn SDR: VaIua,.- bilS e"GATT Article XXIV. nondiscnmina- thAt regional arrangements will be able lUS 0Ol, OeuftChem-oa Jaoes. ye- Fre.:­
once cornerstone of GATT. to tackle the area% most in need fralsnCT usetion. the si ratof aratri:se tha'.Ppoa.. eac Froa, Fo 1,,eaes

has been underrruned. the study finds, substantive reform---such as agricul- weely rales Cal'202 623 717r 
by exceptions and am biguities ture. and T he a,_ _ _ _,_e-.__textile%, apparel I_ ,_W ras____ s 
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No Future in a Fortress Asia

By YO'I*IHIDE ISHIYAMA That the EAEC was conceived in sd States. as well as Japan aund10Tokyo must break its eerie si- reaction to European and Northlance on emerging plans for an East Amencan developments as evidentAsia Common Market It should sy from the tentative guest last Japan"yes* to a loose. open framework for is prominent among the invitees. 

regional cooperation and -no* to a while the United States and Canadaprotectionist "Fortress East Asia " are conspicuously absent, whether
The idea of a regional economic Australia and New Zealand will begroup has gained momentum since included remains unclear 

Malaysian Prme Minister llahuthir 
bin Mohanad proposed it in late 
190 In January. the Association of 
Southeast Asian Nations is expected 
to begin work on the consortium. 
tentatively named the Fast AsLi 
Economic Caucus 

Japan cannot afford to remain 
non-committal on this important i. 
sue Continued fence-straddling will 
cast further doubt on Tokyosa lityto assume a responsible role in the 
emerging world order, and will give 
our Asian neighbors cause to ques. 
lion our sincerityAccelerated trade and invest. 
ment has strengthened interdepen'
dence among the countries of East 
and Southeast Asia Today. a group. 
Ing to promote regional cooperation
Makes good business sense But vast 
cultural and economic differences 
remain, and any thought of elirnunat.
ing tariffs and import quotas and 
turning the area into a free-trade 
3one rould be premature 

The EAEC concept seems to have 
been inspired as much by external 
concrs as by internal imperatives
Western Europe as preparing for 
market integration in1991, and Mex.icois negotiating a free-trade pactwith the United States Mahathir 


and others are concerned that these 
agreements may lead to blocs thatwould stifle growth in Asia'= export. 

leconomies 

The Bush administration recois 
at the notion of an exclusive Asian 
trading club. fearing that itwould 
undermine U S influence and give
Japan undLsputed dominance of the 
region Washington is throwing Its 
weight behind the fledgling Asia-Pa.
cafhc Economic Cooperation forum,
which thus far includes Australia, 
Canada. Ne%, Zealand and the Unit. 

-

" "A":" 


J7 


-. 


~such 

, 


''seemly 

harve 

other East Asian countries 
Japan's neghbors; are also am. 

bivalent about strengthening Tokyo's
hand in the area The idea of a new 
Greater East Asia Coprosperity
Sphere doesn't sit well with former 
victins of Japanse aggression 

Tokyo cannot afford to ignore ap-
prehensions on either side of the Pa 
cilac. At this point the only practical 
option is to Atar a friddiecourse 

By this I mean comrangttlig our. 
selves to an Fast Asan economic 
consortium that is open to counties
tOother parts of th,world The am 
should be to strengthen uatrareVoo-
I ties and reduce dependence on 

rL 


-- ,',-...--

" 


"iterdependence 

They yL . but of coirse it s new yen." 

-

-%.kI 

foreign markets without shutting out 
Western business and investment 

It sourds tricky - and itwill be 
But here at last u an appropr.ate
proving ground for Japanese global 
leadership 

The way to begin is by redirect­
ing the group'i basic orientation 
Rather than an economic bloc de. 
signed to compete with Europe and 
North America. itshould be envi. 
lioned as a forum for promoting 
peuter regional cooperation 

Some Likely iterns on the agenda
would be expanding air routes and 
communication links, developing
free ports and special economic 
sonte. siging bilateral investment 
agreements, creating productivit% 
rserch Centers and establishing an 
organ for settling regional disputes
Both U.S and Soviet participaton 

Another am should be to pro­mote cultural relations and ex. 
changes of students, researchers and 
trainees Progress in these fields 
L,lap far behind moves toward eco­
nom.c 

There asDo reason why groups oftwo or thre Countries shouldn't
 

f nunilacs as an outgrowth of
interaction, But clearly the 

me i not ripe foe an East AstanCommonamrket 

Here is a unique opportunity for
Japan to help build a new world 
order Let's not allow rng:day or un. 

ambition to get in the way 

Ywhilhde LWyama is director ofeconomic remarch lorIBM Japan 
o narticle. rapsnlated by f Asia

FoundatioA L reprintd from mir 
Japanese newspaper Yomiuri 
Shiinbin. 
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The Environment and 

Free Trade With Mexico 
President Bush, Fact Sheets 

President Bush 
February 25,1992 

Remarks at US-Mexico Environmental 
Border Plan Meeting. Los Angeles, 
February 25, 1992 (introductory 
remarks deleted). 

We're here today because today marks 
another step to a better future for all of 
the people of the United States and 
Mexico. Ambassador Carla Hilis' [US 
Trade Representative] new report-
and I have it here; it will be available-
shows that higher standards of living 
for both our nations will help people 
keep the air and water cleaner on both 
sides of the border. The engine for 
higher living standards is the North 
American Free Trade Agreement. 
That agreement will link the United 
States, Canada, and Mexico in one of 
the world's largest open markets, with 
360 million people and more than 
$6 trillion in output. 

EPA [Environmental Protection 
Agency] Administrator Bill Reilly and 
his counterpart from Mexico today 
have issued a comprehensive new 
plan-and I have it here--for cleaning 
up pollution along the US-Mexico 
border. They've worked hard on this, 
and-thanks to our trade representa- 
tires, to our environmental officials, 
and to their partners in private indus-
try, many of whom are here today-we 
now have a better understanding of the 
environmental problems along our 
border. We have ajoint plan of action 
to coirect these problems, and we've 
made the financial commitment to get 
this job done. 

I've said many times aefore: 
Environmental destruction knows no 
bordt rs. That is why, today, we're 
reach.mg hands across the border to 
improve our environment on both sides 
and improve our economies as well. 

My fiscal 1993 budget-FY 1993-
requests almost a quarter of a billion 

dollars for the border environment. 
This includes $125 million for wastewa-
ter treatment projects in three major 
border communities-including San 
Diego-Tijuana and the Imperial 
Valley-Mexicali-and we're seeking 
$75 million for improved drinking 
water and sewage improvements in 
low-income housing areas on the US 
side of the border. 

We're also expanding our successful 
air quality monitoring programs to the 
San Diego-Tijuana and Imperial 
Valley-Mexicali areas. We're deepen-
ing the involvement of California 
universities in our overall research and 
training efforts. Our new plan will 
include San Diego State University and 
the think tank for studving environ-
mental problems along the border, a.: 
it will he!p UCLA [University of 
California, Los Angeles] and the state 
of California improve training for Baja, 
California's health and environment 
inspectors. 

My good friend-and I use that 
term advisedly-President Carlos 
Salinas is announcing the Mexican 
participation in this joint effort today. 
When I meet him tomorrow in San 
Antonio, I'll tell him that the free trade 
agreement can be a bright green light 
for both our countries. We need that 
agreement sooner, not later. We need 
the new jobs that open trade will 
create. We need the environmental 
benefits of higher living standards for 
both our nations. 

Mexico has reduced its tariffs 
dramatically over the past 4 years, 
allowing us to more than double our 
exports to a level of $33 billion. But 
even after so much progress, their 
trade barriers are still 150% higher 
than ours. There's much more we can, 
and must, do. 

Remember: The reward for each 
billion dollars of manufactured ex-
ports--each billion-averaes nearly 

US Department of State Dtspatch 

20.000 new jobs in the United States of 
America. For every billion dollars in 
agricultural exports, the figure is 
27,000 new jobs. More open Mexican 
markets will mean tremendous oppor­
tunities for Californians. Mexico needs 
machinery and equipment of all kinds. 
Mexico is a net importer of food; 
California industry and Califorria 
agriculture are better positioned thar. 
anyone to fil those needs. I am 
delightpd that our outstanding Cover­
nor [of California, Pete Wilson] is 
pushing so hard for this fair trade 
agreement. Already, California is 
reaping rewards fror., Mexico's partial 
trade liberalization. From 19S7 to 19S9, 
California's exports to Mexico in­
creased by 107%. That's 39' higher 
than Californi 's increased exx-r:. t., 
the rest of the world. 

Four weeks ago, ir, my State of the 
Union message, I spoke of urgent 
actions that we must take to get our 
economy moving. I spoke, too, of the 
long-range vision that we need to stay 
strong far into the future. 

Our best interests for both the near 
and long term require vigorous trade 
relations with the rest of the world. 
We must not hide behind protectionist 
walls. We must let open commerce 
flourish-in commodities, in manufac­
tured goods, in services, and in ideas. 

Let me be very clear, as I will 
assure President Salinas tomorrow. I 
want to wrap up a sound new North 
Ameriran Free Trade Agreement. I 
believe economic growth and a clean 
environment go hand in hand I wanz 
to move forward with new opportuni­
ties and a better quality of life for 
everyone from the Yukon to the 
Yucatan. We're here to celebrat c these 
two important areas of agreement. 

I might just say, in conclusion, one 
of the joys ] have is working with the 
President of Mexico. It gives me a 
great sense of personal pride. Ir sure 
I speak for Ambassador Hills ar for 
Administrator Reilly [in saying] that 
relations with the United States and 
Mexico have never, ever been better. 
We're going to make them even 
stronger, and the way to do that is to 
get a successful conclusion of this very, 
very important free trade agreement. 

Thank you all for what you're doing.
Thanks for your interest in the 

border. 6 
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Fact Sheet: Review of US-Mexico 
Environmental issues 
February 25, 1992 

Fact sheet released by the White 
House, Office of the Press Secretary, 
Washington, DC, February 25, 1992. 
In aletter to the congressional leader-
ship dated May 1,1991, the President 
called for extending the fast track 
procedures to permit negotiation of aNorth Americar, Free Trade Agree-
ment (NAFTA) with Mexico and 
Canada. Responding to concerns about 
the environmental effects of free trade,
the President indicated that the 
Administration would conduct a 

thorough and detailed review of US-
Mexico environmental issues,

This review was coordinated by the 

Office of the US Trade Representative 
with the assistance of other federalagencies, including the Environmnental 

Protection Agency (EPA), the Council 
on Environmental Quality, and theDepartments of State, Agriculture, and 

the Interior. As part of the review, 

hearings were held in six cities, and
public comments were sought. 

Key Conclusions 

In Los Angeles today, after briefing 

President Bush on their findings, US
Trade Representative Carl3 A. Hills 

and EPA Administrator William Reilly 
announced the results of the Admnin-istration's review. The rev'iew 

produced the following conclusions: 

v The United States and Mexico 


have astrong record of bilateral 

cooperation on the environment, 


9 Completing and implementing 
NAFTA will enhance cros .-border 
environmental cooperation and provide 
Mexico with resources and revenues to 
fund environmental protection and 
infrastructure development initiatives. 

s It is reasonable to expect that a 
NAFTA would encourage industry to 
shift away from the maquiladora 
sector-that is,assembly plants 
benefiting from Mexican Government 
incentives for firms that export most or 
all of their production. This would 
reduce envircrnmental stress up the 
US-Mexico border. Conversely, 
without NAFTA, Mexico's industrial 
resources will continue to flow into the 
maquiladaras, ,eading to P'.rthf.r, 
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uncontrolled development along the 
border and increased pollution.

9 NAFTA will not turn Mexico into 
a pollution haven for firms seeking to 
escape US environmental standards. 

9 Consistent ith the President's 
May I letter, the NAFTA negotiatorsshould take steps to ensure thatAi 
NAFTA isconsistent with strong
environmental protection policies and 
does not weaken US environmental, 
food safety, and pesticide laws andregulations, 

An Intensified Cooperative 
Relationship for 

Environmental Protection 


The United States and Mexico have 

worked together for many years on
environmental problems, particularly 

mose affecting the US-Mexico border 
region. As momentum has built behindNAFTA, such cooperation has ex-

panded and intensified, 
The United States and Mexico haveentered into formal, bilateral agree-

ments covering the border 

environment, boundary and water
issues, the ct,: servation of natural 

resources, and Mexico City air pollu­
tion. In addition, both the United
States and Mexico are parties the 
Montreal Protocol on Ozone Depleting 
Substances, the Convention on Interna-tional Trade in Endangered Species, 

and the Basel Convention on 

Transboundary Movement of Hazard-
ous Wastes and Their Disposal. 

Finally, bilateral cooperation has 

benefited from extensive technical and 


scientific exchanges covering abroad 

range of environmental standards and 

enforcement issues. 


By fostering economic growth and 

expanded bilateral trade, a NAFTA 

will enhance cooperation on economic 

and environmental issues and provide 

Mexico with resources and tax rev-

enues to fund environmental and 

infrastructure development initiatives. 


Environmental Effects of NAFTA 
on the US.-Mexico Border 
The US-Mexico border region is under 
environmental stress, inpart due tocosts 
Mexico'snmauiladra sector. The 
situation is s~milar to Ehat of an expand-
ing urban area unable to keep pace 
with essential infrastructure and 
environmental enforcement. 

US Departrnt of State Dispatch 

The review found that, without 
NAFTA, the border area will likely
continue its rapid economic develop­
mer... With NAFTA, border growth 
may actually slow, as industry shifts 
into Mexico's interior. 

Air Quality. Without NAFTA, thealtWhotN Tth
 

review found that emissions could 
increase between 40% and 22.i over 
10 years. With a NAFTA and in­
creased governmental cooperation,
emissions growth could range from 2(";
to 85% over 10 years.

Wat rQuality. Growth inthe 

border area will present the greatest
obstacle to achieving and maintaining
clean water. Increased demand for 
water may also lead to enhanced water 
treatment in order to make wastewateravailable for other uses. 

Hazardous and Municipal Waste. 
Mexican law currently requires returr­ing to the United States hazardous 

wastes generated at maquiladora 
industries from US raw materials- Thecurrent compliance rate is estimated a: 

31%. Both governments are comrni'ted 
to improving compliance and a.-suringproper handling of hazardous w'astes~ 

NAFTA Will Not Create aPoliution Haven In Mexico 
Some have expressed concern that
 
NAFTA might turn Mexico into a
NFAmgttr eioit
 

pollution haven for US firms seeking to 
take advantage of lower en;ironrnenta,requirements or w'eaker enfc, -cement. 

The review concludes that NAFTA i 
not cause Mexico to become a polution 

yen. 
* Pollution abatement repre.ient. a 

small share of total costs for most 
industries. Thus, 86%c of industries 
have abatement costs of 2c or less. 
Compliance costs tend to play a 
minimal role in decisions on plant 
location. 

* Most US industries with hig
pollution abatement costs already nave 
low tariffs, so that decisions on locating
production would not change under 
NAFTA. 

a The II US industries that have 

and high tariffs also tend to be capital­
intensive. Consequent]), the high cost
 
of closing a US plant and building a 
new plant in Mexico is likely to ov4er­
whelm any compliance cost savings. 
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a Such schemes would involve a Fact Sheet: Environmhental Plan Scope of the Plan 
highly questionable assumption as to February 25, 1992 The Border Enironmental Plan 
future compliance costs, given that represents a commitment by the 
Mexico's regulatory requirements are Fact sheet released by the White United Staten and Mexico tu a substan­
similar to those in the United States, House, Office of the Press Secretary, tially increased effort to speed 
and new investment projects are Washington, DC, February 25, 1992. environmental imorovements along the 
subjected to special environmental 

border. The main objectives of the
reviews by the Mexican Government. During their meeting on November 27, 

1990, President Bush and President plan, which will require at least a 

Salinas directed their respect;ve decade to implement, are to protect theRecommendations for 

improving the Environment environmental authoritier to develop a environment in the border ara
 

comprehensive environmental plan to through: 
The review produced a detailed list of address air, soil, water, and hazardous a Strengthened enforcement o! 
policy and program options for US- wastes in the border area. The United existing laws; 
Mexico environmental cooperation that States and Mexico have reached a Increased cooperative planning. 
are proceeding in parallel with the agreement on the first stage of the training, and education; and 
NAFTA talks. plan, covering the period 1992 through e Improved understpnding of the 

The review also contains a detailed 1994. The plan represents a firm border environment. 
set of recommendations for NAFTA commitment by both governments to 
negotiators to reinforce the positive protect the environment along the The plan describes in detail the 
environmental benefits of NAFTA and 2,000-mile US-Mexico border, while joint environmental initiatives to be 
mitigate potential adverse effects. sustaining economic development, undertaken by the United States and 
These include: Mexico in the border area between 

* NAFTA should aim to expand The 1983 Agreement 1992 and 1994. The following is a­
illustrative list of actions included in 

trade and investment in environmental The new plan builds on the 1983 the plan. 
services and environmental and energy US-Mexico Border Environmental 
technology to encourage the availabil- Agreement, which for the first time e Border Advisory Committees 
ity of state-of-the-art expertise and defined the main objectives of border will be created in Mexico and the 
technology, environmental cooperation and estab- United States to provide advice to 

* NAFTA should seak to reduce lished a mechanism for action. The EPA and SEDUE on key environmen­
Mexico's incentives for export-only primary binational mechanism will tal borde! issues. Membership will 
inaquiladaraplants, which tend to be continue to be working groups led by include leaders from environmental. 
concentrated along the US-Mexico officials of the US Environmental busines , government, academic, civic, 
border. Protection Agency (EPA) and its and other organizations with expertise 

a NAFTA should maintain US Mexican counterpart, SEDUE. These on border area issues. 
rights to prohibit entry of goods that do w.rking groups address concerns * Air pollution monitoring pro­
not meet US health, safety, food and relating to water, hazardous wastes, grams will be established for the San 
drug, and environmental regulations, air, contingency planning, enforcement, Diego-Tijuana and Imperial Valley. 
so long as such regulations are based on and pollution prevention. Another key Mexicali areas. Already, such 
r,ound science and do not discriminate mechanism is the International Bound- monitoring is occurring in the El Paso­
against imports or constitute a "dis- ary and Water Commission, which Ciudad Juarez area. 
guised" trade barrier. since the mid-1940s has fostered * Mexico will substantial!\. increase 

* NAFTA should maintain the cooperation on issues related to water the number of Mexican border environ­
right, consistent with other interna- resources and water sanitation. mental inspectors. 
tional obligations, to limit trade in * Enforcement authorlties will 
items or products controlled by Preparation of the Plan develop a computerized database on 
international environmental treaties to the transboundary movement of 
which the United States is a party. The plan was prepared with participa- hazardous wastes. 

* NAFTA should corLain dispute tion by national, state, and local a A wastewater treatment initia­
resolution mechanisms that are governments; businesses; labor groups; tive will clean up the New River, which 
sensitive to environmental and health academic institutions; and environmen- runs north through Mexicali, Mexico, 
programs and consioe-atior,s. tal organizations. The public and into California. The New River is one 

private sectors participated in of the most polluted rivers in the world. 
17 hearings in both countries and - Drinking water and wastewater 
submitted written comments. This treatment systems will be constructed 
pattern of open participation %ill in the US colonias [border town 
continue during the implementation neighborhoods]. 
nrocess, as well as in preparing for the 
next stage of the plan. 
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Ambassadorial Appointments 

Voluntary compliance programs
 
will be established for US industry
 
operating along the Mexican border.
 
The main objectives are waste reduc­
tion, waste recycling, and other forms
 
of pollution prevention.
 

* To improve air quality, a
 
$120-million investment orogram is
 
being launched to improve roads,
 
bridges, and traffic along the Mexican
 
border.
 

0 Government officials will develop
 
procedures for the prompt return of
 
illegal hazardous waste exports to the
 
country of origin.
 

* An inventory of legal and illegal
 
waste disposal sites will be developed.
 
Future needs for legal disposal will also
 
be projected and developed.
 

Financing 
Funding for specific actions in the - . 
stage of the plan (1992-.441 will con, 
from a variety of sources, including the 
Mexican and US Governments, state 
and local governments, and the private 
sector. 

The tota! financing p!anned by the 
US Governmen: for environmenta, 
protection along the border is 
$143 million in FY 1992 and will 
increase b\ 697, to $241 million, in 
FY 1993. This includes $75 millior, for 
US border area colonia,,and ov.r 
$80 million for wastewater treat ment 
projects along the border (in San 
Diego-Tijuana, ]roperal Valley­
ilexicali, Noga!es-Nogales, and 
Laredo-Nuevo Laredo). Other pro­
rams receiving funding include 

mforcement, transboundar' air 
,ollution monitoring and mitigation, 
invironmental health, and emergency 
flanning and response. 

The Mexican Governmert has 
illocated $46( million during the 
99-9-94 phase of the plan. In 1992,
,lexico committed $147 million for an Relationship to NAFTA people. The United States and Mexic,,rraV of environmental infras'ructurerojects in the border region, includig Mexico, the United Sates, and Canada are committed to reducing or avoidingpoeta ad rs eni nm ta,'astewater treatment, solid waste are now negotiating a North American potential adverse environmental
anagement, transportation infra- Free Trade Agreement (NAFTA) impacts of the NAFTA. The Border

ianaemet,ifraranporatintructure, and dedicated land areas for inende toredce arifan no-taiff)w-income housing. Environmental Plan is a central vehicirSEI)U'E's intended to reduce tariffand non-tarif for fulfilling that commitment. Ho\%.barriers to trade among the threefofuilngtacomte. o.
 
)w-icom houing SEDE'sever,esources are expected to be supple- countries, thereby creating an open the plan itself %kill be mpleinentedon the agreed schedule and is not)ented by a $50 million loan from the trading market of over 360 million dependent on NAFTA or its pace of'orld Bank. implementation. U 
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TRADE AND THE ENVIRONMENT
 

Interaction between intemational trade and the environment is as old as trade itsclf. 
Awareness that the interaction has implications in public policy tcnus is nore recent. Nc,.cr­
theless. it dates back at least to the trade provisions in the 1933 convention on fauna and 
flora. I In thc late 1960s. envirorunental problems caused b);h, discharge of wasic and other 
pollutar.,s into the natural envirorunent emerged seriously; ajid so did concerns over the im­
plicatior.; for international compclitiveness. 

Over the past two decades, producers in countries wid stricter environmental stand­
ards have worried increasingly about the impact of those standards on their colopciivencss 
in world markels. At the same time. goverrunents and finns in other countries have expres.sed 
concern about nev. barriers beine erected against imports produced unde, less sict stand­
ards. 

Most recently. there has bee-n growing public concern with issues related to ihc pollu­
tion of the global commons (for example. ozone depletion and climate changc. a,%,cll a­
with species diversity and die treatment of animals Tlis has raised Important quctir, about 
the use of trade policies to influence environmenal measures in other countines 

The objective of this chapter is to provide an initial analysis of these and other intcraL.­
tions between trade and the envirorunent, especial, as the\ affect the multilatcral trading 
system.- Part I provides. for eas\ reference, an ove.rie\,,, of the inm issue. and a ,,uimar\ 
of the principal conclusions. Part 2 explains, on the basis of existing expenence and .ludc­
ment. which environmentally-motivated trade polic. actions are pennitted by, GATT rul-,,. 
and which are not This is done with the understanding that the authority to interpret the rules 
of the General Agreement ultiatel rests with GATT's contracting panics, that is. %ith Its 
member countries Part 3 examines issues which arise when environmental ellccis arc 
wholly domestic. Issues which arise when there are transborder physical spillovers. it1i,in­
other country or into the global coni.aons are covered in Part 4. The locus shift-, in Part 5 to 
the risk that environmental concerns and policies could lead. wittingl) or unwitingl.y. to in­
appropriate or even counter-productive restrictions on international trade 

of the convention, which is still 

Fauna and Flora in their Natural Stale See Appendix I for a sumninar, of inulitaieral eniuonen.l
 
tJreatie, containing trade provisions


2 There i,no general) agreed definition of "envroninen". The inoderatle broad detiiion used ititIhis
 
report - which includes the full 


I The full title in force. is the Convention Relative to ihc Preflir.Jtioi; of 

range of pollutton-related problein%, plus soi; erusion and loss of 
feniity, def'resiaiun, product safet) (food, hazardous waste,.). end.ingered sxcies and ihe kreiljn'ilt ot 
animats - reflect. the range of envu'oninenal issue. that have been raised In discussions of ihe hrink-cs 
betwseen t1ade and the env'roninent. The inclusion of aparticular ensiioninenjl issue in ile anij,t,
reflects not ajudgernent about the aciual or potenial serious1ne, of ihe prof.eim. hut rtlher out. iti,iOlhl 

being widely debated and therefore ihat ihere isan interest in exploring it-. possibte mptication, tor 
trade and the tradin. syslem 



Trade tand the Environment 

1. OVERVIEW AND SUMMARY 

The main issues and principal conclusions can be grouped under five headings the 

contribution of trade to a bcner environment. the need for multilateral coopcratiUn. the role 

of trade policies, the political ecor-omy challcnge. and risks arid opportunitics for tie trading 

systcm. 

The contribution of trade to a better environment 

Views differ regarding the impact of international trade on the quality of thc natural 

environment. For some. expanding trade is a source of increased wealth and diflusion ot 
to protect and up-grade their environ­technology, both of which enhance societies' abilit) 


ments. Other.,, argue that unrestricted trade can be hanuful to the environment, espc.ially
 

when acountr 's en ironmiental policics are ,eak or non-existent
 

While the latter viev, does drav, attention to certain tradL-relaled enironental nk-. 

there is no reason to assumC that grov.di of per capita income neCesaril. or e' en oin A\ crage 

daniagces the en%ironment To begin , itll the increases in per capita incomc - v.h. ar, 

boosted by increased market aLcesS and expanding trade - pro\i de more resource!, ' conlall. 
.,:, coull­enviroruental damage helping to finance pollution control and remedial clean-up 

try with astaenant ebonm\b conirat,. v ill be under greater prcssure to stint on inpr, , img 

the en%ironmnent 

h'c need to dc\ c imore iOat,.-na'.Furthennon.'. it thc a\ erac cii/el I',con'inced (i 
n'ic'.. t, grtlklitand hunan resourLCe. toLa11hiC a beier en\ ironent a'. hi,, or her inttol 

of per capita ii-omle.' ultimatcly k% lcad it, incrcaed c\-,.ndiurc on ilk eIn\ ironnll'nI Tl,il 

a. aIablc e' IdekC. ,u'lc'St,. that til, Is indccd happCnng 

I and tchnolo,- I.]-The pportunmt\ for counmnc, to trade in \&orld niarkct,, for giood, 

cilitates die implementaion ol necdcd en, ironilent-ii pro\ ing processc, at hoimc Th,,,' 

processes ohen firs, appar in countries a dite frotier ,i environmental regulaton, and prod­

ucts embod. ing them must b, exported il odier countries arc to catch up Sinilarl.. trad. c:an 

help consumcr, anakce m ironientall. beneficial choiccs - for insancc. import, of ho\, -,ul­

phur coal can encourage them to abandon die use of polluting high-sulphur coal. "iad. an r­

cycled inputs can help countries economni/e on resource usc. 

While trade liberalization i likel, to reduce some protectionlit barriers \.hich arc en­

couraging environmentally hani.Lct activities, it is also possible that trade liberalization 

could worsen partiular en'ironntental pro" !ems in die abscncc o appropnatc dom esih, en­

vironmenrital pclmicms Concei, ably. an expansion of Trade could produce negative environ­

mental effects so large that they outveigh the conventional benefits froii open markets 

(increascd specialization, more competition and so forth), resulting in an overall decline in 

national welfare. H(ocvcer. this is possihlc only if a countr\ lacks a domeslic envirorunental 
polic) that reflects its e, ironmental values and prioritlies i that is the case. the mIot Cl­

fective action is to concentrate on introducing appropriate environmental policies rather than 

Thi, propos.lion i%danulltal!ca in Anderson (t 2L I
 

.%ot etf dc:.i:ls he lc , air pro\ided ill tOle otI ic e .i h !.
ll] t i1. acm W ' wlieind te li it.' 
3 



Trade anrd the l:nironnent 

trying to work around bad ones by foregoing tradr liberalization or attenptng Io fine tune 
intcn'entionis trade policies. A lack of appropriate enviroruncntal policies creates problems 
not just in the trade sector, hut throughout every facet of a country's economic life. Manipu­
lating trade policies is not onls cnsdy - in ten.,s of a less efficient intcmationai division ol 
labour - but also ineffectivc in dealing with the negative consequences elsewhere in the ccon­
omy caused by the absence of appropriatc environmental policies 

Tils is e iden. or cxample, in eforis to promote sustainablc developmcnt. Altlun gl 
that ten means difticren ihings it, diffcrent petple. nost detint lonscncoimpas. 1"o basil. 
notions.. Fijit. thicc ISa nW tLIo place much grcater emplhasis Oil assigning values or prices 
to en%iroruncntal rcstourc, %Aill a %ic to identilying and valuing the cn, irtlii, cilal ci lollt 
of economic activit,. Second is Ihc idea dial each gencration should pass oin i, Use nest at 
least as much capital - environmncntal and man-madc - as it inheriled. 

Neither aspect ot susta hibldo:\clpnenl is tinriiI.all inkeiit ieniatiaionjil Iratdi 
A failure to pIaLLc a . alue on lii irOllnmnial rcsourc,s -Aould undLnimnc sustainabl. dc chip 
incnt ecen in a complcicl\ clOSd CLOiiI\. TradeL i, sceni. raltir. Ia a "'mih i l,.eI It II. 
policies necessar\ for sustinall: tl,:dchopmnn ar in pli.c. ir,itlc prim ) ui, d.\ cl-hI I,-lII Ilha 
is sustainable Alicrnai\ckl . i1 .u h plici arc lacklli. ilt Lt ui1r" "I iI e.'n.ttn. l IItl, 
Iia\ colthihul'c to a.s , iil ec - i d.tlli.uth111 i 's de clopiiiel It 1c IIt\ ii n.i \ 
directicn, hi! tieii ,ii x, t m her eci in ii. ICII IeIL ii i '\ (1'i:i t] im,,i hl ol" I1)l LI ni 

1.ltlip 'cOlrrCeC a.ti(in il , h.. iL i.. ir r die Ii l atan pprop h. ox ernL i.o, ,it. ,II 
vir( ln tal pt rathler ll u -t 1 allc ii lim .1i t' 
latcd. 

ch,..,,. di ,Lu (oii prohl,'m, ,le'e, ti.h,*-i• 

The' need for multilhlral cuoptrationl 

En iru inlitnal issue's cal blhome iltenia'!lalied ill at least ollne t tlc x i\, II\. 
.\& ;Ii - , ar pri nciple purcl. lifirst 1x\ ) i , an'cur mem hn ,lh i u i h .. ; r,' lhom,,. .l 

c(ncern,, o er Ill, iilp.l t e.f irtonicnt;il p,)i.is," oll intenlhition.il t l ilif cil,". ,ilh 
through the asscrition l lurdiLtiin e\r itlhir naItln" c1 irtiiiiili il pritiwrh.'. alh i, ­
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pollution tot0/onlc pltci ii. and hlie ir;Inntl ll aiiiials it) siidaird, for pc.'i, idel. resitt,-, 
in food. fitL\ all share a c.it0t.( m need lr liultilatral Loopcratitt. not ill)\ IninIiii/c pi. 
lential tride frictions., but cpetiaill to idenity and mplcnienl \,0rk;abL' and et II. t ,ilu. 
(ion-, to regional and gllhil cm\x inient.ial probcin,,. 
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Trade and the Environment 

back up the rules, a dispute senilent priccdure is nccc,%ary for handling confllci, that can­
not be resolved among the countries concerned. If existing rules and procedures arc tudcd 
to be adequate for the task. fine. If not. simecnegottatcd chanes, illi he necC ,ar). 

When an environmental problem involves a tran-.horder phv,ival ,pillhwer. tic )ill al­
ternative to unilateral actions based on ceunoinic and pohlical ocr is hir countrics 1t tL­
operaic in the design, impicicntaitMn and enf)rcement of an :tpprpnitc iullialcrail 
agreement for dealing with the problem at hand. This will often also he he case with a,,,cr­
lions of jurisdiction over other countries' practices and I' licies. includlineihe trcamticn til 
animals and endangered species. 

Regardless of the nature of an environmcntal problem, the contrihuil of1inul!il.itcral 
cooperation is to reduce the pos,,ibiliy that solutinns are affected b) (ifference,, in the cc,­
nouit and rxlitical ,Ircngh, of the panies in'll(Ied. Given the .usltliahle basis iir a dit cr­
sit) of environmenIl standards amiong cuntries. it is iUP4rr1tt tw iininim/ the risk 10 
solutions being r)db th die larger or richer countries. 

Negative inccnti es - in particular, the use of liscriininar trade restriction, ,m prod. 
ucts unrelated to the environnmenlal issue at hand - are ntt an eflccti%c %ka\ 1()proollltel - lul­
tilaleral cooperation. Ahemtntivcl\. tie use of positic incentives coupled ithpcr prc.,ur,­. 
can be a viable optin - and all the moire No ,ince the likelihood of net'ali, c incenti%c. in_­
a wt)rkahlc and sustainahh." approach in the miedwiU tenn and across a range ol issues is olp,'n 
to crlious doub 

The rolt of trade ptilic. 

This chapter argucs. and there is imuch supprn Ior tli, \ icy.. that unilateral rcstnL nmi, 
tin trade "tould nc,.cr hc the. Imosi ellLcnt insrunier: ib dealhing %klhall Cn'ironincriin 
pr(ibhin 01 ciursc it i. 'a] a,, p,,,sihle It, find an examplc. hypoithcILla or taken Iroi) Ih, 
rcail \orlf. \A,hich appcars t) contradict that cinclusioin. But al a\ s at the b ase ofl such an c\­
atpl Wi)uld be a national cn, ironietal rlic. that is colnsidcred inappropriatc 

If all countnes parlicipalcd in all intc matioal environmental agreements. ihcrc ',tulf
be Iothin more It add Hto\Accr. it is olcn a chatllenge jUSt Io get a critlcal IIms of1 cuntri,-', 
- let alle all countries - to panicipaic in an international envirorunetal acreemen As stoo 
as participation is . than uni ersal. trade ixolic. re-enters tie picture, albeit in a dillcront 
role. Trade measures could be used as one type ol "carrot'". or. despite the argunnl, notcd 
above, as one type of "stick" - to encourage panicipaton. 

Past expenence suggest.s that die oranli/crs of an en\ irinintlal arecineni arc alo,,, 
likely to con,,ider including trade provisions - dat is,. measure, affect' ic trad tll\ in ll-i. 
product or products covered b\ the agrecmenl - ds,igned to minimni,, th1e CeIcnt it) Mhi.ih 
trade between paricipants and non-participants could undcninmc dhe agreemcnl. Recallin 
that a country's trade in a particular product is nothing more dan ihc diflecrnce hetcc pro­
duction and consumption. there is also the option of controlling broth proiductm and con­
sumption in de panicipating countries. In ihis case there would be ni need it ha%e separatc 
controls on trade flo\, s. 
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The risk of protectionist responses 

There is much evidence which points to a serious risk of environmental issuc,, and 
concerns bcing exploited by protectionists for their own benefit. This can occur at an) of sc. ­
era] stages: by promoting policies that discriminate against imports as pan of tie solution tI 
environmental problems, by biasing the choice bctwkeen positive and ncgat,,e incentives in 
favour of trade sanctions, by pushing for the inclusion of unnecessary trade provision, ir 
multilateral agreements. or by deliberately promoting product standard, that place a propor­
tionately greater cost burden on foreign producers. These concerns are heightened by the cl-
Ions of protectionist groups to draw enviroruental groups into implicit or explicit alliances. 

If the use of inefficient lxjlicies to achieve environmental goals wcrc cosdes, for envi­
ronmental interests, then practical politics might argue for embracing, uch coalitions vhcn­
ever possible. But it is not likely to be costless., and certainly not in the nicdtum and long 
tenn. Biases that protectionist interests introduce into the environ ental polic package in­
crease die costs of environmental inmprovcments. In the longer teni, this can onl , redut.c the 
amount of improvement the sociitx v%ill be v. illing it, undertake. When that happens. the pro­
tectionist interests gain not oril at tie expcnse (f thc rest of the econott, hut als- at Olthc,­
pense of the natural envrirunen 

Risks and opportunities for the trading s\ stern 

There isa ,erious risk that Ilh tradin systetmt could get hadl\ bruised h\ a rush it, d,'.0 
v%ith on. iron nental issues v,hich aru. \ ic\. ed as urvcnt h important seglinent, oif the pIpul.i­
lion in al incrcd,stn numeh,,r of ountn, To sotintcrln unla.iiiar \%ilt. or indil lercnt it'. tIlie 

contribution of co,.ti,t ifI Ct Ic-iC'en.\ and th iriding s\.stmt io posit, ar Cloitthicu" propcnt\ 
trade ncasures can 1t0 CaII\ Stt) lt he IM Lost and rcadlf a ailabl,' tool, for pursuin.: eh. 
vironinital goals 

As regard,, the design and implement aticon on irf m .roicni rul:,p,'AIic,.GAT-I 
place essentiall, no constratnts ll h-e ahlli oif counrie, ito usc apprtpritle' plt. I-,to pto­
lect their en\ ironment front danitaq.- Irot domestic. prod ctit atli\ ~iti or Irtomitt . LtWi­
sumption of dontcsticall. produced or imported products. Concern oer ihe p,,,ssibillit tfi1 
technical or other kind,, of regulations could create unnecessary obtacle, to trade has Icd. it 
is true. to certain multilateral discipline,, But tltioc discipline., C011,1111 quallltkid e\LCtPIhn, 
for actions related to protecting or improving the environiment. 

When the environmental problem is due Ito production or consu iiptuion at'l\ ilc, Inall­
other countr-, the GAIT rul s are more f' a constraint, sintc the\ proI h iiaking market 
access dependent on changes in the domestic polllcs or practices (o1 die c\pt ljlng %.outtr\ 
The rationale for ti, is that to d, othcr, Ise .ould in% itc a ft od ot impt ri rect t Ill's ,r, 
countries (Cspciall\ those " thl large markes,,) eilhcr atictmptcd it, imptse ilteir o%%i; inc.­
tic envirunmental, econitotmic and sOcial policies o11n ., ail alltempt0t14r cLunlli tor used suth 
as a pretext for reducing conipet tion Iron ImportN 

Furthennore, the fact that GATT rules block the unilatcral usc o Irad nicsumes iv 
dictate changes in the environental policies of other nalions dtc, not nican tial g'\Cni 
ments are powerless. The)' still ha\e the possibilil of negotiatin a inultilaieral solulon or. 
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failing that. of requesting a GATT waiver. These options offer the prospect ol rcsof, ,ne cn 
virorunental problems and conflicts. while at the same timc eflcctiscl) guarding agains III, 
exccsses thai would rcsult from unilaterahsm. 

In other words. GATT rules could never block the adoption of environmental pflLics 
%%hichha. c broad support in the world community Tiis is bCLilUSC in most instance%the sup­
rin of tI'-ti-hrds 01 GATT's mcmbcrship - currcntl) 69uu of 103 countries - is suliucni it, 
amend the rules cr grant a a, er. What the rules do con.,train is attempts by one or a s iall 
numixr of countne. to influence envirorunental p!icics in othcr countries not b, pcrsuas on 

and negotiation, but by urulateral rcductions in access lo their markl, 

The ral nsk. therefore, is not that trade policie, \, ill he used, but that the \A,ill tx used 
unilatcrally 1I die dloor wcre opened to use trade RXlicIcs unilateral) to ofsle the compel'­
liveness effct,,of dillcreni ent, iri;nttlentai standards, or to attempt to forcc olier Loulifncs it, 
adopt domc,stLal,-la(l\oured pracliccs and policies, the trading system \,ould stan dov n a 
,e- r slipper% ,lopL Couninc, arc noti ci(lne,, of one another, and ssill no \ih to, bc'h,,ut i,' .. 
- cerlalnly not undr dtw treat ot unilaterl tradc mcasure, 

The opporunl-ts presented (o die tradinE ,Nstem consist mainl, in e.ploitme O", ar,. 
ou,\ a*a in \A inch open inrncational irad. can coninhuiLt. in conjuncltion v itlh appr(ornakL 

national enir ounen a] p0 I,.ic,. to itic iirrov eeni and proIct.ljn (it the ensirorimitent 
From an institution!a standpoin! there is a need for a careful exaiination of the exisiing rule, 
to be certain t.ax the", di, no,! hin.-r inulut lacral cl lrl, ih deal v. ith ens ironti,.nta] prohem, 
This Aill be one of the impo(an: ta,k, of GATT's rccntd, actal ,ae d Group on Ens ro, 
menial Mcasures and Initmanonal Trad, 

More broadly, th. econom; grosth slNtimulated b open trade polices bnkrcases sseal, 
and spreads knmidcde ar- intinnation. ,hi~h~ in ur incrcac the range (f chl iLe a\ -,, 
able lo consumer%. inlud,,:g ie option o1 ch,sing I, cnjo, the ,cr ice., of a highcr quality 
envirorun ii 
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SUMMARY 

Restrictions on imports of textiles, apparel, and nonrubber footwear 
have been a recurring and nagging issue over the past decade. During 
that time, the Congress has come close several times to overriding 
Presidential vetoes of hills aimed at tightening existing quutas or im­
posing new ones on these imports. Running counter to those efforts, 
the Uruguay Round of negotiations to expand the General Agreement 
on Tariffs and Trade (GATT) has focused on, in addition to other issues, 
proposals to phase out the Multifiber Arrangement (MFA). This ar­
rangement exempts textile and apparel trade from the standard GATT 
prohibitions on import quotas. Also, the proposed North American 
Free-Trade Area will probably reduce or eliminate tariffs and other 
restrictions on textile and apparel trade between the United States and 
Mexico. 

The Congressional Budget Office (CBO) has studied the history of 
the economic health of the three industries and the economic effects of 
the major proposals for changes in protection and concluded that tariffs 
and import quotas are a costly and inefficient means of preserving jobs 
in these industries. Estimates of the annual costs to consumers of cur­
rent and proposed restrictions are generally in the range of $39,000 to 
$74,000 for each job they retain in the textile and apparel industries 
and higher for jobs retained in the nonrubber-footwear industry. Most 
estimates of the annual net welfare costs of these restrictions to the 
economy (that is, the amount by which the costs to consumers and the 
government exceed the benefits to U.S. firms, workers, and the 
government) are in the range of $9,000 to 38,000 for each job retained 
in the textile and apparel industries. Estimates of costs in the 
nonrubber-footwear industry are higher. 

Indeed, the estimated consumer costs are all higher than the aver­
age annual earnings of the workers who hold the jobs, and most of the 
estimated net welfare costs are also. Consequently, it would generally 
be more efficient for the government to allow the jobs to disappear and 
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compensate any displaced workers who cannot find equivalent work. 
Most of the net welfare costs take the form of higher prices v .ofor­
eign exporters and (in the case cf quotas) lower tari ;evenues 
collected. 

PROTECTION AND COMPETITIVENESS 
OF THE THREE INDUSTRIES 

The textile and apparel industries benefit from some of the most sub­
stantial and long-lived trade protection that the United States has 
granted in recent times. High tariffs on textile and apparel imports 
date back at least to 1930. Quotas were imposed on imports from 
Japan in 1936 and again in 1956. (The term "quota" refers throughout 
this study to an,' kind of numerical limit on imports imposed by or as a 
result of pressure from the United States. In addition to standard quo­
tas, these limits include those sometimes referred to as voluntary re­
straint agreements, voluntary export restraints, gentlemen's agree­
ments, or designated consultation levels.) By September 11, 1991, the 
United States had extended such restraints to 41 countries that collect­
ively accounted for 69 percent of U.S. textile imports and 88 percent of 
U.S. apparel imports in 1990. The quotas are aimed at developing 
countries. Although 4 of the 10 largest suppliers of U.S. textile imports 
and 1 of the 10 largest suppliers of apparel imports are industrialized 
countries, 40 of the 41 countries covered by quotas or restraint agree­
ments are developing countries, and the one that is not--Japan-was a 
developing country when it ,rst became subject to restraints. 

The nonrubber-footwear industry is not as protected as the textile 
and apparel industries, but is more protected than most other indus­
tries. Except for one temporary set of restrictions from 1977 to 1981 on 
imports from Taiwan and Korea, the United States has not used import 
quotas to protect this industry. Import tariffs, however, have averaged 
two or more times the average tariff rate for all merchandise imports. 

Although the three industries are frequently grouped together in 
discussions and legislation relating to trade, they have actually fared 
quite differently against foreign competition over the past 30 years. 
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Domestic textile production is relatively competitive. The ratio of the 
value of domestically produced textile shipments to the value of domes­
tic textile consumption has remained near 100 percent, which means 
that the textile trade deficit has never been very substantial. The ap­
parel industry is less competitive. Its ratio has declined from near 100 
percent to slightly less than 70 percent; equivalently, the apparel trade 
deficit has risen to slightly more than 30 percent of the domestic mar­
ket. The nonrubber-footwear industry is even less competitive. Its ra­
tio has declined from nearly 100 percent to less than 30 percent. 

Corporations in the apparel, leather, and leather products indus­
tries taken together, and also those in the textile industry, have been 
as profitable as, if not more profitable than, the average for all manu­
facturing corporations in the United States since 1978, and have been 
reasonably competitive for an even longer time. They have consis­
tently had, however, a significantly lower ratio of dividends to equity. 
The protection that the industries have received from imports has un­
doubtedly influenced their profitability. 

SIGNIFICANCE OF THE INDUSTRIES 
TO THE U.S. ECONOMY 

Historically, the textile and apparel industries have been large and 
significant elements of the U.S. economy, but they have declined sub­
stantially over the past few decades. The nonrubber-footwear industry 
was much smaller to begin with, and has declined even more. 

The textile industry's share of total nonagricultural employment
in the United S'ates declined from 1.71 percent in 1960 to 0.63 percent
in 1990; the apparel industry's share declined from 2.28 percent to 0.93 
percent; and the nonrubber-footwear industry's share declined from 
0.45 percent to 0.06 percent. These declines co:.Ainue trends that date 
back at least 50 years. Shares of the three industries in total assets of 
manufacturing corporations and shares in the value added by manu­
facture tell the same general story. Of course, the industries are not 
spread evenly throughout the country. They are more important to the 
economies of several Southeastern states, where they employ larger 
shares of the labor force than they do nationwide. Apparel workers in 
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California, New York, Pennsylvania, and Texas are numerous, but 
their shares of the large labor forces of those states are not far out of 
line with the national average. 

Pay in the three industries is generally low. In 1990, average 
hourly earnings of production workers in the textile industry were only 
80 percent of the average for all private nonagricultural industries, 
and the average for the apparel and nonrubber-footwear industries 
was only 66 percent. Thus, most workers in these industries would be 
better off financially if they were trained for and employed in higher­
paying work and these low-paying jobs were allowed to go overseas. 
(Some workers in small towns might be worse off, however, if they had 
to move to obtain new jobs and were forced, as a result, to sell their 
hcmes at a loss.) 

CAUSES OF THE INDUSTRIES' PROBLEMS 

U.S. apparel and nonrubber-footwear production have been unable to 
maintain market share because the industries are labor intensive, 
which causes them to be more heavily burdened than other industries 
by the relatively high cost of) abor in the United States compared with 
that in developing countries. In conjunction with the competition from 
foreign production that uses low-cost labor, the high labor intensity 
helps explain why pay in these industries is so low in comparison with 
that in other industries in the United States. (Another part of the 
explanation is the relatively low levels of skill required by these jobs.) 

The textile industry is approximately as labor intensive as the rest 
of U.S. manufacturing. Consequently, if has had little trouble main­
taining its international competitiveness and market share. The in­
roads of foreign competition have not caused its declining employment. 
Rather, the cause has been rapid rates of growth in labor productivity. 
Labor productivity has grown faster in the textile industry than it has 
in the U.S. manufacturing sector as a whole. This growth has bene­
fited the industry by improving its competitiveness. It has also bene­
fited the consumers of textiles, who see the lower prices and higher 
quality that have resulted from it. Productivity has grown faster than 
the domestic demand for textiles, however. Thus, the industry needs 
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fewer workers to fill that demand. Trade deficits and surpluses in this 
industry have never been substantial. Therefore, competition from 
imports cannot have seriously affected employment other than perhaps
by forcing the domestic industry to improve productivity. 

PROPOSALS FOR CHANGES IN PROTECTION 

Three recent proposals for changes in the protection accorded the three 
industries merit analysis. The first, a significant element of the 
Uruguay Round of negotiations, would gradually phase out the Multi­
fiber Arrangement, which provides the legal basis under the GATT for 
the current quotas on imports of textiles and apparel. The second, cur­
reittly under negotiation with Mexico and Canada, would set up a 
North American Free-Trade Area encompassing the United States, 
Canada, and Mexico. The third, propo.J., in several bills passed by the 
Congress and vetoed by the President over the past few years, would 
impose new global quotas on imports of textiles, apparel, and non­
rubber footwear. 

Elimination of the Multifiber Arrangement 

Eliminating the MFA would probably benefit consumers substantially 
and harm domestic textile and apparel production to a somewhat lesser 
extent in absolute dollar terms. Since the textile industry is fairly
competitive, eliminating the quotas on apparel would have a greater
effect than eliminating the textile quotas. 

According to estimates from a study-by the International Trade 
Commission, in 1987 the U.S. quotas on textile imports were equiv­
alent to an average tariff of 21.8 percent and the quotas on apparel im­
ports were equivalent to an average tariff of 28.3 percent. The study 
presented further estimates showing that eliminating all U.S. quotas 
and tariffs would cause a net welfare gain to the United States of $2.4 
billion to $2.6 billion per year and reduce employment in the textile 
and apparel industries by 233,000 to 291,000 jobs. These numbers con­
stituted 13 percent to 16 percent of all employment in these industries 
at that time. By these estimates, the annual cost of all current U.S. 
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textile and apparel import restrictions is roughly $9,000 to $10000 for 
each job that the restrictions retain in the industries. Eliminating all
U.S. trade restraints, however, would have greater effects than would 
the mere elimination of the MFA and the modest tariff cuts that are be­
ing negotiated. 

The term "retained" is used here rather than "saved" because no
jobs are actually saved in the economy at large. Trade restrictions 
have no permanent effect on the level of total employment in the econo­
my. Rather, they affect the distribution of employment among indus­
tries. Trade restrictions on textile and apparel reduce the number of
forced job changes from those industries to other industries, and thus 
can be said to retain jobs in the textile and apparel industries 

Estimates from other studies put the annual net welfare cost of 
these restrictions in the range of $13,000 to $19,200 for each job they
retain in the apparel industry and $3,600 to $15,300 for each job they
retain in the textile industry. Consumer costs, which are the net wel­
fare cost plus transfers of wealth from consumers to domestic producers 
as a result of higher prices, are much higher. Estimates range from
$39,000 to $46,000 for each job retained in the apparel industry and
from $50,000 to $52,000 for each job retained in the textile industry. 

The Uruguay Round will most likely result in a modest reduction, 
not complete elimination, of tariffs to accompany the elimination of the 
MFA. This combination of changes would result in smaller total dollar 
gains and smaller job losses in the industries, but the ratio of dollar 
gains to job losses (or, equivalently, the cost per job retained by the re­
strictions) should not be any lower. Similarly, the fact that other coun­
tries will also be getting rid of their import quotas at the same time 
that the United States does will reduce the dollar gains and job losses 
but should not have much effect on the ratio. 
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The North American Free-Trade Area 

Because the United States already has a free-trade agreement with 
Canada, the effect of eliminating trade barriers between the United 
States and Canada is not an issue. The main issues are (1) the extent 
to which Mexican imports will replace U.S. products in the United 
States and Canada if the two countries drop their barriers to Mexican 
goods; (2) the extent to which U.S. exports to Mexico will increase if 
Mexico drops its barriers to imports from the United States; and (3) the 
extent to which increased Mexican production of apparel for export to 
the United States and Canada will increase Mexican demand for U.S. 
textiles. 

Eliminating U.S. barriers to textile imports from Mexico is not 
likely to have much effect on the U.S. textile industry or consumers. 
To date, U.S. production has been competitive enough to keep textile 
imports from the rest of the world small, and Mexico supplies only a 
very small fraction of those textiles that the United States does import. 

Eliminating barriers to imports of apparel could have a more sub­
stantial effect. The production of apparel in the United States is less 
competitive than textile production, and Mexico is the fifth largest sup­
plier of U.S. apparel imports. The quotas on these imports are current­
ly going unfilled, but the tariffs are clearly an impediment. Thus,
eliminating the quotas and tariffs could increase imports, thereby
hurting U.S. apparel production, having a mixed and possibly helpful
effect on U.S. textile production, and aiding the U.S. consumer by pro­
moting greater variety at lower prices. 

The negative effect on U.S. apparel production would hurt U.S. 
textile production because it would lower demand for textiles by the
U.S. apparel industry. That effect, however, would be offset--possibly 
more than offset--by increased demand for U.S. textiles by the Mexican 
apparel industry, a result of Mexico's increased production for the U.S. 
apparel market and its lower barriers to textile imports. Mexico is cur­
rently the second largest foreign market for U.S. textile producers. 
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New Global Quotas on Imports 

CBO has developed models of the textile, apparel, and nonrubber­
footwear markets in order to estimate the effects of new global quotas 
on imports of these products. (A global quota is a quota on the total im­
ports of a product from all countries. Current textile and apparel quo­
tas apply to individual countries rather than all countries.) The quotas 
were assumed to be identical, except for a delay of one year, to the quo­
tas mandated by the Textile, Apparel, and Footwear Trade Bill of 1990, 
which the Congress passed but the President vetoed. Thus, the textile 
and apparel quotas were assumed to be set at 101 percent of 1990 im­
ports in 1991 and allowed to increase by 1 percent annually; the non­
rubber-footwear quotas were assumed to be fixed permanently at 100 
percent of 1990 imports. The revenues from the trial quota auctions 
specified in the bill were not factored into the cost calculations. Factor­
ing them in would reduce the estimated cost of the quotas, provided the 
auctions did not lead the countries to retaliate. 

The models indicate that such quotas would become increasingly 
restrictive. They would increase the price of apparel by 2.0 percent 
above baseline in 1991 and by increasing amounts thereafter, reaching 
4.7 percent above baseline in 1995 and 9.8 percent above in 2000. They 
would increase the price of textiles by 0.5 percent above baseline in 
1991, 2.0 percent above baseline in 1995, and 5.2 percent above in 
2000. Finally, they would increase the price of nonrubber footwear by 
3.3 percent above baseline in 1991, 15.6 percent in 1995, and 27.0 per­
cent in 2000. 

These price increases would burden consumers with costs that 
would rise over time, but they would retain in the industries increas­
ing numbers of jobs that would otherwise shift to other parts of the 
economy. E.timates based on the model place the cost to consumers of 
textiles ane, apparel in 1991 at $1.7 billicn, the net welfare cost to the 
United SI ,tes at $0.8 billion, and the number of jobs retained in the 
textile anal apparel industries at 18,000. For 1995, the respective num­
bers are $4.6 billion, $2.4 billion, and 65,000 jobs retained. For the 
year 2000, the numbers are $10.4 billion, $5.4 billion, and 141,000 jobs 
retained. After an initial high value caused by the slowness of dom­
estic producers to respond, the consumer cost per job retained settles 
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into a range of $59,000 to $74,000 per year. The annual net welfare 
cost per job retained settles into a range of $31,000 to $38,000. 

The estimate of the cost to consumers of nonrubber footwear in 
1991 is $470 million, the estimate of the net welfare cost is $350 
millicn, and the estimate of the number ofjobs retained in the industry
is 3,200. For 1995, the respective numbers are $2.3 billion, $1.8 
billion, and 23,000 jobs retained. After initial high values caused by
slowness of domestic producers to respond, the consumer cost per job
retained s.ttles into a range of $97,000 to $113,000 per year, and the 
net welfare cost per job retained settles into a range of $74,000 to 
$86,000 per year. 
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beneficiary country or countries intoGist: Andean Trade Preference new and different articles of commerce. 

Act of 1991 

Background 

In September 1989, President Bush 
approved an Andean counter-drug 
initiative that expanded narcotics-
related military, economic, law enforce-
ment, and intelligence cooperation for 
selected Andean countries for the 
purpose of strengthening their 
counter-narcotics efforts. At the 
Cartagena summit in February 1990, 
President Bush joined Andean presi-
dents from Bolivia, Colombia, and 
Peru in a commitment to fight drug 
trafficking through a strategy of 
mutually reinforcing actions to cut 
demand and supply. At that summit, 
the Andean presidents appealed to 
President Bush to provide new trade 
opportunities to create legal sources of 
employment to displace permanently 
the cocaine economy in their countries, 
Later, in July 1990, President Bush 
announced that he was sending to the 
US Congress the Andean Trade 
Preference Act (ATPA), designed to 
fulfill his commitment at the Cartagena 
summit with Bolivia, Colombia, and 
Peru, as well as Ecuador. 

Key Provisions of the ATPA 

This proposal, which was signed into 
law on December 4, 1991, is designed to 
expand economic alternatives for thoSe 
countries that have been fighting to 
eliminate the production, processing, 
and shipmrent of illegal drugs. It 
provides the basic authority for the 
President to grant duty-free treatment 
to imports of eligible articles from 
countries designated as beneficiaries 
according to criteria set forth in the act.
The proposal is patterned after the 
Caribbean Basin Economic Recovery 
Expansion Act of 1990, which imple-
mented the Caribbean Basin Initiative 
(CBI). 

Key provisions of the proposal are: 
e The President is authorized to 

designate Bolivia, Colombia, Ecuador, 
and Peru as beneficiary countries, 
based upon certain criteria specified in 
the act. 

9 Articles are eligible for duty-free
entry if the), are imported directly fron' 
a beneficiary country, consist of at least 
35%k value-added in a beneficiary 
coun'.ry or countries (including CBI 

cour.tries), and are made of components 
originating in the beneficiary countries 
or (if of foreign origin) have been 
substantially transformed in the 

• Articles exempt from duty.free 
treatment include: textiles and 
apparel, footwear, canned tuna, 
petroleum and petroleum products,
watches and watch parts, and rum. 
Handbags, luggage, flat goods, work
gloves, and leather wearing apparel are 
subject to duty reduction over a 5-year 
period. Duty-free entry of sugar, 
syrups, and molasses is provided
consistent with the tariff-rate quotas 
on these products. 

e The proposal establishes import
relief and emergency, provisions in 
order to safeguard US domestic 
industries, including those producing
perishable products (i.e., live plants and
iresh cut flowers, certain fresh or 
chilled vegetables, certain fresh fruit. 
and concentrated citrus fruit juice). 

e The US International Trade 
Commission and the Department of 
Labor are required to monitor and 
report annually on the impact of the ac. 
on the US economy and US labor, 
respectively. 

The program will remain in effect 
for 10 years. 

US Department of State Dispatch March 2, 1992 
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THE CYCLE OF DEPENDENCY
 

-- :_--


Images of starving children in Africa draw millions of dollars in 
donations. But do these images represent a true picture of the 
impact of food relief on the Third World? Not exactly. The un­
derlying reasons, the mechanics, and the effects of food aid are 
more complicated than the televised pictures lead one to believe. 

By HEATHER HILL 

nvhe heart of Alto Hama. a half- Clutching empty sack. pail boxs. meanwhik. are aligning themtit­
destroyed hamlet in central baskets, and bowls. they docilly on the other side of th chckpoint-
Angola. some 5.000 ragged form two longh nes that terminate at so that local day recruits can unload 
rural peasants are assembled in makeshift checkpoints manned by their cargo. Then. a- an anricipattre 
a smhl field beside a church. young EuropeansFour large trucks. buzz rises from the crowd. th com 
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plex and increasingly controversial 
exercise of food relief begins, 

It goes like this: Each person sur-
renders a blue ticket to the Red 
Cros.s workers at the checkpoint and 
then goes to the trucks to collect a 
ration of cooking oil, beans, or maize 
meal. As the long. hot day creeps for-
ward, the two lines advance almost 
imperceptibly: Beans spill from the 
improvised containers, old women 
have difficulty hoisting the 50-kg 
sack of maize meal onto their shoul-
ders, and the tins of oil are awkward 
to carry away. But a note of picnic-
like excitement dominates the pro-
ceedings, and by the end of the day, 
children are tossing discarded card-
board boxes back and forth like fris-
bees. 

It's a picture that would warm the 
heart of anyone who is moved by the 
plight of the hungry in the Third 
World. But look again: Behind the 
fragile ribbon barriers are the ever-
present dealers, tough young men in 
flashy clothes attempting to buy or 
steal the rations. In mid-afternoon, a 
melee breaks out when a thief grabs 
the food parcel of an Angolan who 
has fallen asleep after undergoing 
the queue. And on the fringes of Alto 
Hama. fat cattle are grazing and 
maize fields flourishing. Do these 
people really need free food from the 
European Community? 

"'he target of this operation is to 
get people off food relief." says 
Pierre Gauthier, a media spokesman 
for the International Committee of 
the Red Cross. The effects of the 
war are ongoing.The emergency will 
be over only whe, the people 
become self-sufficient." 

ICRC officials are anxious to 
impress upon a visitor that this food 
distribution-four months after 
Angola's 16-year civil war has 
ended-has the specific purpose of 
preventing rural Angolans from eat-
ing the seeds they will receive in sev-
eral weeks when the agricultural sea-
son begins. The role of food aid is 
changing dramatically, and since so 
much of it depends on the genercsity 

Heather Hill isa Canadian jouralist i'ov-Mng
in Harare as an editor of Africa Souf"majoa. 
,i,,. 


and political will of a public thou- 
sands of miles to the north, aid orga-
nizations are having to tread the fine 
line between traditional idealism and 
the somewhat more complex reality, 

"Food aid does more damage than 
good." asserts an Oxfam official in 
southern Africa. "It destroys the 
rural economy. If you put [free) 
maize on the market, it lowers the 
price for the farmers. It can get to the 
point where the farmer won't bother 
growing food." 

"It's easy to distribute food for 
free," observes an official in Angola's 
ministry of social affairs. "But it's 
also surprising the effects it can have 
on people's psychology to think they 
can have their stomachs filled with-
out having to do anything for it." 

For many people, disillusionment 
with food aid came in the aftermath 
of Band Aid, when pop star Bob 
Geldof, organizer of the 1985 global 
charity concert, described the subse-
quent failures in delivering food to 
Ethiopian famine victims as "a per-
version of the act of human generosi-
ty" But people working in the field 
have been aware for more than a 
decade of the countless disasters 
wrought by well-intentioned but 
unregulated Western-based charities 
for whom food aid is a big business, 
More and more publications are doc-
umenting the errors of old-fashioned 
give-aways. 

And the victims are invariably the 
recipients: farmers sabotaged b, a 
sudden oversupply of their crop, peo-
ple who are either dead or out of dan-
ger by the time the food gets to 
them, people who are given food 
inappropriate to their usual diet or 
their medical condition. pople who 
become trapped in the aid dependen-
cy cycle, unwilling or unable to go 
back to growing their own food. 

Because the pitfalls and weak- 
nesses of food relief have become so 
apparent, a new phase in its evolu-
tion has begun: free food for sale. 
Instead of the food simply being 
given away directly to (most often) 
refugees, it is sold at subsidized rates 
to middlemen-established small 
traders or government agencies-as 

a way of maintaining the existing 


local economy. The sale of food aid is 
not well known, not just because it is 
new, but because it is a complex 
mechanism in the giant industry of 
food relief-and one not easily 
explained to a First World public 
which wants to save starving chil­
dren. 

"Some donor [agencies] don't 
accept it," said the Angolan govern­
ment official who works in the social 
welfare department. "U.S.AID used 
to be appalled at the idea of selling 
food aid. But we [relief personnel] 
have to attack the idea that people 
are dying of hunger. t'sa misconcep­
tion that food is urgently required in 
an emergency situation" 

At present, there are only a few 
cases of relief food being sold One is 
Angola, where the World Food Pro­
gramme has agreed to sales of its 
stocks to the Gabela railway line. 
The railway company needs the food 
for the workers who are building a 
rail link from Porto Aboim to Gabela. 
The money realized from the sales 
will then go into a fund run by the 
local peasants' association. which 
will use the money to rehabilitate day 
care centers. 

"The fact tbzt there aren't shops 
doesn't mean that food should b, 
free," poi:ts out the Angolan govtrn­
ment o'ficial. "We have to act as a 
substitute for the shops." 

Another such scheme has been 
undertaken in Ethiopia's Ogaden 
desert, where the population has 
been swelled this year by the arrival 
of some 250,000 refugees from 
ne-ghboring Somalia. The fragile 
livestock economy of the Ogaden 
has bten devastated by the massive 
influx, and development officials 
were fa-ed with the prospect of both 
Ethiopiins and Somalis arriving en 
masse at refugee camps and iood dis­
tiibutior centers. Save The Children 
and the World Food Programme 
k4ecided to sell donated grain at low 
rates to cesert -dders in an effort to 
maintain the established market pat­
terns of the rural areas. 

"Nobody yet has managed to give 
out grain successfully." observes 
John Seaman. head of policy develop­

ment at Save The Children in
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Ethiopia. "You give it out to some 
people, they end up selling it to oth-
ers and it goes to market that way. 
The choice is really not whether you 
sell the grain, but who's going to sell 
it to whom." 

Malawi provides perhaps the best 
illustration of the effects of free food 
on the local economy. In 1986, 
Mozambican refugees began pour-
ing into this small agricultural 
enclave by the hundreds of thou-
sands, fleeing a brutal, guerrilla-style 
civil war across the border. Today, 
the refugees number 1 million, 
packed into camps cheek by jowl 
with the national population of 7 ril-
lion. Indeed, in the Nsanje region of 
southern Malawi. Mozambicans out-
number Malawians b. three to one. 

Since the Mozambicans are effec-
tively forbidden to farm in Malawi, 
they receive food exclusively from 
the relief organizations. The country 
has become the World Food Pro-
gramme's biggest recipient in Africa. 
which every month brings in 6,000 
tons of maize, 300 tons of grourd-
nuts, and more than 900 tons of 
beans. (The biweekly ration package 
distributed by the Red Cross also 
includes sugar. cooking oil, and salt.) 

Aid officials working in Malawi 
agree that there is less 'diver-
sion"-theft--of food relief by gov-
ernment officials or subcontracted 
workers than in most other African 
countries. What that means is that 
there is far more food for the 
refugees to sell. Indeed, sales are so 
brisk along the roadsides that 
Malawi's business community, com-
posed largely of East Indians, is com-
plaining to the government that 
"they have a very strong and illegal 
competition," according to one relief 

worker. 


Cooking oi! is a particularly sore 
point This is the most popular com-
ponent of the ration package. and the 
Malawian cooking oil industry has 
seen its market shrink because the 
product is being sold widely and 
more cheaply by the refugees. In an 
attempt to curb the illegal sales, the 
WFP has decided to reduce the 
amount of oil given to the refugees. 

But ultimately, the 1ATP, an agen-
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cy of the United Nations, takes the 
view that its food is a present and the 
refugees are free to do with it what 
they wish. Furthermore, according 
to the NVP, once the food enters the 
country, it becomes the property of 
the Malawian government, upon 
whom the onus falls to police the ille-
gal sales. Only a few sporadic arrests 
have been made, however, and the 
illegal sales continue. 

But if the Malawian government 
receives no taxes or customs duties 
on the tons and tons of donated food 
entering the country, it is benefiting 
in other ways. The relief organiza-
tions have brought in vast amounts 
of hard currency. Medecins Sans 
Frontieres, for example, runs its 
biggest operation in Malawi, with an 
annual budget of $3 million. Every 
major relief organization in the world 
is working in some way with the 
Mozambican refugees, hiring local 
people, donating vehicles, and build-
ing schools and hospitals as they go. 

The beneficence of the interna-
tional community toward the 
Mozambican refugees in Malawi has 
taken some ironic turns. The hard 
currency spent by the donor organi-
zations has created an economic 
boom for Malawi. The urban shops, 
once nearly bare, have blossomed 
with South African consumer prod-
ucts ranging from chocolate to elec-
trical appliances, 

Another unforeseen development 
has been the disproportionate pros-
peritv of certain groups of refugees, 
such as those who live in camps 
along the Ntcheu-Dedza highway. 
The stretch of road between these 
two small towns constitutes the bor-
der between Malawi and Mozam-
bique. Along it, there are thick clus-

ter of reues huso1heMlw 
ian side; on the Mozambican side. 

there are miles and miles of farms 
which the refugees work during the 
day. "They sell their produce in 
Malawi, so they have a better life 
than the Malawians," a relief official 
explained.

Indeed, over the long-term, many 

of the refugees have better health 
and nutrition than the citizens of the 
host country. An MSF doctor has 
observed that the "hungry sea­
son"-the period between the two 
annual harvests-is becoming a 
greater hardship for Malawians. 
"More and more, we are getting 
Malawian children in the intensive 
feeding units." 

One of the most noticeabie health 
problems for Mozambicans can be 
traced straight back to tie food 
rations they get when they come to 
Malavki. Even when they arrive. they 
tend to have "no grave problen,. ." 
the MSF doctor said. But "two 
months after their arrival, we havy 
noticed that there is severe malnutri­
tion among the children," said the 
MSF doctor. "'We suppose it's 
because the family sells the ration-, 
to pay for their passage [across the 
border]. 

"Refugee life is sometimes irra­
tional," she said. "Sometimes these 
people have imperatives we don't 
understand. No matter how malnour­
ished they are, the) still use the food 
for otherpurposes."TheMSFdoctor 
cited refugees in Sudan who used 
their rations of grain and sugar to 
brew alcohol. 

The subtleties and snafus of food 
relief, however, are not generally 
broadcast in the developed world, 
partly because of lack of interest. 
partly because the vast majority of 
people respond to the same old knee­
jerk appeal. "We've all been guihy 
because we've all used images of 
starving kids to raise money," admits 
the Oxfam official. 

"I think it's immoral. Black 
Africans don't like it because it's 
degrading. But it pulls at people's 
heartstrings. When we put a starving 
kid in the paper, we always get a 
good response." D 
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Overview 

The World Bank has been supporting strucrai adjustment 
in developing countries since the laic 1940s. Initially, the 
,-pport took the form of preparing and financing projects, 

especiaaly in the area of infrastructure. By the late 1970s, 
howevc', it had become increasingly clear in many countries 
that cor'ection of inappropriate policies could make a larger 
contribution to growth than addhuonal investment could. 
Thus, w'ien the second oil shock came, the Bank introduced 
adjustment lending. which provided quick-disbursing bal-
ance-of-payments support to assist member countries in 
implementiag a less cosd),adjustment to external shocks 
When commtrcial lending all but disappeared in the second 
half of 1982 ,nC die urgency of and pay-off from reform 
increased, the 11ank expanded its use of adjustment lending 

The volume has three main parts. Pan 1,Adjustment 
Lending Policy and Effects, contains four chaptras that deal 
with the Bank's exeneace with adjustment lending and the 
evaluation of its effeu!iveness in the medium term. Pan II, 
P'Uaroeconomic Foundations for Sustainable Growth, pre-
se'ts four chapters that address the long-term objective of 
adjustment lending--the restoration of susanablc and equi-
table growth. Part III, Agenda for Adjustment Lending in 
the 1990s,consists of theroundtable discussion, which brings 
together issues from Parts I and 11. 

Part I. Adjustment Lending Policy and Effects 

In chaptr 2, "Adjustment Programs and Bank Support: 
Rationale and Main Results," Vittorio Corbo and Stanley 
Fischer review the rationale for Bank financial support for 
adjustment programs. They conclude their paper with a 
summary of the main findings of the First and Second 
Reports on Adjustment Lending (RAL. I and RAL-2) (World 
Bank 1988 and 1990). Concerming program design and imple-
mentation, theauthors disunguish clearly between sLabiliza. 
bon--defined as both the shon-term measures and the struc- 
tbual reforms needed to sustain stabilization-and structural 
reforms aimed at improving the allocation of resources and 
achieving equitable growth. This distinction is especially 
important in counties experiencing acute macroeconomic 
imbalances (high fiscal deficits, balance-of-payments crises, 

and high open or repressed inflation). In such countries, 
reforms should start with policy and institutional changes 
that address the root causes of the acute macroeconomic 
imbalances. 

Only after progress has been made in reducing inflauon 
and the fiscal and balance-of-payments deficits should thc 
country attempt other structural reforms aimed at improving 
the mobilization and allocation of resources for sustain-ble 
and equitable growth. The latter reforms typicall) address 
problems with public sector management, trade and domes­
tic competition policies, labor market institutions and regu­
lations, and policies specific to th, agriculture, industry, 
energy, financial, and social service sectors. The appropriate 
sequence of the sectord reforms depends mainly on coun­
try-specific characteristics. Hence, there is no escape from 
the need for a good evaluation of the main limiauons to 
economic growth in each adjustment lending countr 

The ultimate success of adjustment depends not only on 
getting the fight policies in place but also on gettng political 
support for the reforms. Political support is more lko:.\ 
when the government actively and honesdy explains why 
the economy has problems and huvk the adjustment program 
will address them, why this option has been chosen, and 
how people will ultimately benefit from the reforms. Thc 

explanation phase isespecially important in countries where 
many years of crisis and failed reforms have undermined the 

credibility of reform efforts. (Chapter 5 elaborates on this 
issue.)" 

In chapter 3, "World Bank-Supported Adjustment Pro­
grams: Country Performance and Effectiveness," Vittono 
Corbo and Patricio Rojas assess the effectiveness of adjust­
meni lending. This evaluation requires a comparison of the 
performance of countries receiving adjustment lending with 
estimates of how the) would have performed without it but 
with other conditions the same. Estimation of this 
counterfactual without-adjustment-lending scenario is cen­
ual to the assessment of the effectiveness of adjustment 
lending. 

The authors review the main approaches that have been 
used in thc literature to assess the effectiveness of reform 
programs. They recommend and use avariation of the moh­
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fled control-group aMroach. This approach corrects for the 
self-selection bias that arises because a government's dcci-
sion to entrr into a Bank-suppoted program depends on its 
expectation of better performance for the economy. Most 
inportandy, the approach corrects for the effect of external 
onditions, terms of trade, and availability of foreign financ-
ing. Analysis with this approach leads to the conclusion that 
adjustment lending contributed to faster growth of gross 
domestic product (GDP) and higher ratios of exports saving 
to GDP inthe lauer 1980s in countries that used adjustment 
lending intensively, starting in 1985 or earlier. On the other 
hand, the ratio of inves .tmentto GDP decreased on average 
for Oew countries, 

In some quarters it ha! .- caimed that adjustment 
programs have negativ, effects on the poor. In chapter 4, 
"World Bank-Supporied Adjustment Programs and Living 
Conditions," Anne Maasland and Jacques van der Gaag 
assess the effect of Bank-supported programs on living con-
diions. The authors id'ntify three basic problems that make 
this assessment difficult. First, a counerfactual scenario has 
to be created (as was done i. chapter 3). Second, data on the 
living cotditions of th. poor are '-arce and often unreliablc, 
Third, inmost cuunres only:' b,.ef period has elapsed since 
the adjustment effort was started, wheiL.as many of the 
distribution effects of adjustment programs are not cxpectcd 
to appear until several years after the program has been put 
inplace. Nevertheless, interim evaluations can be conducted 
and are necessary to assess the short-term effects of pro-
grams on living conditions. 

MaAsland and van der Gaag found that living conditions, 
even in the short run, did not appear to have been systemati-
cally related to adjustment lending. Furthermore, most long-
run indicators of living conditions continued to improve in 
early intensive adjustment lending (EIAL) countries. The 
exceptions were school enrollment ratios and the share of 
public expenditure in the social sectors: the authors ob- 
werved a reduction in the share of education expenditures as 
well as a decrease in school enrollment in some EIAL 
countries. This phenomenon could affect not only the distri. 
bution effect of the programs but ultimately, through its 
impact on the formation of human capital, the long-run 
prospects for growth. 

In chapter 5,"Designing and Implementing Adjustment 
Programs," Steven B. Webb and Karim Shariff review in 
detail the experience with the design and implementation of 
adjustment programs in the last 10 years. They organize the 
review according to policy area: macroeconomics; govern-
ment finmanes and administration; trade; the agncultural, 
industrial and financial sectors; public enerpnses: and the 
environmenL Macroeconomic issues, for instance, are usu-
aly ha ed in conjunction with the IMF, but the World 
Bank is including its own conditionality in thi. area with 
increasing frequency. Agriculture, industrial and financial 
sector adjustment programs increasingly call for comple, 

mentary reforms or institutions and commercial regulations. 
Another pan of the chapter analyzes the way in which the 
specification of conditions has affected implementation. The 
chapter concludes with a discussion of how the design and 
presentation of an adjustment program can build the poliu­
cal support that isessential to sustaining and maximizing the 
supply response. For instance, moving quickly with reform 
in the wake of a crisis enhances the probability of political 
acceptance, because the discomfort of the cnsis makes people 
more willing to try something new. Also, moving quickly 
makes the dislocations during adjustmen, more associated in 
people's minds with the pry-adjustment policies that led to 
the crisis. 

Part II. Macroeconomic Foundations for 
Sustainable Growth 

In chapter 6, "Nominal Anchors, Stabilization and Growth 
(Some Thoughts on High-Inflation Economies)," Miguel A 
Kiguel and Nissan Liviatan use the recent expenence of 
Latin America to explore why, in spite of the potentially 
high pay-off from successful stabilization, most .ablization 
attempts inthat region have failed. They start ineir analysis 
b, distinguishing between chronic inflation countres and 
countres where the high level of inflation is a recent phe­
nomenon. They conclude that it is much rncnt difficult to 
stop chronic inflation than a sharp inflation with a short 
histor). A chronic-inflation economy develops inflation­
mitigation techniques, which make stabilization postpon­
able in the medium run, and therefore less credible. This is 
one of the sources of the failures of many stabilzation 
programs, in addition to the lack of adequate fiscal adjust­
ment. Even in the successful cases, the stabilization is 
protracted because of lack of credibility about the resolve of 
the policy makers to persist with the fiscal effon and the 
commitment to the nominal anchor of the program, such as 
the exchange rate or the base-money target. 

Chapter 7, "Economic Adjustment and Investment Per­
formance in Developing Countries: The Experience of the 
1980s," by Luis Serven and Andrts Solimano, examines the 
performance and determinants of investment in developing 
counines. Their central observation, based on a sample of 78 
developing countries, is that the rate of investment increased 
to around 1982, and then took a sharp drop. This overall 
trend, however, conceals some important variation across 
regions. The authors examine analytically and empirically 
how adjustment and reform .neasures contributed to oun­
tries' investment performance, and in particular why the 
investment response has often been slow and weak. They 
conclude by pointing out three key reforms that are prereq­
uisites for a vigorous private investment response: 
macroeconomic stability, adequate provision of infrastruc­
tore by the public sector, and sufficient external support for 
the reform programs. 
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In chapter 8."Public Policy and Private Saving," Klaus 
Schmidt.Hebbel and Steven B.Webb examine evidence from 
avariety of studies, including two of their own, on the deter­
minants of privaLe saving. Private saving responds mostly to 
endogenous variables of the economic environment, such as 
fluctuations and trends of disposable income. Public policy 
can therefore induce greater private saving mainly indirectly, 
inthe medium and longer term through policies that raise the 
growth rate. Reducing the government deficit, although it 
may lead to apartially offsettng decline of private saving in 
the short run, generally raises total national saving and con-
tributes to macroeconomic stability, which helps restore 
growth and private saving in the longer term. 

Chapter 9. "Endogenous Growth in Developing Coun-
tries with Government-Induced Distortions," by William R. 
Easterly, reviews the endogenous growth literature to study 
how policies can affect grov.th. Incontrast to the neo-classi-
cal models of growth, the endogenous gro, th modcls impl.y 
tat removing polic) distoruons can raise a counL' 'sper­
manent growth rate. as well as increase the base from %hh;.h 
it is growing. Ariving at this intuitive result proujdes in. 
sights into the nature of the growth One grov, th model is 
developed in the chapter, and it shows that large reductions 
i,very high levels of initial distoruons have a larger pa. -off 
than either small reductions inlarge distortons or the cim ­
nation of small distoruons. 

Part II. Agenda for Adjustment Lending in the 
I)Os
 

The roundtable discussion of the Agend& for Adjusti en 
Lending inthe 1990s was led off bi: Edmar L. Bacha, Gerald 
K. Helleiner, and Arnold C.Harterger. Their remarks indi­
cate that adjustmcnt lending will continue as an important 
component of the Bank's assistance strategy for developing 
countries but that it will also need to be modified to achieve 
its goals. The range of polic% problems to address with 
structural adjustment continues to widen as envtronmcnali 
and social concerns come to the fore and as the former 
socialist countries rebuild their economies. Old problems,
such as macroeconomic instabilit) and agricultural sagna­
don, are increasingly recognized as symptoms of deeper 
needs for adjustment. Somc of these will be addressed with 
adjustment lending, others by finding ways to suptx)r ad­
justment with more traditional lending instrumenL 

References 

World Bank 198H Adjusitmer Lndwg An Etalua,.i, qr 7er, 
Years of E.per;ence Policy anid Research Series n I Was,, 
ingtor. D C WWorld Bank"-. 199(' Adjuatrren2 L.,ndin Pohcies for Susoanablt C'o,t

Rserc ies able Woh.o199yAd er notain DC. 
Pohc and Research SCM,.rinoI.' \k ashogtor. D C. kord 

3 



IMF SURVEY 

SELECTED TOPICS 

New Study Highlights Trends and Issues in
 

Private Financing for Developing Countries
 
Restoration of Access 

Itn issues, foreign direct investments. 
new publication in the IMF's 	 to the earl\ year, of thcIn contrast 

W'orld Economic and Financial and repatration of capital
A 	 when the refinancin, o!debt cnsis,

market claims--that is. cx-Private
A Survey sen. Pnriat Market F-	

pnncipal and concerted ness rnonc\ 
bonds-on de-tcrnal bank loans and 

nancingfor Deveopui.g Counrrs. exam-	
stagnated agreements constituted the clict' for1 

in pnvatc veloping countnes virtu:ll\ 
recent development, 	 note, tra'. inow,Ines 	 of financing. the stud,

198(0s after debt-servicing prob-
to devcopm. countries and 	 In the naur­flows 	

In 199U in- recent re-entrant to the capita!
lems first surfaced in 1982

related issues%-thehighlights several 
to voluntary mar- ternational banking activity in devel­

restoration of access 
countnes was dominated b, aoping

ket financing, the repatnation of flight 
$26 billion fall in claims on the IS 

capital. and the commercial bank debt 
heavilv indebted countries. inmostof low-income couninc, 	 Mexico: Yield Spreads 

large part attnbutablc to comprehen- on Selected 
in Meon, Sn entRecent Developments 	 si'e restructunng packages D tnsrcents 

and Venezuelab\ AlessandroThe stud\. .prepared 


A i The first nine month, of 1991 sa( 22-re
Leipold. Mohamcd A EI-Enan. I esr., ta e 
Chopra. John Clark. Paul Mylona,. 	 only two comprchensive drbt-restruc-

(with 20­
tur.:ng agr'ements negotiated

and Louis W Pau!,. note, that in r.-

cent years pnncipa! rescheduhing and 	 Nig:L and Uruguav. tso prelininarn 18.­
a-reeinent concluded (with Nigena


montL'\ loans b-ve de-


a,increased era- and the Philippines). and a number of 16
 
concerted ne 

cined in importance 
other countries still negotiating pack­

phasis has been placed on comprchcr;-

ages with commercial banks 14
 

relief through markct-bawedsise debt 

op- Or the basis of these negotiations. 12


deb,- and debt-servicc-reduction 

the authors identi- three current
 

eraton These operation\ have played 
(1) banks appear more insistent 10 

a central role in several major pack-	 trend, 
GoVrefc,! a"p _
upon addressing interest arrears prob-ages. notably for Mex,co and 

expand lerm before negotiations on a compre- (I"0
and have helpted 


market for hensive debt agreement would beginn
 
Venezuela. 

and deepen the secondary 
(2) there are some indications of a less-	 \ r'--, 

developing country bank claims 
4 u u-	 t'ening of banks' reluctance to considerThe authors conclude that comprr-

pe'" "::v\' 
in thL debt-reduction operations for loss-

hensive debt-relicf operations, 
2 

poh- income countnes; and (3) 	 somr coun- ­

context of sustained ad.ustmnt 
I I 

per- tnes continue to have difficult\ nego- 0I 
cies, have significant!. Improved 	 790 19' 79'1188 7/88 1189 7/89 1 '90 

tiating comprehensive restructunng 
ceptions of country transfer and credit 

,r s OnUS reasioba o"
 
mount-
 'Perniaov 

nsk. This Improvement. reflected in packages because of high and 
9 roebsoo on sIvnDoc :elsWAi Januej1

ing interest arrears, los inteniational 
lower domestic real interest rates, nar-

t00 , uP r *O ' 

or-, reserves, and limited access to funding Av.age yoo un*C ' C*&u$ebv BI D'r. 

rower secondary market discounts 	
4 .. ILynrh w46-,of ,gy,@,CCO'DoI1"90135debt-service-reductiondecl:ning for debt- and 	 sna CCC ti~sopexternal bank claims, and 	

in sonic cases. (8B 
as well as,

has been operationk.
yields on foreign bond issues, 

"
. CPvwaDttav, p;of weak policv mi-because of records
associated with significant pnvate cap-


plementation
Ital inflows from foreign bond and eq-

39 
February 3, 1992 



WIMFSURVEY
 

kets have mobilized new medium- Mexican borrowers employed a or counties play, a basic and crltin 
and long-term financing through bond range of financial techniques initially, role in addrcssii.g credit and transfir 
Issues and equir% placements The au- including collateralization. and. more risks, the choice of instrunwnt nonc­
thors cite, in particular. the experene recently, placed a growing number of theless complements this pro, c, I he 
of Chile. Mexico, and Venezuela. unsecured bond issues on incre' singly author rev,w., several major intri.­
where the implementation of sound better terms In addition, Mexican fi- ments, such as bond and equir isut, 
policies contnbuted to a significant nanciers have raised signifi:ant sureying their rclative streng:h., ai, 
change in perceptions of countrs amounts of capital through the place- appropriateness and asessg th. Vitt ­
transfer risk "The most notabl, fea- ment of short-term Euro-certificate, tiveness of "enhant ent'nt," o! %uci 
ture of Mexico's re-entr ." the stud% of deposit and through the oversea, borrowing instrunent, a' collatrr,l;z.­
finds. "has been the raising of placement of commercial paper tion. ear!\ redemption and conscr,:wt 
medium-term capital through the i%- Venezuela. by contrast, had an ear- options, and hedging techniques
 
suance of bonds or. U.S. and Euro- her but unsustained re-enir into the The author, note that bond iksUt.
 
pean markets, largek b\ public sector 
 capital markets In 19mh and 19H9, it which provide contlnuou, indicator,
 
entities with established international raiked approximately S520 million b\ of mark,'t expec, tatil, thru ' h
 
reputations 
 plating several sovereign bond issues secondair market. cat. pro.jitoi lMs 

Initiall- enioving a narrowing of yield yield, on futurv borros in itf pt'r~rp­
spread,. Venezuela sa its secondar,. tion, of creditworthine, in'ros t)i, 
market Vields i.den dramaticals b\ the other hand. equi:: or other insr,­
mid-j9 , and its vield on commercial ment,. -s hich shar, nk b:s' be,,-Venezuela: Yields on bank debt nearls doubly following roscs'r, and lend,'r,. it), \it'J, ii,r

Selected Debt rowing concerns about the countr" s endunng acce', to capi-.,! Iss, ai.,
Instruments balance of payment, poition, mas allo\ th:, a.cc',e to b , iatt.u 

32 (Inpercent Buoyed b% the adot:ion of a con- and deepened Thc studs ai o find,32esrc:.'ec prehensive economic adiustm nt pro- considerii. Sc opc for th; br.,ader u,. 
28D a n - .. 	 gran and the prospec: of a debt- of market-based hedgttim t"Inique,: 

restructurng ag.rerent. how eer. The author, concl,,'d h&., rcetc: 
,\ield, again narro\ed, and in 199 re-entrant has' b'nei1cdLrth sha1 " 

24 ... . three pnivate corporations and a sub- improverleit im both tl} soluti.t ot 

sidiar\ or the state-owned petroleuni flosss and tht terni, therec t d 
companw. issued ness secuntle, Their expenenc e also ilustrate. thcs 
N'ithin several month,. initial \'ield, add. hos quiekis nrark. $entsilct'; 

. . -.. on these securities had been traded can change and ho,\ hp,,orta'i art 
16. 
Jj.t Donor down. with collateralizd secuntic, both perception, of underlvitt.c poih., it',

enioving subsantall\ lower yield, and "bandwagor' e "t"ict,lendr. 
Ftoatcrate notes -I, For developing countrs borrower.. stew current or prospeetns e Policie, a' 

ft \regaining access to international capita inadequatc." the\ note. "not onlk \sil' 
-mar8 ~ 

Five.year .S tteasj, 	
.ect is often, the author\ note, a thee fear a borrosr defaul:. but also jrare matter of "their abihti to 	 addres, in- retreat of other lender,. compound:;t/ 

4..... vestor concemn about the nsk of deLault change, in expected return, on potvi­
(counterpart credit risk and the ri, tial ne\s loan, 

0, 8 7 9 that foreign exchange will not be avail­
16 7/881 719 119C."-KC1t, /9, able to meet debt-servicing obligation Repatriation of Flight Capital
 

'Ale, Odobe. 1990 rbai 5,1nvvolt onPa, (country transfer nski - Alo a factor. Capital flight, which beset tins 
 de­
MeLr,.tr.n'X 1n100of hyi*golxara bones. the studs adds. is the extent to which veloping countries experiencin, debt 

(Be "neCCC g'aoe
3noteswe,ghtedsmepo,uts in I.MS 8i .Wor oa,,g'a.( 	 creditor, arc confident-nmatluri; -n 1993 1994	 that the\ can problem, in the ]9is. both reIle, ted 
1995 Brie (.hr) St1mbe- I199E 	 trade debt instruments without undue and exacerbated the difficultie, the, 

impact on their price (lquidits nsk, countne, faccd With the inplcmenta-
Data W aA, a"erC The stud\ also 	notes that while the tion of stabilization program,, mans 

financial strength of borrovsing entities countries hope that expectations about 

40 February 3. 1992 



IMF SURVEY
 

relative returns and Improvements in domestic instruments, offshore secun- A second group. which include, 
the comparative attractiveness of do- ties, and debt conversions. Th: Gambia, Mad.agacar. Malas I. 

mestic assets will encourage the repa- Senegal. and Togo. hais expericed 
tnation of flight capital Commercial Bank Debt temporary dilbhulties in ser iiing debt 
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Debt Convermions, 1986-First Quarter 19911 
(In millions of U.S. dollars) 

First Quarter 

1985 1987 1988 1989 1990 1991
 

Argentina - 764 1,180 7,038 
Br,z! 176 336 2.095 942 483 52 
Chile 2-74 1.997 2,927 2,767 1.096 161 
C,-isa Rica 7 89 44 124 17 
Ecuado - 127 261 31 .42 
Honuras 9 14 47 32 
Jamaica - 4 5 16 23 -
Mexico 413 1.680 1,0562 532 43E 
Nigeria - - 70 304 217 30 
Philippines 81 451 931 630 378 118 -1 
Uruguay - - 104 53 - -
Venezuela - 45 49 544 716 

Total 1,651 4,738 8,320 7,170 10.477 ... 
t'Fare 'aiue o cet, co-,rne. .nde' ofi-,a, ongoing schemes Fiu'es mcnot tricloeiarge.scaie onleo cash buybac.S &no debt exchanges 

2Does no! ,nctla- esi'mttea $6-U oi0,orealec t0prepaymrent atacfSOUSnt01private-seciot ciw sinceAuguS# 198, signing Oian agse'neri Io reslruC tre egn ex:range rti. 
0overage fu!turd dev:"" 
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Beyond Syndicated Loans 
Sources of Credit for Developing Countries 

John D. Shilling, editor 

INTRODUCTION 

The debt crisis of the 1980s has placed a number of burdens on the highly indebted 
developing countries. They have had to adjust to sharply reduced capital inflows, maintain 
or reschedule their service payments on existing debt, and cut domestic expenditures on 
current corsumption -.nd investment. This has been a painful process, and the subject of 
considerable dispute and debate in debtor and .rr1,)rcountries alike. Substantial progress 
has been made in developing means of coping with the debt burden through rescheduling 
of official bilateral and commercial bank debt and through outright debt redtuction in some 
cases. Debtors have made considerable progress in reforming their own economies and 
adapting to changed circumstances. Success on both debt relief and domestic adjustment is 
quite varied among countries and far from complete, but the broad outlines of what is 
needed and how to go about it are relatively clear. The crisis stage seems to have past, but 
it will be a long time before serious and widespread debt problems are behind us. 

Major commercial lenders to the developing countries that encountered repayment 
problems have not gotten off lightly either. Many have had to shed assets and reduce staff 
to meet capital adequacy requirements and to stem losses. They have had to revise and 
often seriously curtail their business objectives and refocus their strategies. For many this 
has meant reducing or eliminating most their business activities in developing countries and 
releasing or reassigning staff with expertise in these areas. Loan Committees and Boards 
of Directors have been adamant about opposing new lending to developing countries with 
any suspicion of a debt problem. Inaddition, new business opportunities in Europe and 
other domestic markets have attracted more management attention and talent, while more 
recent crises in real estate and other sour investments have further sapped the banks' 
capacity for expansion. It is clear that for the most part, the) have little appetite to return to 
the sovereign lending of the 1970s and early 1980s. 

It has been widely accepted for a year or more that the halcyon days of jumbo 
syndicated loans to developing countries are over. Large scale commercial loans for 
essentially budget or balance of payments support are now recgnized as inappropriate for 
both banks and borrowers. It is lan iatable that this realization, so clear to many in the 
1970's, arrived so late to the borrowers and lenders themselves. In fact, banks are 
exceedingly reluctant to engage any kind of lending to most developing countries with debt 
problems. This poses a severe problem to the developing countries themselves. 

Taking a group of 46 highly indebted countries that the Bank uses as a reference, 
gross capital flows from commercial banks rose from $ 5.0 bil!ion in 1972 to $ 31.9 billion 
in 1978 and a peak of $40.7 billion in 1992 before falling sharply to $ 22.5 billion in 
1984. Gross flows have averaged only $ 4.7 billion in 1989-91. The situation with net 
flows (gross flows less Rmortization) is even more dramatic, with net outflow of $ 0.2 
billion in the same years. Including interest payments, there has been an even larger net 
transfer from the debtors to the creditors of $ 8.0 billion! A situation which is anomalous 
and totally inconsistent with the medium term development requirements of these countries. 
Despite the debt problems on these countries, official sources have managed to sustain or 
increase their net flows, which averaged $ 2.4 billion in 1989-91 from bilateral sources and 
$ 3.9 billion from the Multilateral Development Banks to this set of countries. 

It is clear that developing countries, including the severely indebted countries, are 
going to have to generate the vast majority of their own savings to finance their investment 
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requirements. While this has always been true, it is all the more so iow, with commercial 
banks reluctant to lend, and global demands for capital quite high in relations to expected 
savings. Domestic resources are generally most appropriate for developing countries to 
finance their investment. But generally, some complement of foreign resources is 
necessary to make best use of the domestic resources, primarily because foreign capital 
represents vital foreign exchange and often brings technical and marketing skills, resources 
in critical shortage in many of these countries. A key question is whether these developing 
countries can access a sufficient amount of foreign bo,'rowing. 

One continuing source of foreign exchange resources has been official lending. But 
this is limited, both by the capacity of the various sources of official lending -- bilateral aid 
programs, export credit agencies, and the multilateral lending institutions -- to expand their 
lending and by the fact that official lending cannot meet all the needs of developing 
countries for foreign resources. Official capital flows are critical for public sector 
investment projects, supporting adjustment programs, and providing resources for 
domestic financial intermediaries under certain circumstances. Official flows are not 
particularly well suited to support all elements of the widely applauded shift to greater 
emphasis on the private sector and commercial market forces as the major source of growth 
in developing countries. This shift will place more emphasis on expanding international 
trade, which will require more trade financing. Increased private sector activity will require 
and should attract more private source project financing. Promising activities may also 
allow debtors to access oi her financial markets beyond commercial banks -- private 
investors, pension funds, bond markets --especially since bonded and privately placed debt 
received much better treatment from debtors throughout the debt crisis. 

Thus an important question facing severely indebted, and in fact many other, 
developing countries, is to what extent they can access private international capital markets 
for their very real development needs. In order to get a better understanding of the issues 
and possibilities for these countries to obtain resources from a variety of commercial 
markets, staff of the Financial Advisory Services unit of the Cofinancing and Financial 
Advisory Services Vice Presidency undertook several studies of sources of funding 
available to developing countries. This volume presents three of these studies, which cover 
the major sources of financing that should be available to severely indebted countries in 
varying degrees. The studies are not exhaustive, hs it is unlikely any study could be in the 
fast changing world of international finance, but they give excellent background and 
indicate what potential exists. Some countries have already developed new forms of 
access, or a greatly expanded the range of possible sources of financing beyond what is 
described. But these countries -- Mexico, Chile, Venezuela -- are an exception and 
constitute the vanguard. The basic analysis remains valid. 

The first par r, "The Role and Cost of Short-term Trade Credit," by Sudarshan 
Gooptu and Richard Brun' addresses the most basic requirement for external finance -­
trade credits. These are typically short term, often self liquidating, and absolutely nlecessary 
for efficient participation in world trade. Very few countries have totally lost access to trade 
lines, but some countries pay a high price for maintaining tnem. Trade credits can be 
structured to pose little risks for banks, but may still come at a relatively high cost to 
debtors, a trade-off which is discussed in the paper. Because of these features, they are 
typically the last forms of credit to be cut, and the first to be reestablished. Consequently, 

Presented to the Symposium on African External Finance in the 1990s, Washington, 
DC, September 17-18, 1990 and published in the report of the symposium. This paper 
is reprinted here for convenience because it completes the range of financing sources 
available to developing countries. 
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they offer the first step for a country which has lost its creditworthiness to oegin to
reestablish some credibility in markets. Trade credits are not only important in themselves 
to facilitate trade, they are also the basis for rebuilding access to medium term credit. This 
paper explains the the various forms of trade crediis, how they are used, and the impacts of
resicted access to trade credits on other economic activity. It focuses particularly on the
Sub-Sahara African context, where the issue of retaining trade credits is most acute, but 
reference is also made to broader issues. 

The second paper, "Promoting Limited Recourse Project Finance to Developing
Countries," by Nirmaljit Paul addresses some promising forms of medium term project
financing. As countries establish some basic level of creditworthiness, they can begin to
seek out longer term financing. For most of these severely indebted countries, there is no
appetite for sovereign lending, where the government is responsible for repayment. It was
these same government who defaulted on the bank loans in the 1980s. But often there are
attractive projects in a developing country that can attract foreign financing on the basis of
the project's own potential and earnings expectation. Some foreign creditors are willing to
take the "commercial" or "project" risk, but not the "country" or "transfer" risk in these
projects. So they design financing packages that assure their returns are payable in foreign
exchange. There deals are attractive to investment bankers, who are paid a fee for putting
the deal together and who take little if any capital risk. They also offer needed capital and
often foreign expertise to developing countries. Project financing offers debtors countries 
access to more financing and a way of establishing a better credit standing by maintaining
impeccable payment records on these projects. Often it is the private sector which
maintains the payment, but that also improves the reputation of the country and establishes 
that the government is undertaking sound policies that allow the private sector to prosper.
This marker is in constant evolution and the paper offers valuable insights ;nto the structure 
and motivations of these operations. 

The third paper, "The Reemergence of Developing Countries in the International
Bond Markets," by Marcus J. J. Fedder and Mohua Mukherjee addresses a range of
financing opportunities that open up as countries further enhance their creditworthiness and 
tap a wider range of investors. The bond markets offer both a larger variety of instruments
for longer term financing and a deeper pool of funds. But access to this market is much 
moe restrictive, and investors demand a high level of security. The paper describes the
different national and cross border markets that together constitute the international capital
market. (We are still a long way from a truly unified global market.) It profiles investor
preferences in major markets and the principal characteristics of the instruments. Individual 
experiences of countries that have gained access to portions of this market are also
presented as examples These demonstrate that it is possible for countries that have
suffered severe debt problems to work their way back to credibility. This is an important
statement, as it does confirm that successful adjustment programs can have positive results
in paving the way to renewed market access on truly "voluntary" or "spontaneous" terms. 

All three of these papers offer practical suggestions about how countries can 
improve their access to these various forms of credit. These are indicative and do not
constitute formal advice, which can only be given after careful review of a country's
institutions and objectives. They do provide a valuable overview of what will become the
dominant forms of debt financing for developing countries in the coming years. In many
regards, these forms of financing are more relevant and u.ful for the borrowers than the
syndicated credits of the 1970s. They are directly linked to productive activities and have
redy identified income streams that can be linked to repayment. This is clearly important
for the lender, but also for the borrower, who is more likely to be assured that the funds
brinZ borrowed are put to productive use. What is most encouraging is that in the few
mont'.s since the research was completed for these papers, the markets have become more 
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open to a growing number of developing countries that have experienctd debt problems 
and are working their way out of them. A surprising amount of private capital is again 
flowing into a number of Latin Ame.rican counties. This seems to include both returning 
flight capital and new funds from other investors. Evidence is still very partial and 
anecdotal, but it is accumulating. Staff in CFS continue to monitor these developments and 
additional studies will be completed in the future. 

John D. Shilling 



Voluntary Market Financing
 
Some LatinAeiacountriesarereturning to global capital markets.An early assessment
 

A fter aprolonged and almost total reliance 
on debt reechedulings, some Latin American 
cw tis-otably Chile, Mexico, and Vene-
uela--have reeritly begun to attirct volun-

tary finanig bo intme tionaI capital mar-
kets. This provides them with a wider and 
more flexible range of financing instrments 
to fund productive activities, given the nar-
row, albeit expanding, domestic capital mar-
ket Italso signals to agents inother interna-
tional and domestic markets that the risks 
associated with investing in these countries 
have bren sharply reduc u cial step in 
encouaging other private inflows, such as 
foreign direct investment and the repatcz.ion 
of flight capital. 

Although the proess of market re-am y is 
sill at an early stage-so far, only three 

aounties have made significant inroads, and 
the numbers involved are quite small corn-
pared with the overall size of these mar-
kets-n has nevertheless attracted onsider-
able attention. This article draws upon the 
lm t experience of these countries to pro-
vide an overview of the difficult task of re-
pining accss to voluntary capital market fi-
nancing. 

Re-entering the market 

International capital markets were a major 
souc of external financing for developing 
countries in the 197 and early 198Ms. 
Medium and long-term international bank 

cedit xmnmitmmts totaled ,ieI5 billion 
in 1976-W. In 1982 alone, such comnmiuents 
amounted to $42 billion, wth Latin American 
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brrowerm wnting for $23 billion. On the 
bond side, developing country uwes readied 
$27 billion in 1976-82, with $4 billion of that 
in 1982-alf of which was soccmted for by
Latin Ameican borrowers. 

But with the outbreak of the debt crisis in 
late 192, when Mexico, followed by several 
other countries, announced its inability to 
meet fully scheduled debt servicing, the pic. 
ture changed sharply. All sources of volun. 
tary private financing to the region, with the 
exception of short-term trade facilites, virtu-
ally dried up. As a result, the total amount of 
medium, and long.tem bank and bond fi-
nancing over 1983-88 dropped to an esti-
mated $7 billion-less than a third of the 
amount committed in the first three quarters
of 1982 alone. Almost overnight, "ncerted" 
financing became the major source of private
extemal credit for the region. 

Since mid-1989, however, a few countries 
in Latin America have managed to regain ac-
cess to voluntary sources of private financing. 
lhe process so far has been dominated by 

borrowers in Mexico and, to a lesser extent, 
Chile and Venezuela; some limited operations
have also been undertaken by Argentinian 

and Brazilian entities. The return to vohin-
tary financing has taken the form of interna-
tional bond issues on US and "':ean mar-
kets, awting primarily ainttional 
investor fuiding and residents' capital held 
abroad. Total bond issuance isestimated at 
tow 83 billion in the 1&month period to 
December 1990. Market data point to stepped 
up borrowing in the first half of 1991, with 
over $2billion being mobilized by Mexican 
entities alone. 

At the mine time, there has been a modest 
revival in vohntary bnk lending to these 
comuntries, primardy in the form of trade and 
project fiancg and shorrm interbank f- million deutsche mark Mexican central gov.
cilities. Moreover, several Latin American erment issue inFebruary (uedas a bench­

stmepped up effort by some governmets to 
privatize. Along that line, the $2 billion 
Mexican telephone company (TELMEX) is. 
sue isreported to be the sixth largest place­
ment of shares in the world (nominal val. 
ups) to date and the biggest ever for any
Latin American country (see -A(essing
the International Capital Markets" by 
Kumiko Yoshinari inFinance &Detopment, 
September 1991). 

However, the large syndicated bank cred. 
its, which dominated private flows to devel. 
oping comantries in the 1970s and early 198Os 
have avt resurfaced. Besides concerns about 
the higher rescheduling risk associated with 
such lending, this reflects the more difficult fi. 
nancial circumstance of banks inseveral Ia. 
nancial cmters, along with tighter regulatory 
requirements insome cases. 

Terms on voluntary financing The 
renewed availability of voluntary foreign i­
nancing has leen accompanied by an a­
provement in market terms, as evidenced in 
the sharp drop in yields on Mexican and 
Venezuelan boands (se chart). The first unse. 
cured voluay bond issue by a Mexican 
public enterprise since 1982 (Bancomext in 
June 1989) carrid an initial yield of some 17 
peront, implying a spread (or "risk pre­
mium') of about 820 basis points over US 
government bonds. But by the third quarter
of 1990, the weighted average spread for new 
Mexican bond isues had declined to an esti. 
mated 320 basis points. Although it increased 
somewhat inthe final quarter-reflecting the 
geneal market tightening associated with the 
Middle East crisis--the avmage spread fell 
again in the first half of 1991. For example, 
the April 1991 Bancomnei issue carried an 
iitial yied of under 10 prcent (implying a 
spread of only 200 basis points), and a 300 

I1ev wWo l ib(W91174). orax ions have rewntly completed equity mark" for tdacking other bonds inthat mar-Aolmm AWdss(oft a ,a). offerings in industrial oDuntry markem, ket) was marketed at an estimated spread of 
isa6 i'Mam's FA*FND m thereby cmmplementing the impact a(agow under 200 basis points over mnparable
Rad & Vn, CvdMv* 1 lmaaii.g ummber of country funds. These were the German government bonds. 

OWoff igwhFo WP/3gjl&. Sbot Mr we first significant Latin American foreign stock But a wod of caution isin order, as these 
ausl@a/MM A offerings since the 1960s, reflecting in part a measures of crditworthiness are affected by 
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C- ' **-~repatriation-providing such as promoting the tradable sector by
/ i additional resources to m-intaining a competitive exchange rate, and 

Reform phys off help support ctinprehen- 9 imnproving economic efficiency through 
IretYields ont elected bond isue sive economnic adjustment fundamental structural reforms. This includes 

Wand reform policies. In liberalizing the trade regime. reforming tht 
.Mexico, for example, foreign tax system, divesting public sector enter 

dir;ct investment in 1989- 90 prises, liberalizing the financial sector, i 
was twice the level reached in proving legal and other procidures goveing 

,rces el fieftd with the pipeline of foreign investment, and deregulating domesl I1987--88, 
new invesmnents yet to be dis- tic activities. 

bursed growing to ovep $5 billion. Comprehensive restructuringof ex-
Similar developments were re. inting indeblednes. The experence of 

corded in Chile and, to a lesser ex. Latin American countres in the 1980s sug. 
tent, Venezuela. gests that in some cases, the positive effects 

The magnitude of capital repan-ia, from the implementation of sound policies
tion,however, is more difficult to quan. may not be fully reahzed due to high risk 

\Nons tif, aversion onwith any precision, although the ma. the part of the private sectcr on 
jorit' account of existing indebtedness This aver.of indicators point to a significant 

5-year US Treasury rate turnaround in the last two years. These in. sion, which undercuts incentives to undertaket 
dude a recent study by Chartered West LB productive investment activities, reflects con. 

that estimates net total inflows of $14.1 bil- cerns about expected financial returns, given
lion for Chile, Mexico, and Venezuela in the uncertaity about the country's ability to ....
.I.. 1989-90, compared with an estimated outflow meet contractual debt obligations without 

luly OCI Jan Apr. Ju'y Oc Jan A, J . of ,45 billion for 1987-88---a difference of al. further increases in effective taxation. Such 
1989 1990 199o 

kouce rrnaia F -ancwRevew " most $20 billion. adverse effects can become more pronounced
f . h wl'wW.gn.d a.erage repljoo on f .,.n;.o. W e if, as has been increasingly the case. the pro­i9eo.8 nomaluimV n M3 I1995 f cess of securing concerted new money loans 

,M)O1998 
Implementing sound economicpoli- from banks is subject to protracted negotia­

the changing composition of borrowers and cies Just as inappropriate economic policies, tions that raise the risk of creditor debtor con. 
structures of bond (particularly, the degree of together with adverse exogenous develop- frontations. 
credit enhancements, such as payments guar. ments, contributed greatly to the emergence Against this background. Chile. Mexico. 
antees). To help correct for this, one can track of debt problems, the sustained implementa- and Venezuela managed to reduce the burden 
the performance of air individual borrower's tion of sound macroeconomic and structural of their bank debt in recent years through
debt instruniment, albeit at the cost of limiting reform programs has done the most to restore market-based debt and debt-service reduction 
the coverage of the analysis. For example, the access to voluntary financing. While these operations. Chile cut back its stock of restruc 
yield on the Mexican oil company (PEMEX) programs, which have been supported by the turable bank obligations b%over 70 percent in 
issue fell from 14 percent inmid-1989 to under IMF and the World Bank, have varied from four years (to some $4billion) through a serie­
10 1/2 percent by end-May 1991, the yield on country to country, several common elements of voluntary market-based conversions, sup
the Bancomext June 1989 issue dropped from can be identified: plemented by direct cash buybacks. Mexico 
17 percent to around 10 percent, and the yield * reducing domestic financial imbalances and Venezuela adopted a different approach
on the 1989 Venezuelan (11 Va percent bench- through improved budgetary performance within the framework of the "Brady Initiative" 
mark) bond decreased from 18.5 percent to and pruden monetary policies. This involves that involved an agreement with bank credi 
10.4 percent. These movements reflected a reinforcing the fiscal revenue effort, contain- tors on a comprehensive restructunng pack.
significant fall inrisk premia, which was com- ing expenditures, and allowing domestic inter- age, incorporating debt and debt-service re
pounded by lower international interest rates. est rates to reflect fully the cost of compensat duction options. For Mexico, the 1990 package

Other private external inflows In re- ing savers for the considerable risk premia in resulted in an effective gross bank debt reduc. 
cent years, there has also been a resurgence in lending domestically; tion of around $15 billion, or 31 percent of eli.
 
nondebt-creating private capital inflows--
 9 enhancing the supply response of'the gible debt (see "Mexico's Commercial Bank 
such W; foreign direct investment and capital economy through appropriate pricing policies, Financing Package" by the author inFnanac 
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& DnWopmewnt, September 1990). million in securities and, in the case of banks, glass manufacturer)
Venezuela's 1990 bank agreement involved with a net worth of at least $25 millioa. There Ina-'ased interest amon', international in­

an effective gross bank debt reduction of are about 5,000 qualified institutional buy- vestors in bond issues by re-entering Latin 
some $5billion. This was achieved through a ers in the United States-mainly insurance American entities has led to, and been rein. 
menu of five options, including a buyback of companies, omrnmercial banks, and money forced by, the provision of market-credibhe 
debt at a discount of 55 percent and conver managers. credit ratings, thereby reducing some of the 
sions of claims into partially collateralized These changes have accompanied the costs investors face in compiling investment 
discount bonds (at 70 percent of face value), greater use of the American depository re- information. In December 1990, for exampk.
reduced ,ta'es rate (6 /4percent, fixed) par ceipts (ADR) program, 'nder which develop- Mexico received its first credit rating by
bonds, and bonds with below-market, but ing countries may access equity markets Moody's Investors Service-the ceiling rat. 
gradually increasing, interest rates in the first without meeting the full costs of offerings and ing for Mexican debt (excluding the debt re­

Euro-issue in the United States-these issues 

five ycars. 
Reducing market trans-

action costs There has also 
been a reduction in the trans-
action costs for accessing 
international capital markets, 

GloSsary 
American depoutoryreceipts US dollar4wominsted equity-based 

instrunents backed by a rust cmtaining stocks of oon.US companies 
ADRs may be traded direnyamong US investors, with cle and set. 

structuring bonds) was set at 
Ba2, just below investment 
grade. In July 1991. Moody's 
upgraded the credit rating 
on outstanding Venezuelan 
bonds to Bal from Ba3. 

largely because of regulatory 
changes in industrial country 

tlaTnit handled by the custodian bank inthe United States. 
Cash baryback. The repurdcase for cash of debt, often at adiscount, 

Cortzing financial 
instruments. In an envroia 

capital markets and 
widespread market 
mation on borrowers' 

more 
infor-

credit. 

Co~aZiera/Wd bond exckang These esdianges have tended to in-
volve the conversion at adisount (either on the far value or antactua] in.teest rates) of bank loans into lo -temrni bonds, the prinpalofn which it g uaanteed through the ue o "riskfee"ins=. 

ment of still significant-albeit 

declining-pereptions of rdit and transfer risks. borrow. 
worthiness. 

Important regulatory changes 
have occurred in the US mar. 
ket; other countries, such as 
Japan, have also taken steps to 

mints (e.g., US Treasury zero coupon bonds for principal collateralizati) 
Concerted bank landingInew money 5oana. Proportional mcases 

incommercial bank eposure, coordinated by advisory com t neo.at, 
ing. on behalf of creditors 

Country funds These funds allow investors inindustral counties to 

ers must pay particular anen. 
tion to customizing their debt 
instruments to meet market re­
quirements This becomes par­
ticularly important when there 

facilitate developing country 
acess to their capital markets. 

pool their resouras and invest themim specific el-ging capital markets 
Credit enhanceme-nta Attributes of financal instuments that =i 

is a general tightening of ma:. 
ket conditions, as, occurred t'm. 

Before April 1990, the average 
costs of meeting US bond reg-
istianon and disclosure re-

prove the underlying value of these instrmnts They include collaterli. con (on the basis of existing assets or an expected stream of ocome), earlye , a t the case of nv ­
tion. 

poraily during 1990 
p n ring th bdIn rai qf te bond is­
sus, some Latin American re. 

quirements for first time de. 
veloping country issuers were 
esthmated at roughly $500,000-
700,000, prompting many is-

Credit ratings Ratings. issued by estabhshed market agencies, tht,, 
9eek to measure the degree of credit and tr'rer risks For example, 
Moody's Investor Service assigns ratings of Aaa. Aa, A.and Baa for invest-
ment grade, Ba and Bfor non.invesment grade, and Can. Ca. Cand Dfor de, 

entrants have attempted to 
mike the instruments more at. 
tractive by providing explicit 
credit enhancements This lia. 

suers to go outside the public 
market and try the route of pn. 
vate placements instead. But 
these plaements carried costs 

fault grade. Inadditon. numbers from I to 3arm often atached to differein 
ate borrowers within a given gade, with 1 being the highest Stila; 
C.hasificabons are used by other rating agencies, such as Standard &Poo's. 

Credit risk Risk associated with the pcasibiliry that the other party to a 

been done, most often, through 
collateralzation on the basis of 
existing assets or an expected
stream of receivables. But other 

of their own, including those 
associated with buyers being 
required to hold the issues for 
at least two years after the ini. 

ial offering. 

financial contrat(the ountypeo) will be unw 
termsofthe contract. 7is type of rsk istothatbeforeigndistinguishedexchangefrom bderrisk which arum from the pomibiht' =y not be 
available to the coun par' to meet its oblptions 

Option&The contctual right, but not the oblgation. to buy or sell a 
specified aount of a given commodity or financial iunsmet at a fixed 

options have also been used. in­
cludingudgpeenpreferentiall treatment'a en 
in the case of privatiz.ation or 
early redempnon clauses 

In addition to the inrnsic 
With the passage of Regu. 

lation Sand Rule 144A inApril 
1990, however, it has become 

price before c- at a designated future date. 
Principal recheduling Fomal deferment of pincipal obliations, 

with new matunnes applying to the deferred amounts 

value in relation to the face 
value of debt, the attracivene­
to investors of the collateral. 

much easier for developing Sy,,dlk d bank credit A financia redit mvolving seveal bank and thus the extent to which it 
wountnes to tap US investors. 
Regulation S has facilitated the 
sale of Euro-issues to US citi-
wns by clarifying what ex. 
actly constitutes the sale of a 

lenders who am liked through v l clatses gvernin both the di-
bribution payments made by the debtor and the aonditions for dangingt e rms ofof the cred ip 

improves market terms, de­
n s o the collateral's loca.pends on h o la e a ' o,a 

tion, and the costs involved in 
taking possession and dispo... 
ing of it, should the need arse 

listings on these markets. Under this pro- Several borrowers have provided collateral in 
involve relatively fewer transaction costs. gram, each American depository share traded the form of assets and receivables located. or 
Rule 144A has reduced th, loss of liquidity as. in the United States represents a specified generated, outside the country, thereby en. 
sociated with private placements by relaxing batch of the company's trading shares in the abling them to address investors' concem 
the two-year holding period, provided that the local market This route has been used by a about both credit and transfer risks 

le of the financial insmment is to 'qualified number of Latin American corporate re-en- TELMEX, for example, provided investors 
institutional buyers.' Such buyers are defined t-ants, including Chile's telephone company, protection in the form of a claim on payments 
as entities managing and owning at least $100 and Mexico's TELMEX and Vitro (a private due from AT&T on account of international 
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ex.communications. Accor&,gly, investors' 

posure to TELMEX credit and Mexican trans-
fer risks was effectively ransformed into an 

AT&T credit and US transferexposure to 

risks. Other forms of collateralization have in. 


cluded bank deposits, electricity payments, 

and credit card receivables. 


But the use of collateralization alo in. 

volves actual and potential costs for the bor-

rowing entities. Ineffect, by pledging existing 
assets or future receipts, borrowers may lose 

future financial flexibility, as well as lower the 

seniority of creditors with unsecured debt. 


Moreover, other re.entrants may find them. 


selves similarly having to pay higher borrow-

ing costs, a development that would be of con-


cern to government officials. inszu-
Finalyin cstomngborrwin
Finally, in customizing borrowing instru 


ments, a relatively small number of entities 


have also resorted to the wider range of finan-


cial risk management techniques that are now 


more feasible thanks to the entities' improved 

These include interest rate
creditworthiness 

and commodity hedginQ mechanisms, which 

allow borrowers to reduce their exposure to 

price volatility. By limiting their "open posi. 

tions" (contracts not fully offset by futures 
transactions or fulfilled by delivery), borrow... 

ing entities thus minimize the risk of adverse 

price developments being translated into their 
international obligations and receipts. Such an 

au.approach may also be used by country 

thorities, as illustrated inthe case of Chile (rel. 

atively widespread use of interest rate hedg-

ing) and Mexico (commodity hedging through 

the sale of future oil contracts consistent with 
the price assumed in the government budget). 

The years ahead 

The suo.s achieved so far by some Latin 

American countries inregaining international 

Moham .Industrial
isa Duinfrom EF_.gp,fMohamed A. EI.Erin 
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Rdaons Department A 

graduate of Cambndgc, hr 
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cpital maket acss, while still limited, is a 

welcome development. But further progress 
wi. depend largely on the sustained imple. 

mentation of sound economic and financial 

policies. This needs to be supported by contin­

ued efforts to avoid excessive new indebted. 
ness and to reduce exposure to adverse devi. 

opments in exogenous prices (e.g., througl,. 

greater use of market.based risk management 
tehniques). This should be accompanied by a 

careful use of collateralization and other credit 

enhancements, with an eye to maintaining an 
between the immediateappropriate balance 

gains of lower borrowing costs and poten. 

tially adverse longer-term implications for liq. 

uidity management. 
creditor countries can also con­

the pool of investors that may" be tapped by
tribute to the process by helping to expand 

develoin es andtopening uter 

developing countres and opening up their 
markets for developing countr, goods and 

services With mutually reinforcing actions in 

both developing and industrial countries. enti­

tics with solid financial prospxt. will be in. 

creasingly able to complement their access tc, 

domestic sources by taking advantage of the 

broader opportunities offered on interna. 

tional capital markets U 



Innovations in Debt Relief:
 
Creditorcountrieshave increasedconcessions in grantwgdbt 
reliefto reduce thw debt burden of indebtedcountries 

Thomas Klein 
Llrbt and Internatuna Frnoaru Amurn Tit Wouvd&,:* 

Recent moves by the Pans Club have 
opened the possibilit of reducing the debt 
buden of severely indebted low-income coun. 
tries through debt cancellation and resruc, 
turing In eoing so. the Pans Club has at. 
tempted to broaden the approach taker. in 
September 198- under "Toronto Terms," 
moving to encompass some of the ideas ex. 
pressed in a proposal by then LK Chancellor 
of the Exchequer, John Major. of September 
1990. known as "Tnnidad Terms" 

The Pans Club is the multilateral forum 
that helps developing countries restructure 
their debts to governments and officially 
guaranteed export credits Traditi:nally. the 
Pans Club helps indebted nations resolve 
temporary international liquidiry problems 
by restructunng maunties falling due in one 
to three year consolidation periods. Interest 
on rescheduled debt isusually at concessional 
rates for ODA (officma development assis. 
tance) debt and at markt rates for non-ODA 
debt. Over the past few years, creditor gov-
ernents have realied that many developing 
countries, especially the severely indebted 
low-income nations, face intractable debt 
problems that demand a more flexible and 
longer.term approach and that repeated 
rescheduhngs through the capitalization of in. 
terest have been amajor cause of the increase 
in the stcdk of debt in some cases 

This prompted Mr. Major's proposal that 
.he entire stock of debt up to an agreed cut-off 
point be restructured. Two thirds would be 
caQialed under this proposal, and the repay, 
ment period for the remainder would be 25 
years, with 5-years' grace For countries fac. 
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ing severe cash flow problens, moratorium 
interet (interest on restructured debt service 
obligations) could be capitalized (i.e. added to 
the pnncipalt for five years and later pay-
ments could be graduated and linked to the 
country's export capacity. 

More extensive debt relief for severely tn-
debted low-income countries was endorsed by
the July 1991 Group of Seven sunmit in 
London and by the Interim Committee and 
the Development Committee dunng the 
Annual Nleeting of the IMF and the World 
Bank at Bangkok inOctober 1991 

In December 1991, the Paris Club intro 
duced new terms for two low-income coun. 
tries Nicaragua and Benin, and in January
1992 these terms were applied to Bolivia and 
Tanzania. At first sight, the new menu of 
terms may appear short of the original 
Tnnidad Terms proposal. The agreements 
dealt only with maturities falling due dunng 
15.30 month consolidation periods plus at-
rears (which accounted for a substantial 
portion of Nicaragua's Paris Clul debt). Also. 
the accords called for a 50 percent re. 
duction in the net present value of debt, 
rather than a uniform cancellation of pnnci-
pal of 66 percent 

The agreements, however, also included a 
"good will" clause under which the Pans Club 
agreed !' consider further debt relief after the 
expiration of the consolidation penod, and a 
commitment to meet at the end of three to 
four years to consider the matter of the stock 
of debt. At that time. the debtor country 
would be expected to have fully implemented 
its earlier agreements (captured in the 

"Agreed Minutes" of the Par., Club). madt 
compairable deb! relie' arranger'n: w:' 
other creditors. anc continued appropr"iat, a7 
rangementt. with the L\W 

If the remaining st. 6 ert. t b rei. 
tured or, no less favorabh, term, thar int in: 
tial agreements. these terms wou all. 
creditors to partial]y write of'.tht:r dtb:- i , 
stages successive Pan Club agt-cmtn,:: 
dealing with curren' manl'me- of thret to 
fou years. followed by a fina! agTreemen, on 
the remaining deb, 

Creditors will reschedule ODA loan, on a 
long.term basis at concessional interesi rate­
(Many creditors have already canceled thtir 
ODA claims on the poore.i countries ) For 
non-ODA loans, creditors have two mai, op 
tlions (1)write off 50 percent of the consol 
dated debt and reschedule the remainder at 
market rates. wuith repayment over 223ear. 
including a grace penod of six years. or 
(2) reschedule debt at concessional interes: 
rates so as to reduce by 50 percent in net pry 
sent value terms the payments due. with a 23 
year repayment period. but without a g'ad 
period. For those creditor countries that art 
currently unable to grant concessional relief. 
the agreements allow a third option, which 
consolidates debt at market rates, with repay. 
ment over 25 years, including 14-years' grac 

In September 1990. the Paris Club int, 
duced new terms for lower middle.income 
cotntries (see box for details). One featurt of 
these accords was to permit voluntary swaps 
of debt for local currency obligations such as 
debt-for-nature swaps. ODA debt can be ex 
changed without limit, the swap ceiling ior 



Paris Club

P a i C u 

non-ODA, debt is normally equal to 10 percent 
or $10 million, whichever is higher These 
swap possibilities were incorporated in the 
Poland and Egypt agreement. of 1991 and 
also in the new terms of low-income 
countries 

Innovations, in brief 

Broadly speakMing. five rnaior changes have 
been intoduced by the Paris Club over the 
past few years to help the low-income coun 
tries 

* Under exceptional circumstances, tht. 
Pans Club will consider canceling or pro%id. 
ig equivalen' restruaring of the entire 
stock of a countr's officia! debt contracted 
before a cut-off date. 

e The interest rates on consolidated non.concessional debt can now be substantially 

below market rates. 
* Longer repayment periods for resched-

uled nonconcessional debt. 
* A menu approach for creditors, under 

which they can choose the modah- of debt 
relief; and 

* A move toward equalizing burden shi, 
trg among creditors so that each creditor's 
debt relief agreement would achieve an 
agreed net present value target

The Pans Club isnot likely to respond with 


restructuring of concessional debt or debt 
cancellation for countnes that need debt relief 
only to bndge temporary liquidity problems 
Conventional Paris Club agreements are 
likely to continue in those cases. 

Paris Club's exceptional rescheduling terms 

Toronto Terms: October 1988-June 1991 
pihty: Countrms designated by the World Bank as IDA.ory" borrowers (i.e., eligible for 

conmsional assistance from the Interational Development Aociatn) that have very hea'. 
debt w'vmce obligatiom. low per capita iaxne, and chronic balance of payments problems tha: 
rnder the ountry unable to ervice debts on conventional telrms The cunties must have corn 
prehensive adjustment programs ineffectthat are sumpported by IM uper-edit tranche, or SAF 
or ESAF arrrangements. Eligibiity is determined on a case-by-ase basis 

Repownment termts 
ODA Debt Non-ODA Debt
Maturity'. 25 yars Opho" A: Cancel one.third of eligible 

neetInemt.Noowhahigher th'an with a 14 year matury including &years'
 
original rtes grace. Market-related moratonurn
 

interest rates 
Opion B Same repayment period as for 

ODA debt but market-related moratonum 
interest rates 

Option C"Same repayment temns as Opnon A 
but moratorium interest limited to 

3'a percentage points below market 
rates or 50 perccnt of the market rates. 
whichever is the smaller reducnon 

Neu,terms for lower middle-income countries: September 1990 
Dgibib Per capita below $1.195. Countries must also have a high proportin of deb: to offi 

cia] creditors and must demonstrate a heavy burden of overall indebtedness Beneficia'y countn. 
must have comprehensive adjustment programs supported by uppe-credit tranche , re. 
sources EhignibdiJy is determined on a case-by<ase basis 

Repa.ment terms 
ODA Deb- Non.ODA Debt 

Mtry 2 Matity: 15 years 
Grace 10 years (maximum) Grace- 8 years (maximurn)
Interest No higher than Interest Market-related 
on" ratt
 

Swap Arrangements Pans Club eligible debt can be exchanged for local currency obligationrs, 
such as debt-for-nature and debt-for-equity swaps Participation on a voluntary basis No lImts 
on ODA debt. For non-ODA debt. 10 percent usually of eligible maturities or $10 million. 
whichever is higher 

New exceptional terms for low.income countries: December 1991 

Eibih.¢,Same as for TorontoTans 
Coverage Agreements reschedule arrurs and current maturities for 12.18 month periods with 

an understanding that the remaining stock of debt will be considered for debt relief after a three 
to-four year perod 

Repayment terms Graduated repayment schedule. 
ODA debt: To be rescheduled. Non-ODA debt Menu approach 

on a very long-term basis 
Ophon A: Write-off 50 perct of debt and 

reschedule the rne' ,erat market rates 
Maturity: 23-ye-a tjoe: 6 years 
Market-related moratorium interest rates 
Ophon B.Consolidate at concesionaJ 

rates so as to reduce by 50 percet in
Tht prPbt t value terms the payments 
due. Maturity 23-yars.no gram period 

Consolidate at market rates 
Maturity. 25 years, grace 14 years 

Same as Option B on Toronto Terms) 

Swap arrangements:Same as under tho new tram for lower middle-income countries 
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Debt Conversion 
Is Neither Curse nor Cure 
hile some observers hail debt roles that debt conversion can pl . it,: 

conversion as the salvation of reform stratciek 
Latin American debtor coun- As hghlighted in Wil1anI,',I 

tries. other experts warn that it is a de- case stud% of Chile. larpc-%cal. dc:," 

ceptive and dangerous debt-manage- reduction is onl one possiblc prcr­
ment tool. In Debt Conors:o, in Lauti it for a debt-conmerio pruoL7.,:. 

Awnerca ?anacca or Padenic;, Mary L. Other ountres---such as Brazil at.. 

Willhamson of the Overseas Develop- Mexico-have emphasizcd norc 'Lc­
ment Council (ODC) argue that lective policies that use thL dclt-con­
"debt conversion remain an Important vrtioii subid\ to attrac: p..rticulaki 

element of external debt managenien: dcsirabl trcp, of forei&:: intm,'::
 

in several of the largest Latin American The trade-off bewrxeci; the qua.it:',
 
debtor countries " She observes, ho\v- and quahr, of deb" convcr,ion,
 

ever, that "because Latin Amencan Williamson ponts ou. ha, sp'arkc
 
debt conversion strategies van consid- considerablc debate in ral. of the.­
erablV in their pohc\ content and countnre, studied. undcr\ orme t!;t'
 

macroeconomic underpinning.. assen- inheren: limutation, of the dc'-.;-o0:­

ments of their costs ;nd benefit', must verson tool
 
be made on a country-b\-countr\
 

basik, in a \,a\ that addresses diffenng Lessons from Chile
 
goalk and context, " "Chile \%.s one of thc fir,: t,,.n:ric.,
:,
 

\'liamrso.'s essa\ focuses on the introduce a tbiria dc!-: ctoer'io:i 

debt-conversion expenence, of four scheme in th' %%ake of thc Il.2 d:": 

Latin American countne,-Chie. Ar- crisis." Williamson obserrLc, It,loI:y 

gentina. Brazil. and Mexico. The case conversion program ha, succefUl!s 
of Chile ik presented in detail. while converted a large portion of thL C0u.'i­
the experiences of Argentina. Brazil. tr'%'sexternal d,ot Accordm.c to 

and Mexico are discussed more bnefl ' illiamson. "the countrt' opci: bu,:­
and are used to illustrate the diverse nesk climate and perni,si\c dcbt cor;­

Chile's External Debt Service 

1980' 1981 1982 1983 1984 1985 1986 1987 1988 1989 

(bil On U.S 0OIirs) 

Total debt service 2.3 3.2 2.9 2.2 2.3 2.1 2.0 1.7 1.7 1.2 

Amortization 
Interest 

1,4 
0.9 

1.8 
1 4 

1.2 
1.7 

09 
1,3 

05 
1.8 

04 
1.7 

04 
1 6 

03 
14 

06 
1 0 

03 
09 

Exports' 60 50 46 46 4.5 4.5 50 63 83 8 1 

Debt servwce'ewpors 38 64 63 48 51 47 40 27 20 15
 

Interest'exporls 15 28 37 28 40 38 32 22 12 11
 

No l 1 S W IlMY i 010' Mun '9 ,J'e iOs 1 1 bo 

'Expw fi9g't fo'I 5 n uot s "' Io I 0' 900c amioISa 0191,m1ny ,il as" ' 011)01 1015:1$ 01 oceo a 


gcs ana rlonsia'?a2 9wvco aric INi Ql* Ah.Ql-O&W lc.J'g',',9In#60D SO
Data DeOW ,, - A P',,e Ponr­Con'sotl Laf j PAiaj 
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version norms have fueled an espe- Chilean etities. However, only Wilhamson. "the country appears to 
cially rapid drop in the private sector's 3 percent of 6ebt conm ersions between be well on its way to rebuilding a solid 
foreign debt and have contributed to a 1985 and 1989 took this form, perhaps crecht rating with the international 
far-reaching privatization initiative." because the Central Bank preferred financial community." 

Chile's initial debt-conversion pro- to retain maximum policymaking dis- investment Promotion. One bonus to 
gram, much of which still operates cretion by channeling conversions promoting debt conversion through 
today, encompasses three formal through Chapter XIX. Chapter XIX and D.L. 600 was the 
mechan:i:ns. Chapters XVIII and XIX Chile pursued an ambitious agenda incentive it gave to foreign direct in­
of the Compendium of Foreign Ex- through debt conversions, including vestment. Williamson notes that this 
change Rules, and Article le of De- foreign bank debt reduction, pnvatiza, stimulus complemented Chile's other 
cree Lav 60) (D.L 600). the statute tion of state-owned enterprises, and efforts to attract foreign investment as 
governing foreign investments made strengthening of existing private firms, a way to generate new foreign ex­
through either equity purchasek or according to Williamson. In pursuit of change flows. improve domestic in­
project loans these objectives, itrejected alternative vestment rates, gain acces%to advanced 

Chapter XVIII isopen to investors projects for debt coversion-2nd jusc- rechnolopen-2nd manapernent exper­
without regard to nationahr, how%- fled several controversial results of the tise, and encourage export production 

ever. only Chilean residents use it be- program on the basis of the program's and market expansion 
cause foreigner, can obtain special tax more important objectives. Whle the impact of Chile's debt­
and financial advantages by channeling Debt Reduction From the inception conversion program on chrect foreign 
conversions through either Chapter of Chile's debt-conversion program in investment levels cannot be quantified 
XIX or 6(10 Central 1985. the Government's highest prior- WtIhiarrun thatD.L. "'ie Bantk precisely, contend, 
allocates participation in Chapter iry' was to cut the national debt-service "evidence suggests that conversion' 
XVIII on the basis of a biweek.l\ cen- burden-an urgent task given the sag- have accelerated the pace of foreign 
tral bank auction ging domestic investment rate and the investment since 1985 " Among other 

Foreign investors, making debt-eq- huge drain that interest and amortiza- things, the debt-conversion program 
uir' conversions in Chile usually tion payments were placing on foreign generated a wave of favorable public­
channel funds through Chapter XIX exchange eamings A permissive regu- it) concerning Chile's business climate 
Central bank regulations governing latory' structure expedited approval and econormc prospects. After being 
this mechanism are flexible and open- and implementation of debt conver- ranked by Institutional ini'csto, as one of 
ended, and many of the norms are un- sions and supported the program's the 45 least attractive global invest­
written and developed case by case debt-reduction goal ment prospects in 1983. Chile regp,-
The crucial advantage to converting The Chilean Government declined tered the second highes' rating in 
debt under Chapter XIX, a opposed to maximize its own financial yield Latn, America and the most improved 
to Chapter XVIII. according to from debt conversions under Chapter score ofar.y nation in 1989. 
Williamson, is that investors can ob- XIX by forgoing an auction process Strengthening Private Sector Finances 
tam a right of access to the ioreign ex- (like that used to allocate Chapter Chile's debt-conversion program has 
change market to remit future divi- XVIII participation) that could have complemented government efforts to 
dends and capital earned it a greater portion of the strengthen the domestic pnvate sector 

In reviewing Chapter XIX applca- discount accruing to foreign investors, in the wake of the damage wrcught 
tions, the Central Bank extends pnor- According to Williamson, 'ohcymak- by the debt cnsis. Capital infusion 
ir,to investments that establish new ers did not want to divert the focus from abroad were needed, but in­
enterpnses or that will improve the of Chapter XIX from promoting debt vestors were understandabl. waN' of 
trade balance by expanding existing conversions to generating public the investment climate in Chile 
enterprises. In addition, pohcy revi- revenues. Chapter XIX, however, sparked nes 
sions made in 1990 make implicit Although debt reduction was the interest by effectivelh subsidizing in­
new-money requirements for foreign immediate goal of the program, its vestors' purchases of local equity. And 
purchases of existing Chilean assets, long-term goal was to return Chile to Chapter XVIII helped lower pnvate 

D.L. 600. Chile's general foreign the good graces of international debt and raise overall private invest­
investment law, permits foreign financiers so that voluntaiv lending ment levels, although its specifi con­
investors to capitalize existing loans to could resume. According to tributions are difficult to document 
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because resident investors were not which assisted the Government's up- versions in Brazil parallels the coun­

obligated to declare how they were hill struggle against domestic capital try's difficulties in many areas of eco­

using Chapter XVIII funds. flight and the heavy net capital out- nonic management, where political 

Williamson points out that both the flow associated with the foreign debt. pressures aind destabilizinr economic 

Chilean Government and the corn- The remaining one third of debt re- forces have caused the failure of a long 

mercial banks placed top priority on duction arranged under the 1987 pro- series of reform programs." Investor 

resolving the private sector debt crisis. gram stemmed from an on-lending confidence in Brazl has been dismal. 

"The Government's philosophy of re- scheme and a mechanism whereby she says, and in such an atmosphere. 

.ying on private-sector-led growth various private sector debts to the neither a formal nor a free-market­

complemented the banks' desire to Central Bank could be canceled in ex- based approach to debt conversions is 

consolidate and strengthen their loan change for contributions of foreign likely to achieve the desired results. 

portfolios by eliminating risky private exchange. Conversions registered under 

sector exposure," she notes. In addi- The Argentine conversion pro ram Brazil's formal mechanism were 

tion, loan covenants initially prohib- incurred the same costs as those iden- dwarfed by a flow of informal conver­

ited prepayment or ccnversion of tified in the Chilean case. Williamson sions during 198"7--88. with the result 

public sector debts, thus channeling points out, "but in the context of that the Government's invesunnt and 

early conversions into 	 capital rermttance 
guidelines did not af­private debt 

Export Promotion. A fect the ma'ionr% of 

final goal of the debt- The Chilean Government and the investments made 

conversion program was commercial banks through debt conver­

export ur n, olvig banks placed p priority on sion. The most signif­
which, in rum, was to resolving the private sector debt crisis. icant contnbution of 

the debt conversionk.provide Chile with 

higher foreign exchange therefore. Wa( to re­

earmings to finance debt service and chronic macroeconomic instability duce the stock of foreign debt 

imports. Although Chile's export those costs eventually became unbear- The high volume of debt conver­

earnings have increased dramatically able." Purchases of foreign debts for sions in 1988 provided fems long-term 

since 1985, Williamson notes that conversion exacerbated pressure on benefits to Brazil beyond its debt-re­

there are no figures to quantify how the parallel rate for Argentine cur- duction impact. At the same time. it 

much of this improvement was pro- rency, destabilizing the Government's generated high costs Purchases of for­

duced by conversion-related invest- attempts to manage exchange rates. eign debts for conversion and demand 

ment. However, she contends, "it is Debt conversions were not the pn- for foreign exchange to safeguard con­

safe to say that debt conversions have mary culprit in Argentina's macro- version-related profits srrained Brazil's 

played a constructive role." economic difficulties, Williamson ob- foreign exchange reserves t3 the linut 
serves, but "managing the program's In addition, the monetary effectk of 

Argentina's Experience costs within a chaotic econormic con- the debt-conversion program con­

Debt-conversion policy has only re- text proved impossible, and the Gov- tributed to hypennflationary pressures. 

cendy become a leading component eminent eventually closed th; conver- These concerns and persistent political 

of Argentina's debt-management ef- sion window to concentrate on cnticism of the subsidies involved led 

forts, accordng to Williamson. Al- fundamental stabilization and adjust- the Government to cancel its formal 

though the country operated a formal ment measures." program in January 1989. 

debt-conversion program from 1987 
to 1990, the program was subject to Debt Conversion in Bi ,zil Mexico's Debt Reduction 

intermitent revisions and suspensions. Debt conversions have been taking Mexico's leadership in term, of the 

Williamson points out that roughly place in Brazil since at least 1982, but Latin Amentan debt cnsis does not 

two thirds of debt conversions under- no formal program has survived long extend to the debt-conversion arena. 

taken during this penod were devoted in the country's unstable policy envi- according to Williamson. Debt con­

to purchases of Argentine equity by ronment, Williamson says. She con- versions have not played a central role 

both domestic and foreign investors, tnues that "the history of debt con- in any of Mexico's international eco-
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normc policies. However. Mexico's 

1985 and 1987 rescheduling agree-

ments with comm-,ercial banks created 

a I1 framework for debt conver-.• 

sions, and rwo stages of conversions 
have ensued.
 

Mexico's first debt-conversion pro-

gramn, which began in 1986, W2% de-
signed to complement the country's 
early structural adjustment efforts. 

Through this program. Mexico con-

verted a total of £3.2 biioin in corn­

rnercial bank debt. The program's 

inflationary effects prompted the Gov-
emnment to shut it down. presaping 

decisions taken later in Argentina and 

Brazil. According to Wilhamson,." 

"Mexico thus provides another exam­

pie of a large economy unable to un-

dertake substantial debt conversions 

because its capital market could not 

absorb long-term instruments that 

would offset the liquidity generated by 

trading foreign debt for domestic 

funds.". 

Conclusions 
Williamson concludes that. "not sur-

pnsingly. the success of debt conver-

sion policies in acb'evig the goals a 

government has se.ected for them-

and in rminimrzing negative side ef-

fects--depends on the overall cohe,-

ence and stability of a national 

econormc program." She points out 

that, in Brazil. debt conversicis have 
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A wintiorv in Chile: the country'sopen businessclimate and permissivedebt-conversion 
norm., rave fueled an especiallyrapid dropin the privatesector's ioreign debt. 

produced destablizing short-term cap-

ital flows far more often than addi-

tional long-term investments, al-

though this does not reflect an offcial 

policy. She maintains that "Brazil's 

failure to stabilize its national econ­

omy extends to impotence in stem­•c~tdfrtemigifra 
mng mformal conversions." 

At the opposite end of the spec-

trm. two successive Chilean Govern-

ments have overseen debt-conversion 
programs, involving both formal and 

informal transactions. Oiuly rmnor ex­

ertions were required to counteract 

the negative side effects of these pro­

gram!. because the economy has been 

stable and could be fine-tuned with 

available policy instrument,, 

Copies of Debt Co,iie.rro ii: /t, 

Amenca Panata or Pandrn,.' ma\ bc 

obtained from the Oversea, Devilop­

ment Council. 1717 Masichusctt, 

A% N W.. Suite 501,. Xashinz­enue. 

ton,. D.C 2003,
 

The IMF Survey (ISSN 00,4.083X) ispublished by the International Monetary Fund 23 times a yea­

addilion to an annual Supplement on the Fund an annual Index and 
ordinarily on alternate Mondays. i 

Editions are also pjblished in French (Bulletin) and Spanish JBo'et'n The
other occasional supplements 

O noi necess'a',,) 
opinions and materials contained in the IMF Survey. including any legal aspects. 

Editorial correspondence should be addressed Ic Curren' 
reflect the official views of the IMF 

20431. U S A 
Publications Division Room IS5-1500, Internatonal Monetary Fund, Washington, D C 

Mexi:c an theTelephone (202) 623-8585 The IMF Survey is distributed by tirst-class mail inCanada 

United S,tfes. and by airspeed elsewhere Private firms and individuals are charged an. annual rate Of 

D C . 20431 
USS60 00 Apply for subscriptions to Publication Services. Box S-99. IMF, Washington 

(202) 6237201U.S.A Telephone (202) 623.7430 Cable Interlund Facsimile 

March 16. 1992 
96 



THE WALL STREET JOURNAL TUESDAY. FEBRUARY 4. 1"2 

Time to Forgive Old Soviet Debt 
byprominent off, 

to ir" irs movement to ap DyGAaV KAeJIMPn But Mr Yeltsin Is finding i1 much ment Butthe main trumpcardinthejoy vAtIves"All attempnts 
reforms An tritn r, struggle Vilh anti ef Cl" ot tedemocraticAsWs tobe expected, thedsppeai. hardercarry out economic 

we should
from the worldpolitics arena of the understanding of Iis requires a precise maY be the fureligndebtproblem peal for common sen lvere 

lUice 
 inI. mention Andrel Ukatarok, encountlered aall theprob Analysis ofthebalance of power The mention ofthis problem maySoviet Unionhasnotsolved 
lermengendered The tanks thai appeared in theearly sellraiseinmany askeptical utli Paral dense wall oftbcomprthenslon. and evenbytheexistence of trus 

with LAtin Amerca arequite mappro bosthtllyfirst is morning ofAug1lonthestreets ofMo felsarobster-"tait TUme. andforemost 
The andthe outcome known overcome the inevitably pNialtehere debtof Russia The Iu well CommnrequiredtoIn chaos cowprovoked almost unanimoushotillty 

of an em fromall ofsoclet)-the peopledid not Oter states hasnotyeftreached the point LtMitt Russia hWsbeenoverm 'Yn.and
Eale iomthe dusintegration 
pre Sufering fromh,Iaat disease wanttoreturn to slavery. while thestAle Whereeven repuy'ng theInterest becomes thevctors have inherited no..A) a bru 

I machinery basically regarded thepathto an nltlolerable financial burden Indeed, keneconomyand inlietirinic enmity. but 
multistage process ItThme rtort will thecon t0giveAnenact anenormous furign debt is adeb!rtraed. aftl.tiui elruinpo.liiatonl Capitalism asthesurest meafs of even evaluation of the also 

rotenried, althouctain rokltutonai Ing rich Tile rapid downfall ofMr Gorba debt liabilities of ftiformer SovietUnion Withwhich n o th newleaders his 
reor'm a quakly on, ce has thewaineunderlying cause-hav Is extremely difficult The Irnformxtion any ,:onnectio. a debtthai was usedtorinopld Corot he 

ideBu ais . lead)cun ingoutn.aneuvered himelf. thearchitect aAthoritative tklss wht1 purposes.
enc ca e jiven by diflerecrt sources ItISno butmrim
 
fiU.)asserted tril Le new Ru31Iknofperestrolika tured outto henotrequired vres in thefantastIc range o SUbillion probably lottor atr ggle againsttheii
 

leades ip will by nyone-wilthln of to 160billion Ilves. Andit is a debtUt no his I(, t t theute Juggerlna l. his owncountry. 
which duringtfhe yearsof Mikhail GrbA course-anll wasflorced to leavethepolIli Whlever the overall sum 01 foreign bepaid aIthiexpense O thegoodofthe 
mentUorur0ta merelyiate ht Cal i utas a" stheimplementa one thitnis clear. Debtrelief AndtomoP Stage. debt, icwotriy

eU rntforeut the media tonof global economnic begins, some extent debt forgiven n arethe most Ariong Mr Gorbachev'* Creditorsely.Western programis
whichwere responive promises disappars andthebalance of effective way1. theWest to Influence de special place Is occupied byGerii.atvto trhe no
unirill) 

a pctin01Ihe iut secreu;,t forces changesarply velopteni ofevents inthe CIS li ishighly Germany ganted the former Soviet tni.,ngeneral are 
,.ret mine carrie Whereas In society unlikely thatdebt relief orevendebtfor the preater pan of its Western creditouby theduril piducite forces 

rapidly growing private business for asthe principal Suc whether Itwas5L3 B.1need igvenexs Rtmuii. billion or fro billitcralically electedpresident of Ruis 
ris Yeltsin. andte radicllR, li toeconstitutional securilng o the right of ctsor ofthe Soviet Union S finuncl Obl IcoltrastltosiWeslernpartners, when 

tottheir ownfear andb4rarn'llment oewnership, stateorgansare&ming would be a serious blow untlally paidin aso private tstOs, totheeconomists o vision. Germay lentmone.for a cor. toprolong theperiod cfeconomic Confu world credit system
Itisnotdifficult tounderstan Ihedisl1 sicn %Iat theofficials want is perfectly Pecall that President Bi.ti.i's decisin to crel pur e German uIthicallor. 

felotrieni oftote who,after falling vi obvious-to exploit their current position II the time Paj,14 Ifor Rewis caUonwrite oftEIpt s 1 billion debt 
urn toGorbotrima. do notwLshan)fu fora smooth transition to newlyformedoftheGulf Warwasaccepted ca:,ly The 
ir t associate tUeipolitical or journal pnate structures orsimpl) toiguarlntee agreement ot Hosni Mubarak 10parlicl Thedreamof theGermao people. whirr. 
IIsuc the re Russian leader their future The numerous seemedcareers unth - criticisms of pate in the anti Iraq coalition wosdeemed bad unreslixable. became a rtdehl 
Buttht pessimism ofpenlyexpressed intheith team oftheRussian vice premier. Ye a suflicient puilica argument By this Inliteraly a fewmonths, andciocar. u. 
Western pres alsocreates adistnrted it" deislard ItedetermIuti OfCltiancer 
tur at events-Just oote excessinP ot;: Helmut Kohl not to spare meant for 

'achevfromtem- se scred goalIn theeyes ofmxi. that everywhere accompanied Mr The lieu gave boidwr to save Gor achievilng 
Gorbachev oncedid bie conjervafncs." The toreligr debt it a debt with which Mr Kohl.the remonal o Soviet mobr. 

was.trotmtheten or) of East GermaunyTheprice of Mr Gorbact.v's legacyis 
pnreto allow hit. to clone 

eyestotheuse ofthe Sove: arm) gaurs'well known. andtherefore. at thevery eose of the netw aders has any Coeswieton. bigenough fi 
least.itis unreui.nabl tademund of 

to se what peacefu dlenionstrators And the price ;,it: 
pro wright would begiven tothe neutralialtion for this "ve nicepiece of real esltaSons Yeltsin andtheother CISprfi',de ts torGaidar. rightly Indicate thel.'ed fura logic. It would beInteresting 

AnImrmredtie arcle ripid beginning OfthepriVaiL1al3i 
Iulthe maingran, Butforsomereasonthesecrillof30OM nuclear warheads Wasmuchlower thaniasreal won. 

i'tty a FAji. Alat cisms tignoreobstacles this government argument In favor ofdebt relief is tli it Whythen Ioda). after being ravagrd b)
pave the waytotie NewWorld On iatl) P.) 

pined Inthe former U.5S R las;)ear Ru by the state apparatus toconstituli nal den-an order in which. Incontrast to the for Lhereunification ofGerman' 
mioruaboutan sinntrtent military coup amendments by theRussian Purtiamneni pasts Reoipoltitk. morals Andpolitics Western diplomaLs are howfacing cer 
causedpanIc both wilthn theL'.S S R and Thesocalled patriotic forces inRussia cea'lse0 helncompalible lain dtilculUes Innuiblxehing wiorking 

It does sohim. toreview what hap laces. fortxuaple the orefluiopivitlon would commuriistS. should Russia eswsn 

re
 
abroad.anda11111.rh this split This red brown Let usImagine for anInslant that Lse lorsons with thestes o the CISThlnisIn the end notming hopetoexploit
happened, alarm taJsecoalition ltftlatersindlheirs iol.scists- CsItro regime in Cuba should fall-ain surprising sinceradical rhanges onthe woshardly 
Consider thetfacts o lit summer The nevertleless Intends to keepIdeology ioa event likely tooccur thts year WIthout thegeolsucaJ map deanid newroncep 
central government was trying to inflame mnlimu probably wewill bedeal Cubani and, moot oMost doubt. thenew government would tDons Importantly, anurequi 
thelerItloalt dispute between Russia and Ingwit, iiultra right nationalistic part), refuse iopay Fidel Castro adebis hoMoo calrejection of stereotypeswill bereit 

te Ukrne. Mr Gorbachev convined a likeIhaltof Jean Mane La Pen t0 cow. It would beImpossible Iodispute tlhe membered howterixe anduncomfortable 
meeting ofIfenerals. Russian Vice Presi France lofic of ts decution-ufter all,the money President Bushwasover theweekendwitr. 
dent AlexanderRunskoiwas fiercely at Toda). Mr Yeltsin faces inexception pourd into the communist regime In Cuba President Yeltsin Alter alt., evn menor 
tacking President Yeluin x government ally complex situation In making bythe Kremnlin hasin the end brougft ilgMr Yeltsin sname tn the corridors ofdecl end 
with appealstomilitarylnlustrial institu axonsheoust take into accountthegrou 10the Cubar. the While House wio unti rereolllieusrepression andpoVrliy consid 
tioos. socalled 'pgostale deniocras log irritation ofthepopitatlot.. thedissalpeople Now*letusremember theIasttwo eredbadform Mr Bush sprarmatisrr, 
werepreparing demonstration insup ot Isatlion Of Ihe prlIte sector,thepies years ofMr Gorbachev s rule, whenthe riever'i essplayed a poslt"e 'ie 
ofmwttnar unl theSovietUnlir. sure of the apparatus. SovietloreLg1 Let ushopeat totsapproiachstate thesinister debtmade a truly coomnic reflects 

It UiIso nothard toImagine what Lhe shaduw leapThese yearnwhen the repubhlcs t readlnes ottheWesttooffer Russiaof theredbrowns were a 
reaction The can havea serious Influence grew Inpwer tw and balanced cooperation prograt,of theWestwould han,beenti 'et 
thecreationof a new"State Emergency on what hAppensII must dekelur a pro To make communism stronger, using Cooperatlon. which to the NewWorld (it 
Committee with a human fare The Gor gram ofcooperatil wilh the Russia jo " Wstern credit -this wosMr. Gorbachev'* s r gadually isriehoul become union. 
bach"Ruabiko Ais, supported bytheAa ernmr that Ilot Mr Yeltlsn ultimate goatWhat weencountered lin esar') so that logetherwould to this we canmeet the 
shortly of outer "dermorats," would have create a long term baseof auppitnfor his case was notthedismal tradiito o RiOlw 
satistied theWests hed for'Iabillt) * It reform progrAm For examsple.ii' start of politill. bywhichu the West offered credit to chal $ ahad with cotience 
wooMr. Yelts,is cilslveactin-concluad Russian Anierica. military' cooperation. or totALaran regimes. buta conscious pref 

the u'orld crts ihnit,Wiestern erence ofthe inperial coiniunis cenier tot ir Kosparoti. 
forces piorand feod of the Mosron. rrior

l theagreementabout theCISorDec h the inestmient of high Irtvhuko)iy 
101. and lutally finishing nflthrscherrrg firns in derlii ard eherpries. would rapidly sregrghlilng denmncratIc 
Itmperld ceniter-t.at saved us fror, In orcethe military idu$iil instiituions io The Wesrtwas Mladyitfrve billions tne hroorf of Ike iiorr tar(e"Party ofRassn. 

pending catsItrore forrc,a coalition wlit, the Russiar guvern Mr Gorbache, ltomthe *'terrible conter is a contriutiin rf of tell jourlr 
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Reforming Prices
 

The Experience of China, 
Hungary, and Poland 

SUMMARY
 

i. 
 This paper reviews the experience of price reform in China, as well
 
as 
selected East European countries. 
 Price reform is an essential element of
 any program that seeks to achieve sustained and rapid economic growth in China
via improvements in factor productivity. 
 The need for price reform is made
particularly urgent by the increase in the share of price subsidies in the
 
government budget and its implications for development expenditure and macro­
economic itability in a context of relatively inelastic fiscal revenue.
 

ii. For price liberalization to generate sustainable growth, reform must
 
occur within a framework that takes account of the interdependencies between
the real sector and financial and institutional elements of the economy.

Reforms to the price system must thus be supported by a host of accompanying

actions that, taken together, 
will enable the successful restru:turing of the
 economy and allow the associated productivity gains. The evidence from the
reform experience, in China and elsewhere, suggest that price reform must be
part of a larger reform strategy that recognizes the importance of racrobtabi­
lity, coordinates reforms along a broad frcnt to facilitate restructurinf , and
 
moves at a fairly brisk pace so as 
to minimize transitional costs,
 

iii. The experience of Eastern Europe suggests that cycles of progres­
sively more severe macro-instability can significantly reduce the degrees of
freedom available to the authorities, undermine gradual reform attempts and
substantially raise the costs of the eventual adjustment. 
 For example,

repeated experiences of inflation can lead to the buildup of inertial elements
in the system and cause a fundamental alteration of the expectations of agents
which makes reforms harder to accomplish. Subjecting an economy to extended

periods of uncertainty about the ultimate objective and strategy oi zoforms is
also harmful to the development of entrepreneurial skills and, especially, the
 
growth of private foreign investment.
 

iv. It is critical to strive after macroeconomic bhlance over the medium
 term to prevent inflationary pressure from undermining the reform. 
Policy
makers in China have demonstrated that, when the need for monetary discipline

is most necessary, they can successfully fashion a national 
consensus to con­trol inflation. A similar understanding of the need for fiscal and monetary

restraint must underpin any program of economic reforms.
 

v. 
 As China proceeds with price reform, complementary pricing actions
will be required in a number of areas 
so as to maximize the allocative gains.

These include:
 

(a) the hardening of budget constraints on state enterprises;
 

(b) measures to facilitate the exit of inefficient enterprises

especially housing reforms and the creation of a social safety net
 
to minimize the costs of transitional unemployment;
 

(c) the effective use of a tax-based incomes policy to moderate wage

demands; and
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(d) the rationalizing of tax system.,
 

vi. Consistent with progress on other fronts, the eventual goal of price
 

reform should be to achieve full price liberalization since partial measures
 

are 	likely to preserve inefficient producers who must then be supported with 

Since such subsidies quickly attract new claimants, the attemptsubsidies. 

should be to provide an even playing field for all Industries: the market.
 

vii. Side by side with the liberalization of domestic prices exchange
 

rate adjustment and reform of the trade regime allows for a closer link 

between domestic relative prices and international relative prices. China has 

already taken steps to unify the exchange rate and promote trade. Over time, 

current restrictions or, trade (quotas, licenses and tariffs) should be 

replaced by a relatively low and uniform tariff. Industries which have good 

medium-term prospects for being competitive but cannot survive behind a low 

uniform tariff in the short term could be provided additional time-bound tar­

iff protection. 



"Interest Rate Liberalization: Some Lessons from Africa"
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Summary
 

This paper reviews the experience of The Gambia, Ghana, Kenya, Malawi,
 
and Nigeria in liberalizing interest rates. Since the mid-1980s these
 
countries have put in place programs for structural reform of their
 
financial sectors. Substantial progress has been made in developing market.
 
oriented instruments of monetary control and in strengthening prudential
 
bank supervision. Financial liberalization, however, has only partially
 
affected the level and variability of interest rates. Lending rates were
 
affected least, while deposit rates moved downward in some cases after the
 
liberalization, leading to an increase in the spread between lending and
 
deposit rates.
 

An analysis of the experience of these five countries shows that macro.
 
economic and financial instability, oligopolistic financial markets, the
 
absence of well-developed bond and equLzy markets, the sequencing of the
 
financial liberalization programs, and asymmetric information available to
 
lenders and borrowers contribuced to this behavior of interest rates.
 

Macroeconomic instability at the end of the 1970s and the first half
 
of the 1980s rendered a large part of the commercial banks' assets non­
performing and required precautionary reserves to make up for loan losses.
 
Moreover, it led to the breakdown of the market for long-term credit and
 
deposits. The problem of nonperforming assets induced banks to widen the
 
spread between deposit and lending rates to generate profits. They did
 
not, however, increase the lending rates, for several reasons. First, an
 
increase in the lending rates would deter well-established borrowers. In
 
that case, banks would have had to attract new borrowers, whose credit­
worthiness was virtually unknown. Second, despite an official policy of
 
interest rate liberalization, there was often implicit government pressure
 
not to raise lending rates since this would increase the cost of financing
 
government deficits.
 

Moreover, the absence of well-developed bond and equity markets gives
 
the banking sector a monopoly in attracting deposits. Under the system of
 
administered interest rates and credit ceilings, the absence of profitable
 
investment opportunities led to excess liquidity in the banking sector,
 
thereby reducing the need for deposits. .
 

The sequencing of the financial liberalization programs and the
 
oligopolistic structure of the banking sector contributed to this evolution
 
of interest rates. Except for Kenya, interest rates were liberalized early
 
in the financial liberalization programs to send a strong signal about the
 
government's commitment to the creation of a market-based financial system.
 
Indirect monetary instruments were developed at the same time, and the
 
governments were implementing a stronger regulatory framework for the
 
financial sector. Until this became fully effective, interest rates were
 
not completely determined by (competitive) market forces.
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"Successful Rural Finance Institutions"
 

World Bank Discussion Paper 150 by Jacob Yaron, 1992
 

EXECUTIVE SUMMARY 

This paper reviews the overall performance of four rural finance Institutions (RFIs) 

operating In three developing countries: the Badan Kredlt Kecamatan (BKK) and the Bank 

Rakyat Indonesia Unit Desa (BUD) In Indonesia, the Bank for Agriculture and Agricultural 

Cooperatives (BAAC) In Thailand, and Grameen Bank (GB) in Bangladesh. These RFIs have been 

fIcluded In the study because they are among the few public rural '. anclal Institutions which 

are widely perceived to be successful. The fact that the performance of many RFIs which 

have been sponsored by state and International donors has often fallen short of their 

stated goals necessitate an analysis of the causes of the few cases of RFI success. 

RFIs have frequently failed In the past; the necessity of continued subsidization 

drained budgets and deprived other sectors of the economy of funds. In general, RFIs have 

Lowt mobilized savings effectively. They have been characterized by poor financial reporting, 

a lack of or Inadequate provisions for bad debts, and igail ceilings on Interest rates. To 

keep transaction costs and risk per dollar lent down, RFIs often gave preference to large 

farmers who took out large loans and benefitted from concesslonal on-lending Interest 

rates.
 

This paper defines two prime -rltarla for RFI success: (I) self-sustanablllty and (11) 

the level of outreach achieved with the targqeted population. Financial self-sustanabillty of 

an RFI Is achieved when the return on equity, riet of any subsidy received, equals or exceeds 

the opportunity cost of funds. Many RFIs have long been sustained by various types of 

Inplicit or explicit subsidies to ensure continued operations. To eliminate subsidy 

dependence, an RFI needs to have positive on-lending Interest rates that cover costs, 

adequate deposlt Interest rates, a high rate of loan colloctions (in itself a popular criterion 

for judging an RFIs success), and reasonably low admlnlstratlve costs. 

Outreach can be measured by (I) the value and number of loans extended, (11)the 

value and number of savings accounts, (ill) the types of financial services offered by the 

RFI, (Iv) the number of branches and village post/units, (v) the percentage of total rural 

population served, (vi) the real annual growth of RFI assets over recent years, and (vii) 

womens' participation. The growth rate of an RFI's assets might, under given conditions, also 

serve as a crude proxy to new clients' access to the financial services. The RFIs surveyed 

can be divided Into two groups: those that served the very poor (BKK and GB wlh average 

outstanding loans of less than $100) and those that served lower- to middle-Income farmers 

(BAAC and BUD with avarage outstanding loans of $300 to S560). The relatively large gap 

between these two groups Is crucial to understanding much of the difference In the delivery 

mechanism and procedures applied. Ftithermore, low loan and deposit sizes Increase 

significantly the RFI's administrative cost per dollar lent and dollar saved and thus reduce 

aelf-sustalnablllty when on-lendlng rates are not adjusted to compensate for the additional 

admInstrative cost and risk Involved. This also suggests that an RFI's financial performance 

vii 



hOUld be evaluated In the context of the clientele served, for which the typical loan size 

wad loan characteristics may serve as proxies. 

FINANCIAI_ POLICIES 

All four RFIs reviewed have charged positive real Irterest rates, yet they were below 

those of informal credit markets. Some of tho RFIs would l.ve had to Increase the rates or 

reduce their lending volume It the;r access to cheap sources of funds had been eliminated. 

All four Institutions have also provided savings services, though with varying degrees of 

success. Deposit rates nave been positive for BUD and BAAC, with the average value of 

deposits significantly higher than those of BKK and G8. The RFIs have used varous financial 

Incentives such as obligatory savings, Interest rebates for thely repayment, and a gradual 

increase In borrowing eligibility upon timely loan repayment (used by all of the RFIs reviewed) 

to introduce financial discipline among Inexperienced first-the small-scale borrowers, and 

to reduce the financial risk to the RFIs. The use of strict collateral requirements Is 

frequently not compatible with the goal of extending small-scale loans to the poor or to low­

to-middle-income clients, so most of the RFIs studied have used various alternative methods. 

Some have used character references, while others have used joint liability. 

DELIVERY MECHANISMS 

Two common problems In developing delivery mechanisms are (I) how to ensure 

efficlant and relatively low-cost operations and (11)how to gvarintee sound selection of 

loan applicants and ensure adequate loan collection so that the RFI can continue to operate 

without constant reliance on state or donor funds. 

All of the RFIs reviewed, unlike the majority of RFIs, have been efficient In processing 

loans, though they have applied different procedures tailored to their elfferent clients. In 

general, loan applications have been processed rapidly. The repayma t patterns have been 

very #1exible In the two Indonesian Institutions, so as to adjust the ioan repayments to the 

wide variety of activities financed end their typical cash flow patterns. Given the small loan 

amounts, flexible repayment terms and the delivery mechanisms tailored to client needs, some 

Ia have offered flexible delivery mechanisms similar to those provided by moneylenders. 

All RF', have made use of some social or peer group pressure techniques. Some have 

Used small Self-hap groups, and others have used the established village leadership or local 

officials to ensure (I) appropriate borrower selection and (11)on-the repayments - two 

areas In which the problem of asymmetric information puts the formal RFi at a Jistinct 

disadvantage compared to the Informal moneylender. In Indonesia, the village hidd often 

helps to determine Vhe creditworthiness of potential borrowers in the community, in this way 

resolving one of the longstanding difficulties faced by FIFIs. With group encilnj, the small 

size of the group and Its socioeconomic homogeneity have drastically reduced the emergence 

of "tre riders." 
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The four RFis have applied very different procedures regarding loan repayment. All 
the RFIs studied have developed components of Noblie 'anking" as a moans of providing low 
cost savings and lending services to low income clients, thereby markedly reducing 
transaction costs for the RFIs and their clients. All four AFIs have used staff Incentive 
programs (including orof It redistribution and promotions linked to loan colioction and deposit 
mobilization) that tied employea bonuses to quantifiable performance criteria, thereby 
achieving Increased accountability, a high degree of staff motivation and enhanced 
performance.
 

EVALUATING THE RFIs' SELF-SUSTAINABILITY AND OUTREACH 

All four RFIs have presented profits, but these figures do not adequately account 
for subsidies received by the RFIs, and the use of profits as the sole criterion for success 
neglects the outreach dkienslon of rural credit. The Subsidy Dependence Index (SDI) 
developed In this Paper measures explicit and Implicit subsidies (Including the kIputed cost 
of the RFI's net worth) as a percentage of the RFI's loan portfolio times the average on­
lending Interest rate. The resulting SDI yields the percentage Increase required In the RFI 
average on-lendlg Interest rate In a given year to compensate for the elimination of 
subsidies (I.e. to the on equity, net ofequate return any subsidy received, with the 
OPpo"tunIty cost of funds). The four RFIs reviewed differed to a great degree In their level 
of subsidy dependence: one RFI had attained complete subsidy independence, two are 
moderately subsidy dependent, and one has a high degree of subsidy dependence. 

The data Indicate a significant level of outreach as masured by the volume of the 
outstanding loan portfolio ard savings, the number of loan accounts and savings deposits 
and the fact that the four RFIs had a positive real annual growth rate over the lost three 
years. The target clientele le defined through the stated objectives of each RFI. Only DAAC 
has devoted funds exclusively to aorlcultural producers, while the other three Institutions 
have financed rural income-generating activities, with a concentration on non-farm 
operations. GB has even Incorporated social programs Into Its lending activities. The RFIs 
have differed widely with respect to some Indications of the outreach level Including the level 
of centralization of loan eDproval, the average workload of a staff member and the average 
loan size. The most recently established RFis (BUD and GB) have had signiflcantly higher 
annual growth rates. A high correlation exists between RFIs with smaller loan size and high 
levels of women's participation due to the fact that women have limited access to other 
sources of material and human resources. 

SIMLARITIES AMONG RFIS REVIEWED 

The four programs have many features In common. All four RFI9 have applied positive 
Interest rates. These Interest rates compared favorably to the Informal Interest rates. This 
data confirms findings In several earlier research studies showing that It Isthe access to 
credit and not th6 ;Gubsldy embodied In the negative Interest rates that has been so 
Inportant for the ultimate borrowers. All four RFIs have offered some savings services. The 
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success of the four RFIs In loan collection is very likely the prime factor that distinguishes 

them from the majority of traditional, poorly performing, supply-led credit programs. The high 
have used financialcollection performance Is due In large measure to the fact that all 

Incentives to encourage prompt repayment and have been able to disburse funds efficlently 

and rapidly, but they differ i the structure of their loan approval process. Some have used 

a centralized procedure and some a more decentralized process, but all have used some kind 

of peer group mechanism or the local officlals or village heads In selecting and approving 

borrowers, and all emphasized staff training and Incentives. The types of loan security 

accepted have gone beyond traditional forms, often resembling those used In Informal credit 

markets. 

DIFFERENCES AMONG RFIS REVIEWED 

The four RFIs reviewed can be classifiedNotable differences among the RFIs exist. 

In two distinct groups based on average loan and deposit size, and also with respect to the 
as hastargeted clientele. Hence the level of outreach achieved has differed among RFIs, 

the level of womens' participation. The RFIs also have differed significantly with respect to 

The RFIs that lend to the very poor have Included an obligatory savingssavings mobilization. 

program as part of their lending activities In order to Introduce first-time, very small-scale
 

borrowers to other types of financial services and In order to reduce the default risk. One
 

RFI that serves a slightly wealthier" clientele has been able to Increase savings to an amount
 

greater than that of the loan outstanding. This finding Is of crucial Importance as It might
 

suggest that, for this type of clientele, (I) demand for savings has often been overlooked
 

by traditional supply-led credit Institutions and (11)financial assistance extended by the
 

state or donor could, and posslblf should, be limited to the period required for the value of
 

savings to match the outstandirg bankable loan portfolio. Although the RFIs have used
 

social mechanisms for loan approval, the types of social mechanisms used differed.
 

The data Indicate an extremely wide range of RFI performance in terms of 

in general, RFIsadministrative costs measured against the RFI's outstanding loan portfolio. 

designed to benefit rural poor or small farmer populations are notorious for their high 

are frequently a deterrent for commercially­administrative costs per dollar lent, which 

oriented financial Intermediaries. The programs which targetted the lower strata of the rural 

poor have been heavily Involved In Intensive training, frequent repayment of small ioans and 

handling of small deposit accounts, and are likely to Incur significantly higher administrative 

costs per dollar lent or per dollar saved. The stage of growth of an RFI (new versus mature 

branches) and the rates at which cost per dollar lent and cost per dollar saved decline as 

a typical branch matures, are Important determinants affecting this financial ratio. 

Additionally, RFIs which target the poor have often had greater access to concessional funds 

from the government or donor agencies and thus financial costs have constltutd a lower 

percentage of total costs than have administrative costs. For those RFIs with larger loan 

sizes, but less access to concesslonal funds, the oploslte has been true. 
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The factors exogenous to RFI policy which have influenced the success of the RFIs 

Include the fact that all four Institutions reviewed have operated under stoie economic 

conditions, In countries with annual Inflation rates of under ten percent, which has reduced 

uncertainty and risk. The iberalization of the financial markets has allowed adequate pricing 

of RFI operations in Indonesia and has encouraged BAAC in Thailand to decrease Its subsidy 

dependence gradually. 

REPLICABILITY 

Any attempt to replicate and technically imitate the mode of operations of one of the 

APIs should be carried out with great caution; a solution that was found adequate in one 

soclo-economlc environment, where a spoclf Ic set of social values exists, Is not necessarly 

the right approach in tackling the complex Issue of providing financial services to the rural 

poor in a different soclo-sconomic environment. A social mechanlsm that could serve to 

lower transaction costs, while supplying effective peer prrssure for the sound screening 

of loan applicants and for high rates of loan collection would likely be a key factor, as long 

as such a social mechanism does not serve to reinforce existing social inequities; a member 

of the existing power structure could conceivably abuse powers of loan approval to channel 

funds to the village elite of traditional patronage groups. Replication will also depend, to 

some degree, on the exogenous economic and political factors found in a certain country 

or region. Previous credit experiences, the strength of the Informal sector and cultural 

acceptance of certain modes of operation, such as group lending and mutual Insurance. 

could determine a program's relative success. 

STATE OR DONOR FINANCIAL SUPPORT 

State or donor financial support, In the form of making financial resources available 

(not necessarily at a subsidized Interest rate) can constitute an Important contribution to 

a newly established RFI during the initial, negative cashflow stage of the RFI development. 

There Is no way to define the appropriate time period and the pace of a phasing out of 

support In a given case. Savings mobilization should definitely be emphasized. Care taken 

In , ittuton building Is often the prime difference between an RFI that could eventually 

become self-sustaining after a few years of support granted during Its start-up period, and 

an RFI that would need permanent subsidies and baill-outs. 
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Fousn Assistance Flquesf 

FY 1993 Foreign Assistance Request-
Partnershipfor Peace 
Secretary Baker 
Statement before the Subccrimittee on Foreign Operations of the House 
Appropriations Committee, Washington, DC, February 24, 1992 ,__ 

ver the last 3 mon.hs, I have 
visited 11 of the !2 new etates 

0 of the farmer Soviet Union. 
I have met leaders everywhere, 
explained our policies to them, and 
listened to their hopes and concerns. 
Last week, I completed a trip to 
Russia, Uzbekistan, Turkmenistan, 
Taiikistan, Azerbaijan, Armenia, and 
Moldova. For many Americans, 
several of these states were just 
obscure names on a map just a year 
ago; now they stand in the front ranks 
of our efforts to enlarge the world'scommunity of stable, demrocraticnations t 

This was my firs-ever visit to 
several of these states. I return 
convinced that we face a once-in-a-
century opportunity to shape the 
course of history and to define a new 
age for our children and grandchildren. 
And, I am con';inc..d that it is an 
opportunity that we, in concert with 
our allies, must seize. The promisesand risks are great. 

The Promises 

Those promises would have been 

urimaginable even a few years ago: 


3 The pros rtofnclose to 

300 million people emerging from 70 

their own democratic destiny ng 


trThe possibility of 12 new cour­
tries beginh;ng the difficult process of
converting from a crippling command 
economy to vibrant free markets; and 

* Perhaps most importantly, the 
real prospect of putting the nightmare 
of great power nuclear confrontation 
bfen u. utobehind us. 

The Risks 

But, we should nut forget that there 
are also risks. Most of the states ol the 
former Soviet Union are struggling 
bravely to create new so'ieties based 
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upon representative and accountable 
government, the rule of law, and the 
free market. But they do so burdened 
by over 70 years of political and 
economic misrule. The temptations 
ofethnic conflict and authoritarianism 
remain strong. And, despite dramatic 
progress on arms control, nearly 
30,000 nuclear weapons remain in the 
states of the former Soviet Union. 

Engaglng the New 

Independent States 

I addresed both promises and risks
Iadesdbt rmssadrss
during my trip to the former Soviet 

Union. My trip had three purposes: 
to see off Operation Provide Hope; to 
meet face-to-face with the leaders of 
Moldova, Azerbaijan, Turkmenistan, 
Tajikistan, and Uzbekistan and to visit 
Armenia; and to meet with the Russian 
leadership to discuss security, eco-
nomic, and political issues. 

In F-ankfurt, I joined [German]
Foreign Minister Genscher as Opera-
tion Provide hope began at Rhein Main 

Air Base. I was pleased to see that 
over 10 countries participated directly 
in this American initiative-especially 
Turkey and Japan, whose participation
made it far easier and econcmical ti 

reach eities in the Caucasus, Central 

Asia, ane the Russian far east. We 

expanded the number of US sorties 

from 54 to 64 end were able ta send 


shipments to 24 different cities across 
the former Soviet Union during
Operation Provide Hope's 2 weeks 
of operation. 

The Russian leadership was 
particularly pleased that we were able 

get food and medicine to hard-to-reach cities in Siberia, the Urals, and 

the far north. All reports from the 
other independent states we-e very 
positive, with many saying that these 
American assistance flights were the 
first humanitarian shipments they had 
received. 

US Department of State Dispatch 

We understood from the beginning
 
that these flights were substance and
 
rymbolism. The power of both should
 
not be underestimated. Our message of
 

was heard clearly across the
 
former Soviet Union. For those whose
lives were eased--perhaps even 

preserved-by the tiir'=.y arrival of 
medicine and foodstuffs, these flights

substantive, indeed. 
We are assessing the results of
 

Operation Provide Hope and, with our
allies, looking for ways to accelerate 
and expand nur emergency assistance 
programs. 

From Frankfurt, I traveled to 
Kishinev, Baku, Ashkhabad, Dushanbe, 
and Tashkent to discuss with the 
leaders of these new states the ques­
tion of diplomatic relations. At each 
stop, I outlined the various 2 rinciples 
the United States expects these new 
states to adhere to in terms of demo­
cratic political practices, responsible 
security policies, and free market 
economics.eoois 

At each stop, the Presidents of 

these new states gave me the assur­
ances we need to move ahead with 
diplomatic relations. We have no 
illusions. We realize that the quamy of 
these commitments will vary from 
state to stete and leader to leader. 
That's why, at. each stop, I made it 
clear, that even as we moved ahead 
with diplomatic relations, the nature
and depth of those relations would 
depend upon continuing adherence to 

our principles and "he fulfillment of the 
assurances given us. 

We also felt it important to move 
ahead with dip!omatic relations so we 
could have a ptrmanent American 
presence in theL.. new states. At each 
stop, I found a large degree of goodwill 
.oward America with people lining the 
streets to gree: my delegation; in each 

of these states, s unique window of 
opportunity exists where both govern­
ments and public i are huigry for our 
help and advice. 

To take advantage of this opportu­
nity, it is important to have Americans 
on the ground in each of these states
during a difficult time of transition. We 

also feel this is the way to help Ameri­
can business assist in developing those 
sectors that clearly hunger for Ameri­
can know-how, investment, and goods. 
There are clear opportunities for 
American business, especially as 
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markets develop and expand. And 
there are clear political opportunities 
as well to see the seeds of democracy 
planted in a region long thought 
inhospitable to political and economic 
freedom. Accordingly, I have set a goal 
of establishing embassies by March 15 
in each of the states I visited. 

I also went to Armenia to lend 
our support to Armenia's fledgling 
democracy. In both Yerevan and Baku, 
I dicussed Nagorno-Karabakh and 
told both the Armenians and the 
Azerbaijanis that they had their hands 
full with building their own indepen-
dent states and that they needed to 
resolve Nagorno-Karabakh peacefully. 
I :-.ade it clear we supported Russian 
and Kazakh efforts to mediate the 
conflict, as well as the CSCE [Confer-
ence on Security and Cooperation in 
Europe] rapporteur mission. 

I began my trip to Russia at the 
Institute for Techni~al Physics at 
Chelyabinsk-70 in he Urals. At this 
top secret facility in what was a .losed 
city until a few weeks ago, I was 
welcomed by workers who came out to 
greet me and my delegationi warmly 
and openly. With the scientists of this 
facility-which is comparable to our 
Los Alamos or Livermore labs-
I discussed how we might come up with 
"brain gain" solutions to the "brain 
drain" problem. This helped us further 
refine the joint proposal that we have 
subsequently announced with Germany 
and Russia to set up an international 
scientific center to help Soviet weapons 
rcientists. We are pleased with the 
positive and wide-ranging international 
response to this initiative which willrelp designer- ofweapons of mass 

des:;'uction .il.;;ithe new independent 
states shift their work to civilian 
purposes, 

In Moscow, I met with Presiden' 
Yeltsin and Foreign Minister Kozyrev 
for two productive d-ays of talks. 
In terms of security issues, I think 
we've begun to define what you might 
call a new security partnership be-
tween Russia and America. We made
real progress on a r'-nup of issues,r 
part icularly nuclear safety, security, 
and dismantlement. 

First, "he United States will 
provide Russia with 25 safe, secure rail 
rars denigned to transport nuclear 
weapons. 

ForeignAssistance Request 

Second, we have offered Russia 
250 large specialized containers for 
transportation of nuclear weapons. 

Third, we have offered safe and 
secure containers for nuclear weapons 
components, and, if these containers 
meet their needs well, the United 
States has committed to producing 
them in quantity. 

Fourth, our experts will meet next 
week to discuss altornative ways to 
address Russian needs to store pluto-
nium and highly enriched uranium. 

Fifth, we will cooperate with Russia 
in helping improve the Russian ac-
counting system for nuclear material, 
including providing computers and 
software. 

Sixth, we will establish a technical 
working group to discuss the ultimate 
disposition of plutonium and highly 
enriched uranium in whys that would 
be beneficial to both countries. 

Finally, our experts will meet to 
discuss how we can cooperate to ensure 
a swift and appropriate response to any 
nuclear accident or incident, 

In terms of arms control, we made 
progress in combining elements of our 
two Presidents' proposals in a way 
tha. wil] enhance stability for both 
sides. We also discussed START 
[Strategic Arms Reduction Treaty) 
and CFE [Conventional Armed 
Forces in Europe) ratification. We 
agreed that Russia will be the party 

to ratify START and that Byelarus.
Kazakhstan, and Ukraine should 
provide us a written commitment 
expressing their legal intention to 
observe and implement START.

Most importantly, we've begun to 

leave the era of competition decisively 
behind as we've taken steps toward 
defense cooperation between our 
countries. In Moscow, we agreed to 
accelerate our discussions on etrategic 
defenses. As a first step, we will 
consider setting up a Joint Ballistic 
Missile Early Warning Center that 
would display warning information 
from the United States, Russia, and 
other participating nations.We also agreed to expand our space 
cooperation efforts. We will cooperate 
in environmental monitoring from 

space, ii. flights ef each other's astro-
nauts, in talks on civil space issues, and 
in possibly using Soyuz crew recovery 
vehicles. 

US Department of State Dispatch 

Reflecting the spirit of Camp 
David, we also made progress in 
political and economic issues. We 
agreed to set up a US-Russian 
POW/MIA (prisoner of war/missing­
in-action] commission that would be a 
joint body led by the executive 
branches but including representatives 
from our legislatures. We ,ifl alsc, 
participate with Russian experts in an 
archival search to find whether there is 
additional information that might sh(.d 
light on missing servicemen. 

On economics, we discussed our 
overall approach to emergency 
humanitarian assistance, technical 
assistance, and macroeconomic 
reform. Presid2nt Yeltsin requested 
$600 million in additional grain credit 
guarantees. We are considering this 
request and looking at creative ways. 
we might target our food assistance in 
a way that would promote the growth 
of free markets. I made it clear that %e 
want to see Russia-and the other new 
independent states-become members 
in the International Monetary Fund 
(IMF) and [the] World Bank as soon as 
possible end to have the IMF work 
with Ruc.oa and the other states as 
they continue to develop their economic 
reform plans. Early membership in 
international financial institutions wi!) 
make these states eligible for funds and 

support their efforts to build market 
m 

Challenges Remain 

My visit to the new independent states 
brought home to me the extraordinary
opportunities presented by the collapse
of the Soviet Union. But we can't 

neglect the other challenges confront­
ing us today. 

Proliferation of weapons of mass 
destruction remains a deadly menace to 
international peace. Revelations about 
Iraq's advanced nuclear program and 
the specter of a buyer's market in 
Soviet nuclear know-how drive home a 
clear lesson: Only by constant, con­
certed vigilance-the sort of vigilance 
that brought us victory in the Cold War ---ran we ensure our national and 
international sec-rity. 

In this regard, we welcome China's 

written commitment of February 1, 
confirmed pubiicly on Saturday 
[February 22], to abide by the Missile 
Technology Control Regime guidelines 
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and parameters as agreed by Foreign 
Minister Qian and myself in Beijing last 
November. 'his important step, like 
China's agreement to accede to the 
Non-Proliferation Treaty, constitutes 
real progress-but progress we must 
monitor very closely in the months and 
years ahead. 

We also welcome President 
Yeltsin's announced intention to adopt 
legislation regulating dual-use technol-
ogy and the decision of Brazil and 
Argentina to adopt full scope safe-
guards under the IAEA [International 
Atomic Energy Agency]. 

Regional conflicts hav abated-but 
not ev2rywhere and not at the same 
pace. Old adversaries in Central 
America, Southeast Asia, and Southern 
Africa have started bridging decades oi 
distrust. Even the Middle East-scene 
of generations of war, bitterness, and 
hate-saw ancient enemies sit down to 
talk, a first but necessary step on the 
road to peace.

th laear, wconsideredOver the last year, we have, indeed, 
seen a remarkable expansion of 
multilateral peace-making and peace-keeping initiatives. Less than a 

month ago, the President joined 13 
world leaders at the [UN] Security 
Council in a demonstration of support 
for the UN's revived importance to 
international peace and security. 

But peace-making remains painfully 
protracted. India and Pakistan, for 
example, have just begun the daunting 
process of reconciliation. Peace-
keeping in El Salvador, Cambodia, and 
elsewhere will be expensive. We and 
the world community must be persis-
tent in our support of both. It isthe 
price of success. 

Opening markets to American 
goods and services presents a particu-
larly complex challenge. Bilaterally, 
we must negotiate to ensure that our 
goods and services are not shut out of 
individual foreign markets. Globally, 
we must take the lead to ensure that 
the Uruguay Round [of the General 
Agreement on Tariffs and Trade) 
succeeds and trade barriers come down 
worldwide. This is vitally important 
not only to the United States but also 
to developing countries and the 
emerging democracies of Central and 
Eastern Europe and the former Soviet 
Union.We must maintain momentum 

toward a North American Free Trade 
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Agreement that will eventually create 
the world's largest market with annual 
production of $6 trillici and a popula. 
tion of more than 360 million people. 

Finally, let us not forget the task of 
consolidating democratic values. The 
victory of democracy has not been 
universal. It is certainly not inevitable. 
In much of the world, representative 
government and the rule of law remain 
fragile or even a distant dream. The 
example of Haiti is a tragic case in 
point. 

We must remember that the United 
States is more than our military might 
and economic power. We are the 
spokesman for democratic values 
everywhere, 

I believe we can meet these and 
other challenges. I believe we can 
forge an effective policy in pursuit of 
our interest in a free, prosperous, and 
peaceful world. I believe this budget 
will bring us closer to that goal. 

Overview of Our Funding Requst 
In FY [fiscal year] 1993, we seek 
$22.1 billion in discretionary budget 

authority for international affairs 
programs and $20.6 billion in outlays. 
This compares to FY 1992 figures of 
$22.2 billion in requested or enacted 
:udget authority and $20.1 billion in 

outlays. Our request is within the 
limits on budget authority and outlays 
set by the Budget Enforcement Act of 
1990. 

For accounts under the jurisdiction 
of this subommitt:!e, we request 
$15.1 billion in FY 1993 discretionary 
budget authority and $13.7 billion in 
outlays. 

As Secretary of State, I am daily 
faced by the challenges confrcnting 
the United States around the world 
But I am also a public servant acutely 
aware of my duty to husband the 
taxpayer's dollars during a period of 
economic hardship here at home. This 
budget reflects both these facts. It is a 
lean budget for lean times. 

But it is also a flexible budget, one 
that reflects the changed international 
environment in which we live. I would 
like to highlight two initiatives--our 
aid package for the former Soviet 
Union and s "-Dortfor international 
peace-keeping-before moving on to ageneral overview. 

US Department of State Dispatch 

Partnership for Peace 
Just over a month ago here in 
Washington, the United States joined 
oaern50nothe ntedStatind
 

over 50 other nations and international 
organizations in a coordinating confer­
ence to help the new independent 
states of the former Sofiet Union. Our 
objectives were twofold: first, to plas 
emergency measures to stem the short­
term rise of human misers; and,secrid. 
to chart longer term strategies to brig 
the new independent states more ful 
into the community ofprosperous, 
peacefl,and democratic nations. We 
tompared notes, developed joint action 
plans, and discussed ways to divide our 
labors. For we all realized that a truI.\, 
global problem called for othing less 
tian a global solution. 

In short, we forged a new coalition 
here in Washington-a coalition no less 
important than the one that freed 
Kuwait. Our aid to the new indepen­
dent states must, therefore, be 

in the context of this broadcoalition effort: It is ou part in an 
international partnership for peace. 

We seek $620 million in new 

appropriations for aid to the former 
Soviet Union in fiscal years 1992 and 
1993; most of this funding would be 
provided by this subcommittee: 

$500 million for a special humani­
tarian and technical assistance account 
to meet emerging humanitardn and 
special assistance neerd..($150 million in 
FY 1992 and $350 million in FY 1993); 

a $100 million in Economic Support 
Funds to promote democratic reforms, 
economic restructuring, and defense 
conversion; 

9 $10 million in development 
assistance targeted at the poorer 
republics; and 

* $10 million in PL 480 Food for 
Peace for a "Farmer to Farmer" 
technical assistance program. 

The funds you appropriate will 
augment $860 million in funds available 
under existing legislation, including­

( $210million in food assistance 
$165 million ispfood aid and $45 million 

surplus Department of Defense 
stocks); 
t $100 million from Defense for 
transportation of humanitarian relief;* $400 million from Defense to 
help states of the former Soviet 
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Union eliminate nuclear and chemical 
weapons; 

* $30 million from [the] US Agency 
for International Development 
(USAI D) for emergency medical 
supplies; and 

@$120 million from USAID and the 
Commodity Credit Corporation (CCC) 
for technical assistance programs in 
priority sectors, such as democratic and 
economic institution-building. 

Finally, the CCC has announced 
$3.75 billion in food credit guarantees 
for the former Soviet Union. About 
$3.1 billion is already being used to buy 
and ship more than 20.2 million tons of 
US commodities. 

US assistance and credit guaran-
tees to the new independent states will 
total more than $5 billion. Our success 
in actually delivering food and assis-
tance to the former Soviet Union is 
second to none. 

Paying for Peace-Keeing 

In peace-keeping, as with our help for 
the new states of the former Soviet 
Union, we intend to seize the opportu-
nities offered by changing international 
circumstances. We seek to reinforce 
the new solidarity ofthe United 
Nations that was first displayed during 
the Gulf crisis and to support its ke 

We, therefore, propose $350 million 
as antaedentore p eFY50 m n 

ns an amendment to the FY 1992 
budget and $350 million inthe FY 1993 
budget to support our fair share of new 
and expected peace-keeping activities 
inCambodia, El Salvador, Africa, the 
Middle East, and, perhaps, Yugoslavia.Although peace-keeping falls within 
the jurisdiction of the Commerce, 
Justice, and State Appropriations 
Subcommittee, I ask for your support 
in obtaining funding in FY 1992 
through the peace-keeping operations 
account. We consider these funds 
nothing less than an investment in 
peace. 

We also request $257 million in 
voluntary contributions to international 
organizations, such as the UN Develop-
ment Program ($124 million) and the 
UN Children's Fund ($60 million)during FY 1993. 

Foreign Assistance 

Foreign assistance remains an essential 
tool in advancing US interests in the 
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1990s. It permits timely, flexible 
support for our interests in political 
pluralism, free market economic 
development, peace-making, strong 
alliances, and the war on drugs. About 
30% of all foreign assistance will go to 
Israel and Egypt, reflecting our 
commitment to peace in a volatile 
region. Salient features of our bilateral 
assistance program for FY 1993 
include: 

Military Assistance. Our proposal 
will decrease military assistance by 
11% from $4.7 billion to $4.2 billion. 

This decline reflects lessening interna-
tional tensions. Israel ($1.8 billion) and 
Egypt ($1.3 billion) will receive about 
70% of all military assistance; the 
balance will go to other friends and 
allies, including Turkey ($547 milliun'), 
Greece ($345 million), the Andean 
countries ($142 million), and Portugal 
($101 million), 

Economic Support Funds. Our 
program will cut Economic Support 
Funds from $3.2 to $3.1 billion. Israel
($1.2 billion) and Egypt ($815 million) 
will receive about 65% of all funds 
under this program. Other major 
recipients include the Andean coun-
tries ($250 million), El Salvador 
($160 million), Nicaragua ($125 million), 
and the states of the former Soviet 
Union ($100 million), 

Eastern Europe. Our plan will 
increase assistance to Eastern 
Europe by $50 million from $400 million 
to $450 million, with a focus on 
strengthening democratic institutions 
and the free market. 

Development Assls~iance. Our 
proposal will keep developmenta ssa c o g l o s a taassistance roughly constant at 
$2.5 billion, including the Develop-
ment Fund for Africa ($776 million). 
We expect to provide assistance to 
70 countries with programs emphasiz-
. s 
gsutab 

Caital 
program includes a special $100 million 
Capital Projects Fund to help recipient 
countries invest in the infrastructure 

crtical to development. 

Our plan also includes a$25-million
Asian Environmental Initiative to 

address the serious environental 

problems that constrain Asian eco-


probemsthatcontran Asan co-
nomic growth. We will implement the 
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initiative in concert with 16 other US 
Government agencies, the US private 
sector, and Asian countries. 

Enterprise for the Amorlcas 
Initiative (EAI). Our plan asks for 
$286 million under the second year of 
the EAI to reduce debt owed the 
United States by countries undertak­
ing economic liberalization. The United 
States has increased its exports to 
Latin America and the Caribbean by 

nearly 30% over the last 2 years. We 
con i recovey. 

own economic recovery. 

Multilateral Development Institutions 

For FY 1993, we seek $1.8 billion for 
multilateral development institutions 
that foster economic reform and 
growth in developing countries. This 
includes $100 million for the EA I 
Multilateral Investment Fund to be 
administered by the Inter-American 
Development Bank; the fund will offer 
technical advice and financial support 
to countries liberalizing their invest­
ment regimes. Japan, Canada, Spain, 
and Portugal have also pledged to help 
the fund. We also propose a new 4-year 
replenishment for the Asian Develop­
ment Fund, with an initial installment 
of $170 million in 1993, to provide 
concessionary loans to the smaller, 
poorer countries of Asia. 

Finally, we believe it critical that 
the United States meet our commit­
ment to an IMF quota increase. This 
increase is urgently required if the 
IM7 is [to] take a leading role in 
foo.kring economic reform in Russia 
and the other new"states of the former 
Soviet Union. 

Refugee Programs 
The United States has long played an 

important, even critical role in address­
ing the plight of the world's refugees­
nowhere more evident in 1991 than in 
our timely assistance to the Kurds. We 
estimate that more than 16 million 
refugees will require some sort of 
international help inFm 1993. Our 
request includes $550 million for 
Migration and Refugee AFistance and 
$20 million to replenish the EmergencyRefugee and Migration Assistance 

Fund. 
For cur refugee programs overseas, 

we seek $265 million to assist interna­
tional efforts providing protection, 
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care, resettlement, aad repatriation 
assistance to refugees. To finance our 
refugee admission and resettlement 
program, we seek $208 million. This 
%illcover the expeni i of an estimated 
122,000 refugees planned for admission 
into the United States. Finally, 
continuing a program begun in 1973, we 
propose $50 million to support refugee 
resettlement in Israel. 

The War on Drugs 

In FY 1993, we request approximately 
$580 million for international counter-
narcotics programs to combat the flow 
of illegal drugs into the United States. 
The war on drugs remains a top 
national priority, as reflected by 
President Bush's upcoming participa-
tion in the San Antonio summit with 
the Presidents of the Andean nations 
and Mexico. One hundred seventy-
three million dollars will fund activities 
of the Bureau of International Narcot-
ics Matters. These include demand-
reduction programs in Latin America 
and Asia, the Department's counter-
narcotics air-wing, and improving the 
coordination of international efforts to 
combat drug trafficking. Economic 
Support Fund assistance of $250 million 
will help Colombia, Peru, and Bolivia 
revitalize their legal economies and 
create alternatives to coca cultivation. 
FMF [foreign military financing], 
USAID, and US!A [US Information 
Agency] programs round out the 
international affairs counter-narcotics 
package. 


Peace Corps 


In FY 1993, we request $218 million for 
the Peace Corps. This will support 
high-priority activities in Central and 
Eastern Europe and up to 500 volun-
teers in the republics of the former 
Soviet Union ithout lessening our 
efforts elsewhere, especially in the 
developing world. 

Conclusion 

After this quick tour of our foreign 
assistance budget, I would like to 
conclude with a personal note. 

On my way to Moscow 2 weeks ago, 
I stopped in Frankfurt to help inaugu-
rate Operation Provide Hope, our 
military airlift of emergency food and 
medical supplies to the states of the 
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Statement by White House Press 
Secretary Marlin Fitzwater, Washington,
DC, February 19, 1992, and remarks by 
Secretary Baker prior to meeting with 
Georgian Prime Minister Sigua, Moscow, 
February 18, 1992. 

White House Statement 

The President has decided that the
United States will take immediate steps 
to establish diplomatic relations with 
Azerbaijan, Tajikistan, Turkmenistan, and 
Uzbekistan. The United States had 
recognized their independence on 
December 25, 1991. Following Secre. 
tary Baker's recent visit to these 
countries, the Presidnt believes US 
interests will be best served by having
diplomatic ties to their governments,Secretary Baker conducted detailed 
discussions with the leaders of the four 
countries on the political, economic, and 
securiy principles of most importance to 
the United States. The depth, extent, 
and richness of United States relations 
with each of these countries will depend 
on their commitment to these principles. 

With this step and yesterday's
establishment of diolomatic relations withMoldova, the United States now has 
diplomatic relations with 11 of the 12 
former Soviet republics. The United 
States does not intend or seek to isolate 
the people of Georgia, as Secretary 
Baker said in Moscow. But, at this time, 
the United States is not in a position to 
establish diplomatic relations with 
Gorgia.

The United States will open ombas-
sies in these countries by March 15. Inaddition, the Un;'ad States will support 

their membership in relevant international 
organizations, including the International 
Monetary Fund and World Bank. 

former Soviet Union. As always, I was 
impressed by the professionalism of the 
young men and women of our military 
services. Iwas impressed, too, by the
enthusiasm with which they embarked 
on this mission of mercy. 

But, most of all, Iwas struck by the 
powerful symbolism of the moment: 
For 40 long yeai-s, the men and women 
of our military services had served as 
the foot soldiers of the Cold War. For 
40 years, they had fought and died in 
p!ac. slike Korea and Vietnam. For 40 
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Secretary's Romrks 

0: Mr. Secretary, what must Georgia do
 
before the United States wi;l extend
 
diplomatic recognition? Does President
 
Gamsakhurdia have to be reinstated')
 

Secretary Baker: Ijust completed 
about a40-minute press conference at 
which Iwas asked the qioston: Why 
am I seeing Prime Minister [SiguaJ?
I said that Ithought Itwas important that 
the people of Georgia know that the 
United States has no desire or intention 
of isolating them. Georgia is the only 
state which Ihave not visited--the only 
state that was a republic of the former 
Soviet Union that Ihave not yet visited. 

The purpose of this meeting is 
simply to let the people of Georgia know 
that the United States has ro desire toignore or isolate them. Itdoes not 
represent an implicit extension of 
diplomatic recognition. Iwill say 'iat the 
United States has recognized the 
independence of Georgia. The moeting 
today is for the purpose that lve just 
expressed and not as an endorsement of 
a particular government inGeorga. 

I will tell the Prime Minister tha! we 
have concern about the violent mannerin which a democratically eleced leader 
was overthrown by force. B.jt I w,;'a!so
 
tell him, as we have made very clea' to 
the world, that we have great concern 
about actions thal that democratica,,y 
elected leader took after becoming 
President, t;ons that--in our view-dc 
not comport with the principles of CSCE 
[Conference on Security and Coopera.
tion in Europe], with rerpect for human 
rights, [or] with respect for minorityrights. Iwill want lo hear the Prime 

Minister on his view of CSCE principles, 
the five principles which the United 
States had articulated back in Septem. 
ber. So we're looking forward to having 
that discussion ... 0 

years, they had readied themselves for 
the moment when they would be called 
upon to halt the Soviet war machine. 

Yet, there in Frankfurt were young 
men and women of our military ser­
vices preparing to take off for Moscow 
and Minsk, Baku and Bishkek, Kiev 
and Kishinev, not with a cargo of 
destruction but with a message of 
peace. They understand that it is not 
enough for us to win the Cold War. We 
must also win the peace. That is their­
and our--challenge. N 
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FOREIGN AID 

Stopgap Bill Becomes Laiw
 
After Deadline Threat
 

ongress gave final approval on 

April 1 to a $14.6 billion stop-
gap foreign aid bill that in. 

cludes $270 million in increased fund-
ing for U.N. peacekeeping ope-ations 
and permits expanded effort,, to aid 
the former Soviet Union. 

The same day, President Bush 
signed the bill (H J Res 456 - PL 
102.266), which funds international 
aid programs for the nearly six 
months that remain in fiscal 1992. The 
measure fills the vacuum created by 
the failure of a full-year appropria-
tions meisure that became entangled 
in the administration's dispute with 
Israel over loan guarantees. (Weekly 
Report, p 733) 

The continuing resolution provides 
most of the $350 million increase in 
international peacekeeping funds that 
the administration sought for fiscal 
1992. The funding is for assessed con-
tributions to the United Nations and 
will support U.N. operations aimed at 
preserving fragile peace agreements in 
Cambodia. El Salvador. Yugoslavia 
and other nations. 

While attention was focused on the 
administration's broad new legislative 
proposal for the former Soviet repub-
lics, the continuing resolution will 
also permit the administration to pro-
vide $150 million in technical and hu. 
manitarian assistance in fiscal 1992. 
(Soviet aid, p. 883) 

Although the measure appropri-
ates no new aid, it makes it easier for 
the administration to shift aid previ-
ouslyv allocated for other countries to 
the former republics. The continuing 
resolution also repeals a pair of Cold 
War-era laws that prevented most Ex-
port-Import Bank lending to the So-
viet Union. 

The rush to pass the continuing 
resolution began hours before the ex-
piration of a similar measure (PL 102-
145) on March 31. The House ap-
proved the $14.6 billion measure, 275-
131. (Vote 63, p. 910) 

When the March 3 deadline 
passed without Senate action, the Of-
fice of Management and Budget pre-
pared an order that would have re-

By CarrollJ. Doherty 
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action on the measure 
Snate 

was followed by a floor debate 
on the administration'shard 
line toward loan guarantees 

far Israel. 

quired the Agency for International 
Development (AIDi effectively to shut 
down. The order would have forced 
more than 2,000 furloughs at AID. 
The Senate approved the measure, 84­
16, on April 1, just before th order 
was to be executed. 'Vote 62. p. 914Y 

The Housethenclearedihe measure. 
accepting witnout objection an unre-
lated amendment attached by the Sen-
ate that provides $107 million in addi-
tional funding for the Small Business 
Administration's disaster loan program. 

The brief hangup in the Senate 
was caused largely by the continuing 
dispute over Israel's request for $10 
billion in U.S. loan guarantees. Dennis 
DeConcini, D-Ariz., and other sup-
porters of Israel said they intended to 
amend the measure with loan guaron-
tees despite Bush's pledge to .,to an%. 
legislation that did not also require 
Israel to freeze the construction of set-
tlements in its occupied territories. 

The regular foreign aid bill for fis-
cal 1992 was scuttled after the admin-
istration and members of the Senate 
failed to reach agreement on the loan 
guarantees, which Irrael is seeking to 
absorb a wave of Jewish immigration 
from the former Soviet Union. An-
gered by the administration's tough 
stance, some supporters of Israel were 
eager to challenge the pre:.;dent. a!-
though there appeared to be no eros-
pect to override a veto. 

But officials from American Jewish 

organizations feared another sho%%­
down with the White House and per­
suaded the senators .,)t to attach thu 
loan guarantees ,.- toe continuing 
resolution, according to -ongressional 
sources. 

In an arrangement negotiated b.% 
Senate leaders, the lawma!'ers settled 
instead for a vaguely worded. nor. 
binding resolution (S Res 277, tha, 
expressed support for "apprtpria.t 
loan guarantees" for Israel. 

The resolution, orig:nall) s,,r. 
sored by Frank R. Lautenberg. D.N.-I. 
was approved 99-1, with only Sen 
Robert C. Byrd, D.W.Va.. casting a 
nay vote. (Vote 63, p. 9141 

But the vote provided little indoca­
tion of how the Senate would ap. 
proach a substantive loan guarantee­
proposal. Many of those who agre­
with the administration's positin. 
such ds Minority Leader Bob Dole. R-
Kan., also voted for the resolutiton 

Modest Funding 
Although the stopgap spending hill 

reduced aid more than S1 billion he­
low the level enacted in fiscal 1991. 
lawmakers approached it with a di,­
tinct lack of enthusiasm. 

"I'm quite surprised at the strong 
vote, but I don't think it indicate­
support for foreign aid." Rep. William 
S. Broomfield, R-]i h., s'iid after the 
House vote. 

The debate in both chambers wi.­
brief and perfunctory, as few member, 
spoke in support of the bill. 

But faced with a suspcnsion of 
nearly all aid programs as well as the 
impending layoff of thousands of em. 
ployees at AID, the Peace Corps and 
other agencies, most lawmakers felt 
they had little choice but to approve 
the continuing resolution. 

Recognizing the anti-foreign aid 
mood that has gripped Congress. Rep 
David R.Obey. D-Wis., ,ho managed 
the bill, emphasized the relit'vely 
modest level of spending that would 
be provided. Obey is the chairmar of 
the Appropriations Subcommittee on 
Fo-.eign Operations. 

Foreign aid funding in the bill i, 
$700 million below the fiscal 1992 leg. 
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Foxeig Operations Appropriations
 
(In thousands ofdollars) 

Iocal 1191 Presdent's House Continuing 
Approlpriation Request Bill Resolution 

MutMatal Aid 
World Bank 

Paid-in capital 
.mitation on callable capital 

Global Environmental Facility 

S 110.592 
(2,899,610) 

--

$ 7r'26 
(2,267.418) 

-

$ 70125 
(2.267.418) 

50.000 

4 7U.12e 
,2267,4181 

-

International Development Association 
Internaitonal Finance Corporation 

Inter-Amerncan Development Bank 
Lynitao,' on callable capital 

1,064.150 
40,331 
91.299 

(2,235.077) 

1.060,000 
50.000 
90.389 

(2.235,077) 

1,060.000 
40,331 
90.389 

(2,235.077) 

1.060.000 
40.331 
90.389 

f2,235.0771 
Enterprise for the Americas investment fund 

Asian Development Bank 
Asian Development Fund 
African Development Bank 

-
126.854 
10,136 

100.000 
25,526 

174,955 
8,987 

10.000 
25.526 

158.793 
8.987 

-

126.854 
8.98" 

African Development Fund 
European Development Bank 
International Monetary Fund (U.S. quota increase) 
State Department international programs 

105,452 
70,021 

-
284,730 

135.000 
70.021 

12.158,000 
250,212 

135.000 
70.021 

-
300,612 

105 452 
79.021 

-
,.34 730 

Other 10,601 50,001 3.001 -

TOTAL, Multilateral Aid $1,914,166 5 14,243,217 $2,112,786 $1,956,890 

Bilateral Aid 
Agency for Intemational Development (AID) 
Development assistance 
Sub-Saharan Africa. developmant aid 
Operating expenses 
Enterprise for the Americas: debt reduction 
Economic Support Fund 
Multilateral Assistance for Philippines 
Assistance for Eastern Europe 

1,313,683 
800.,000 
474.884 

-

3,991.000 
100.000 
369.675 

1,277.000 
800,000 
521.0;39 
304.340 

3.228,000 
160.000 
400.000 

1,376.635 
1,000.000 

519.039 
65.000 

3,216.624 
160.000 
400.000 

1.313 683 
800 00 
519039 

3.216.624 
100 00: 
369 6 5 

Other 214,341 170.218 337.218 237420 
Subtotal, AID $7,263,583 $6,860,597 $7,074,516 $6,556.441 

State Department 
Interational narcotics control 150.000 171.500 150.000 150.000 
Mr ,ration and refugee aid 
An:i-terrorism assistance 

520.648 
12.026 

510,557 
15.000 

680.00 
15,000 

680.000 
12.026 

Subtotal, State Department $682,674 $ 697,057 $ 11",000 $842,026 

Peace Corps 186,000 200,000 200,000 200.000 
Overseas Pnvate Investment Corp. (loan levels) 
Other 

(290.000) 
38.000 

(400.000) 
74.393 

(400.000) 
53.143 

(400 000) 
55.330 

TOTAL, bilateral aid $8,170,257 $7,832,047 $ 8,172,659 $ 7,653.797 

D!ateral Military Aid (appropriated to the president) 
Foreign military financing 4,663.420 4,640.000 4.150.900 4.150.900 

Eshmate' Joan program 
International military education and training 

-
47.196 

(313.961) 
52.500 

(404.000) 
47.196 

(404.000, 
47.196 

Special defense acquisition (limitation on obligations) (350.000) (275.000) (275.000) (275.000 
Other 664.862 48.000 38.000 38.000 
TOTAL. military aid $ 5,375,478 $4,740,500 $ 4,236,096 24,236,096 

Export Assistance 
Export-Import Bank 750,000 555,778 650.613 65,.613 
Export assistance (l0an levels) - (9,525.00) (11.000.000) (11.000.01i 

Trade and development 35.000 3.,000 40.000 35,00. 

International peacekeeping - 350.000 - 270.000 
Small-business emergency loans 

GRAND TOTAL 
-

S 16,245,401 ' 
-

S28,026,3a2?.1 16,136,96' 
107.025 

S 14,596.721, 

FYciel 189) ca/l idsced 0 O0.0V in oler mtst4nciofr -Arin' Erovpe 
'Ad.'wlr'aw rvqueai ir"itded 8270 mullo ivtrfinan e niatod: toconieudrd lurtgn "Wimas.,sole 

Howe biR; owrtu.ed a I percent cui in mori caeegories and 81,5 n iI/,on /or defirt reducon 
Contirng rwooiawn i6pplies a 148 percent cut. totsn.1 2 7 mlhon to ell calponri ezcept ea rarked 'id 
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EFEIuSE A FOREIGN POLICY 

islation (HR 2621), which the House 
approved last June. It is also $13.1 
billion below the administration's 
budget request for fiscal 1992, primar-
ily because the continuing resolution 
did not include the requested $12.2 
billion increase in U.S. financial bach-
ing for the Interrational Monetary 
Fund (IMFI. (Chart. p 891) 

Obey maid that Treasury Secretary 
Nicholas F. Brady urged lawmakers to 
approve the IMF funding request, the 
centerpiece of the administration's aid 
package for the former rep ,blics. But 
Obey said "the IMF request cannoi pass 
unless the president engages in a mojor 
national campaign" and makes "a per-
sonal effort to round up votes for it." 

The bill generally retains the spend-
ing formula from the stopgap bill tha, 
expired at the end of March. It funds 
programs at the level enacted in 1991 or 
the level in the House-passed bill for 
fiscal 1992, whichever is lower. 

A number of important programs 
were exempted from the formula. in-
cluding aid for refugees around the 
world and operating expenses for the 
Peace Corps and AID. Without the 
waiver for operating expenses. Al) 
would have had to furlough an esti-
mated 4,000 employees about one day 
a week for the remainder of the fiscal 
year, according to agency officials. 

The legislation also retains ear. 
marks from the House-passed bill for a 
host of popular humanitarian programs. 
including $250 million for AID's child 
survival programs and $10 million for 
the United Nations Children's Fund. 

In order to provide additional peace-
keeping support, however, Obey re-
duced all assistance programs - except 
those going to afew countries for which 
Congress has usually earmarked aid. 
such as Israel and Egypt - by an addi. 
tional 1.48 percent, which saved wnore 
than $200 million, 

Obey also tweaked his Senate 
counterparts by eliminating 16 ear-
marks from the fiscal 1991 bill, many" 
of which were included by senators. 

For example, the legislation ends 
tarmarks f'r military aid for Morocco 
and for a host of international cnvi-
ronmental programs that have been 
backed strongly by GOP Sen. Bob 
Kasten, Obey's Wisconsin colleague. 

The Senate, which typically sets 
more funding requirements than the 
House, was in a weak position to chal-
lenge the action. Administration offi. 
cials worked with Obey L.nd other 
House member;; in crafting the mea-
sure and wc., d have oppused efforts 
by senators to reattach the earmarks. 
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Aid for the Philippines was also 
cut. Under the Multilateral Assistance 
Initiative, the Philippines was due to 
receive $160 million in fiscal 1992, but 
the continuing resolution cut that to 
$100 million. 

El Salvador Compromise 
The bill includes a compromise on 

military aid for El Salvador, an issue 
that has divided Congress and the exec-
utive branch for more than a decade. 

The measure lets the administration 
spend for non-lethal supplies $21.3 mil-
lion in previously approved assistance to 
the Salvadoran military. But the legisla-
tion transfers the remainder of the ad-
ministration's request fot fiscal 1992, 
$63.8 million, to a fund to rebuild the 
country and retrain combatanL,. 

The measure allows the 

administration to spend $21.3 
million for non-lethal aid to El 

Salvador's military but shifts 
$63.8 million to a fund to 

rebuild the country. 

The government of El Salvador 
and left-wing guerrillas signed a peace 
agreement in January, ending the 
country's long-running civil conflict. 

The continuing resolution places 
tighter restrictions on the administra-
tion than a draft authorization bill ap-
proved by the House Foreign Affairs 
Committee in March. Unlike that pro-
posal, the stopgap spending bill requires 
that the administration seek the ap-
proval of key ccngressional committees 
before spending the remaining aid for 
fiscal 1992. (WeeklA Reno , p. 627) 

Rep. Joe Moaklev, D-Mass., chair-
man of a House task force on-El Salva-
dor, expressed disappointment thot 
the measure provides any aid for the 
country's military force,. "While it's 
not the agreement we'd like." he con-
ceded, "it's the best one we can get." 

Midd!e East Concerns 
Most of the discussion in the Sen. 

ate concerned what was not incl'tded 
in the bill - the Insn guarantees and 
restrictions or, aid to Jordan. 

Sen. Hank Brown, H-Coo., had in-
tended to offer an amendment requiring 
the administration to certify that Jor-
dar, is observing the U.N. embargo on 

Iraq before giving the kingdom any 
assistance. Numerous new.s reports 
have alleged that Jordan has been help. 
ing Iraq circumvent the erbargo. 

But Brown dropped his amend. 
ment after Secretary of State Jame, 
A. Baker II personally provided a,. 
surances that he will ensure that Jor. 
dan abides by the U.N. resolution!. 

That outraged Sen. Alfonse N1 
D'Amato, R-N.Y., who called it an 
"absolutely contemptible act" to pro. 
vide aid for Jordan without requiti ng 
presidential certification. D'Amat,, 
was one of 16 senators to oppose the 
continuing resolution. 

After approving the stopgap bill. 
which did not mention Israel's request 
for loan guarantees, the Senate con­
ducted the first extended congre . 
sional debate on the request when it 
took up the non-binding resolution 

Lautenberg attempted to cast the 
symbolic resolution in positive term­
"It simply puts the United States Sen­
ate on record in support of loan guar. 
antees for Israel," he said. 

But Dole and others said the mea­
sure was so ambiguous that it could be 
interpreted to mean almost anything. 
including support for the administra. 
tion's Middle East policies. 

Kasten vowed to include loan guar­
antees on future legislation, possibly the 
administration's aid plan for the former 
Soviet republics. "This is only the be. 
ginning" of congressional effortm It, en 
act the guarantees, Kasten said 

The debate touched on presidential 
politics as Sen. Malcom Wallop. R. 
Wyo., who supported the measure. lam­
basted those who would brand the ad. 
ministration's policies as anti-Semitic. 

Without naming Arkansas Gov. Bill 
Clinton, Wallop accused him of making 
"incendiary remarks about the subtle 
anti-Semitism of the president of the 
United States and this administration." 

Clinton, a contender for the Demo. 
cratic presidential nomination. charge,1 
in a March 31 speech that Bush had 
"broken down the tahoo against overt 
anti-Semitism" in his attacks last Sep 
tember on U.S. Jewish organizations. 

The Senate debate came as the 
State Department released a report 
that could further strain U.S.-Israeli 
relations. The department's inspector 
general accused Israel of engaging in a 
"systematic and growing pattern" of 
unauthorized transfers of U.S. mili. 
tary technology to third countries. But 
the State Department found sepa. 
ratelv that there was no evidence that 
Israel hnl provided Patriot missile 
technology to China. 
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Stop Bashing Foreign Aid
 
The current presidential primaries are mental reform- the urgent need to 
adding to an unfortunate consensus reverse the political assault on environ­
among Americans that foreign aid is Guest Column mental and population programs; and 
wasteful, counterproductive and done at long-term obligations to Israel and 
the expense of Americans in need. At By Richard M. Walden Egypt under the Camp David peace 
the recent Democratic candidates' de-
bate in South Dakota, Jerry Brown 
stated that "not another penny in ,or-
eign aid should be sent until all Americans in need are .Aken 
care of." And foreign aid fares little better among some 
Republicans - with Pat Buchanan regularly lambasting 
foreign aid as part of his "America first" candidacy. 

These men know better. (See Monday Develonments, Febru-
ary 17, 1992) To go to r farm state and decry foreignTogo7, 992 r 
assistance is to ignore a major ource of farm income: each 
year the US government spnds billions of dollars purchasing 
food from large and small growers to send abroad as food 
assistance; billions more in loan and price guarantees are 
given to foreign governments to enable them to purchase 
American food. US-administered food aid is budgeted at just 
under $1 billion for 1993 in addition to approximately S2 
billion in multilateral assistance to development banks and 
international organizations. 

ary t armstae an dery oregn 

While there is certainly a legitimate debate regarding the 
appropriate mix of foreign aid - e.g.. humanitarian and 
development assistance on one hand versus military and 
economic aid to "ciony" governments - most experts agree 
that foreign aid is a necessary and wise expenditure if the US 
wants to rtmain an influential world power. 

The American public, however, l-.s had it with non-humani-
tarian foreign aid. A Roper survey done for a network of 
American foreign aid organizations yielded only a 12 percent 
positive response to maintaining a foreign assistance program 
- the lowest positive rating of all US government programs. 
If a deepening recession and the proximity of national 
elections are added to an already weak base of support, 
continuance of foreign aid is in grave danger. 

This must be viewed in light of the ever-expanding demands 

made on our shrinking foreign assistance budget: a persistent 

famine in Vrlca; the dissolution of the Soviet Union; six new 

Eastern European aid recipients with the possibility of four to 
six nations arising out of what was Yugoslavia; large-scale 
natural disaster recovery programs in Bangladesh and the 
Philippines; the need to keep vital commitments made to 
Nicaragua. El Salvador and South Africa to further govern-

accords with new obligations of a 
similar nature foreseen should the Isra­
el/Palest;.nian talks and thc Cambodia 

peace accords succeed. 

Rather than pander to people's fears 3nd ignore the link 
between the welfare of Americans and the welfare of recipi­
ents of our aid, presidential candidates should focus their 
discussion of foreign aid on the following pnoritics: 
• supporting the United Nations' new effort at coordinating 

a ofing hunited aio s neoac onn 
alroct har a am d p 

• increasing funds for multilateral and multisectoral aid with 
an emphasis on havirvg 'process' aid projects (e.g. democ­
racy programs) carried out by international organizations: 

supporting conversion of significant US miitar resources 
to a new humanitarian role which has alread. begun with 
US military support for the Kurdish. e ingladeshi and 
Commonwealth of Independent States' relif efforts; 

• creating a cabinet or at least White House-based human 
rights and humanitarian aid coordinator who would bring 
up these concerns regularly at White House meetings: 

developing a set of criteria for all foreign assistance 
expenditures which promotes self-sufficiency. encourages 
regional peace initiatives with recipients' neighbors. 
responds quickly to natural disasters and expands free 
trade and democratic institutions; and 
insisting that foreign governments which receive direct, bi­
lateral aid attempt to distribute that aid through rongovem. 
mental organizations free of discrimination based on 
political, racial, religious or tribal affiliation, while at the 
same time enhancing the NGO share of USAID funding 
and streamlining the bureaucratic procedures to encourage
broader participation in US government programs by both 
for-profit and non-profit groups. 

None of these ideas is new and they are simple enough to be 
explained to the American electora!,: without fear of negative 
backlash or political vulnerability. 

Richard M. Walden ispresidews of Operation USA, ar traerAction 
member based in LosAngeles which has sera assistance to 50 countries 
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Roskens Ouitlines Vision for US Development Assistance 
Age :y fot International Development Administrator Ronald 
Ropkens testified before the House Foreign Affairs Committee 
on February 20. He presented AID's budget request for fiscal 
year 1993. He also provided details on this request. as well 
as AID's reorganization and management reforms. Future 
issues of Monday Developments will discuss these elements, 
The following excerpts are focussed on Dr. Roskens' vision 
of the future of US development assistance: 

"In considering the future directions of the AID program, 
permit me to address L'ree myths that frequently unierlic and 
shape discussions about foreign assistance. First, there is the 
myth that the United States must choose between its pressing 
domestic problems or a continuing active enfdgement in in- 
ternational affairs, but it cannot do both. The second myth is 
that our foreign assistance funds are wasted because we do 
not know what works and what doesn't, and as a result we 
have nothing to show for over 30 years of AID work. Final-
iy, the third mytfi is that AID may not be able to manage our 
foreign assistance program effectively in the future ... 

(O)ur national interests - including the solution to our 
domestic problems - are best served by a world inwhich the 
promises of justice and improved standards of living are 
being realized by rich and poor nations alike. This is onl) 
possible ifdeveloping countries, as well as those newly 
independent states struggling to create a new democratic 
society, share with us the benefits of expanding trade, 
dynamic market economies, democracy and justice within 
nations, and basic fairness between nations. This will help 
remove the occasion for armed conflict within and between 
nations, strengthen intemational cooperation and provide 
expanding markets for US products and services. ... By the 
year 2000, four out of five consumers will reside in the 
developing world. 

"But poor people make poor customers. For these markets to 
expand, the opportunities for jobs and higher incomes of all 
citizens in the developing world must increase Our foreign 
assistance programs are intended to be an tmportant contribu-
tion to this objective ... 

"Increased prosperity in developing countries means greater 
security for Americans. The effects of pollution and environ-
mental degradation are not limited by international bound-
aries. They teaten the health and safety of all of us. The 
web of illicit drug production and trafficking enangles 
countries all around the globe, A'nd only their cooperation can 
bring it under control. Poverty, disease and ignorance reach 
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across national borders in their search fcr victims. The AIDS 
epidemic affects rich and poor nations alike, and it cannot be 
overcome by a single nation working in isolation. Increasing 
the participation of the poor in their governance and their 
economic progress will reduce their willingness to enrage in 
armed struggle internally and across borders. 

"'he fact is that the achievements of the US econon,.i 
assistance program are many. This has beetn panicularl, trut: 

when AID has supported innovations and new approaches it! 
development problems. Examples include our critical suppor 
for rFe agricultural research that led to the 'Green Re olutuor,' 
and our pioneenng role in introducing oral reh)dra:ion; 
therapy for infants. 

"One key lesson to emerge from the past three decades is tha: 
economic policies and institutions are critical determinant of 
development - not just economic growth, but social and 
economic progress as well. Development investntn, a., 
most productive when economic policies foster boO, domesti, 
and international competition. 

"Efficient and growing economies also require substantia! 
investments in the development of human resources. 'Tvs,' 
include sustainable systems to pro%ide basic health care ,and 
opportunities for educ,!ion and training. In some cases., h' 
invesuments may best be made by the private sector. In 
others, it is the government that must pro'idc ess.ntI! 
services to those who cannot participate fully in die niarket 
process - the poor. 

"Over the past six nionths, our regional bureaus ha.c re­
viewed each country program to reduce the number of area! 
within which AID will work. We have also reduced, adjusied 
or terminated assistance levels where the performance of the 
host government has been disappointing and economic 
reformshave not moved forward (Guatemala ,;,d the Philip. 
pines Multilateral Assistance Initiative, for example) or 
human and political rights have been violated (Ken. a Zairc 
and Haiti. for example). 

"We are privileged to live in an extraordinary time in which 

we face opportunities which were unimaginable onl. a fc, 
years ago. This is also a time that tests our imagination, 
creativity and capacity for change." 

InterAction members wishing to receive a complete cop. of 
Roskens' remarks may contact Stephanie Gordon at InterAc­
ton, 202/667-8227. 

Monda) Devclopmnt­
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PERSPECTIVE ON THE AID SUMMIT 

Where to Find a Quick $6 BillionV_ _k- both the defense and foreign.Why keep spending on aid budgets juld free signifi. 
Cold War programs like cant funds for pressing needsRadio Fra Europe,now t home and abroad

The Adnmnistration has be-
ihal our former enemy gun to cut thedefense budget, 

and has proposed an addition-is our friend in need? al $50-billion reduction over 
B JOHN W. VWELL 

hen Old Mother Hubbard went 
to her cupboard, her dog -Aas 
probably hoping for more than 

a dcsplay of concern This week. leade'rs 
from 60 nations will gather in Washing. 
ton at President Bushis invitation to 
coordinate humanitarian rclief to the 
republics of the former Soviet Union 
Unless the Unted States and other 
industrial nations search their cup.
boards more thoroughh., there will be 
no international effort to coordinate, and
the republics will likely remain as 
hungry as the dog in the nursery rhyme

Across the former Soviet Union. cup. 
boards are bare and winter is deepening 
its grip When the people of the repub.
lics stood up to the tanks in August. the 
West cheered and exhorted them on to 
free markets But a.' the harsh realities 
of free prices and failed production tegin 
to bite. the people found they had been 
stranded in the cold 

The Unted States has extended agri. 
cultural credits and approved $100 matl. 
lion to assist disinbution of relief, but 
the bulk of assistance so far has come 
from the Germans They plan to make it 
clear that Washington needs to back up
its expressions of sympath. with in. 
creased material support 

Unfortunate),. this historic opportu. 
nit) to help a former enemy comes at a 
time of growing domestic malaise W'e 
don't have to look across the ocean to 
find empty cupboards and people left out 
in the cold 

Are treat needs at horrr and great
needs at abroad irreconcilabl t ' 

Not necessarily The demise of the 
Soviet Union creat,'d new demands for 
Anerican help. but it also eliminated the 
primar;' justification for much U.S 
budgetary spending The Cold War has 
ended, but our budgel is still fighting it 
Phasing out Cold War programs from 

five year. Senate Majority 
Leader George J Mitchell has 
called for cutting 5100 billion, 

and many analyses suggest that even 
greater cuts could be m.,de without 
jeopardizing national secunt.' 

Most of what we save must go to 
meeting domestic needs and reducing
the deticit. but some funds might logi. 
cally be applied to maintaining stability 
in the republics Having s nt 512e 
trillion (in 1992 dollars) since World 

'Overall, 30% of the 
foreign-aid bedget Is military
a $lta [which b*lon'a] 
a i b


In the defen&e budget.' 


War II to dest-'oy them as enemies, we 
should be able to spare a tiny fraction of 
that to feed them as fnends 

Secretary of State James A. Baker Ill 
has said that the onl) source for addi-
tional funds for the republics would be 
cuts in assistance to developing nations. 
"There is no c'her choice" 

There are other choices, of course 
Some of them present a wonderful 
opportunity to help new friends by 
getting rid of programs that made sense 
only when they were enemies 

We continue to give foreign aidfor the 
nghLs to maintain bases in Portugl. 
Greece and Turkey (the eruption of Mt. 
Pinatubo took care of the Philippines). 
These arrangements cost U.S taxpayers 
$1 5 billion a year. The threat that 
justified these bases no longer exists 
These "rent" paymenLs should be eim-
.ated If the United States desires a 

continued presence in these countries. 
the costs should be funded under a 
multilateral defense arrangement 

Overall. 30% of the foreign-aid budg-
et is militar) assistance MiliLa;Y exper, 

ditures belong in the defense budget If 
the programs are worthwhile. let them 
compete with other defense expendi.
tures. Savings $3.3 billion annual.,

Another prime candidate for cus is 
broadcasting aimed at the former Soviet 
Bloc Radio Free Europe has done its job
Eastern Eu'ope is free. (Ted Turner is 
doing them one better, anyway.) Ending 
broadcasting activities for Eastern Eu. 
rope would save $1.3 billion over five 
years. 

Despite the ravages of seven decades 
of Mari",sm. the republics have the 
foundations for future growth-abun­
dant resources. an educated populace
and an indcustrial base. Skpport for the 
republics is in the United States' inter. 
est. as are measures to bnng them into 
the global economy. Huge markets for 
U.S products would open up once the 
economies got on their feet-assuming 
we have gotten our footinthe door.The
 
we hav German prsence in the former 

Soviet Bloc is not entirely altruistic. The 
republics will remember thtir friend. 
when they settle down tobuiness 

Internaioal lending institutions such 
as the Internatior.al Monetary ''und and 
the World Bank are best equipped for 
assisting the republics wits long-term 
economic restructuring 'the United 
States has advocated IMF a,.d World 
Bank membership for republics that 
demonstrate commitment to economic 
reform, but has yet to authorize funds 
for a 50% capital increase that would 
help the IMF to undertake these new 
activities, even though it would involve
 
no net budgetary outlays.
 

Communism has bee.'! "",credited in
 
the former Soviet reput, . but democ­
racy and free markeL nave not yet 
triumphed. America's "cupboards"
aren't empty, but they do need some 

.nous cleaning (and we can't wait for 
wnng). Restructunng our defense and 
foreign-aid spending in rnponse to the 
Soviet Union't. demise would allow us to 
take b'Mte.- care of our own and tc, throw 
our friends more than a bone 

John 14'.Sewell u p euident of fht 
Oversnu Devtopment Council in Wash­
inglon. "imothyhA Johnston, a research 
asutanl of the ODC. contributed to this 
commentark 
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Greatest US Threat Is Nonmilitary 
sh__ould be Prtarid to help de- caiitl in or between tnw repub- nmain highiiam) p,,n andil, 
fed a Kuwalt or a South Korea Ia The mu effecuic help as hI faihtoc-, in bha. 

I Sind againtunralh ig and ecstom. beat from si I.t,alon aid and comm U Whether aJul... 
OW Pill non ftildJ) democrtic governments the Internailonal Moneta) Fund violent- "t ha,, inrr'ul,I" 

O P N agns, cO sullrgent for-es dWorld anik The presidi-,, out urban area, ,M. on,1 .... 
O P O16M ~ (ough guri wism ame a de- si Congirm, however . -a.% formuli bOi thei,* i- 'Aid 

approve rw agreement nsa l -: 
spen& on rlitar) de- Other military hisai Incdude llmding forthe IMF more inchddrci. wli'l- h-.. 

,I. fn.s, the kss it has to re- thespread of nudear weapons The truth is the greatest inter. ig. and drug treatent ft, ii,. ­

ipond to other-than-mritary cbs], technl"og and new aid old rasoeis duNger tu US seun) Catrcu'srntini, ha', ihsh-i 
aenge- to United S ates ecu r forms, of terrorism But even has hle tWdo with mlluta ) L- Outr sWunt) i, n, lung,.i vi r k 

'VHE more Washington dining phenomenon). hied to any US thAi At ow" 

ims,U The main In the poto-cdWld-Ur world. this taken together, thew corworns du mies. Vrt the doliam we spend on frum fureign fort e- Oti rill: 

daneedfax by Id to the paradoxucal con. no add up to any ckl and prelts-defense deprive La of mources hary cannot du muth it, Q-.h.'ht 
clusiun that the higher our rulJ- ent dugerg for the US teeded to del with them The frum the dange.r, i. it,.. TI. 

the United States taw, budget. the less secure we Moreover. US ilitary oper- estem threat may come from dollJr me ipnd on dh-f, i- ­

cm".,,')It is not hard to under. ationms may not provide the best the stead) derenoration of the some 1.5 tril,. ovr t.. it. v 
come not from a sand 

be 
why US leaderm continue to response to armed conflicts or gobAs enviJronment. Thn is an Ls- five year, - art. niit acail.i. i..

mlitary/ denuf) nationa security with threts ntoday's world Multilat. le the president and Congress, confront th*--, oth-i daitgi
uilita- defense For a half-cen, ers.I peacekeeping is more effet- have decided to postpone action ThL- does rit mrat tlut 

adversarybut tur\ the main threat to US ecu, to'e in manr)cases United Na ott for reazom ofr vonom) should b- l.-.td d, i ,it,. 

from a more hit caine from the military prou- ions brokered seulemems have mean th- defenr,-budg, h-n: 
ess of a hostile superpotwer No%, ended anly avil w -ndUN OST lmpor, ,nn). it k%compete far nauininl wi uri,.i­

complex array of hose~er the mutn danger, we force., we helping to m1uciure i mre evident that thi Las - not tci suit-ial, ji)', 

leged at-tn, to th.n.domestic and face come not from a riltary ad. new poliucal orders in plate asJ main sources of oar in. 
versary but from a more complex difTerent as Cambodia and El Sal. oecurnq In the post--old-.ia The US dr-bt,. fil th, d,-f,­

oversea8 lra) of chsilenges Military out- vdor Yet UN peac efforui are world will be dnmecstn- including budgets L%ca't mucl I, ita' 

challenges. Iays are ireleant in addressing sarved for fundi, whle Congrt .- such crtical cor nrsas r nl) It shuuld no, Lt ini.' 
these problem:s refuses to fulfl1l basic US commit- 0 Whether the US economy om much it, ipi ,iI i It ii 

There is Liule na, that any na. ments to the UN. Mun gooo oil will petvde good jobs and s L- tar) but should fou., on h- ,. 
Lion or poup of nutions will te commitments would Lake factory incomes for Amen an ca- use carce re.ouri,e% ti d al -AilI 
Launch an armed s&alA agatnst kss than one-flfth of I percent of bens. This depends on our abl.t) the full rung - of thrt-al, It it:,. 
the US in the foreseeable future the Pentgon's budget. and suel) oI nvest in needed inflraucture tional secunt - mdiitar and ,-,, 
To be sure. some of our secunt enhance our secunt) more thanl educaon, and cienttlfit and nomrC socua and enrimaitiaj:
problems are mil oulitu) an na- another figter bomber or nu.- techniclJ resear'ch Most dollau-i domnestiand interllnatc'd 

Ltre Sddaun Hussein reminded dear submaime that go to defense are lost for
 
us that the Collapse of the Soviet Nor can US armed mrengh these other activities N Riihanl Fr-cb'ip ni.d P,1,
 
Union did not end aggression halt the inisabullt caused by the III Whether we can make the HoAm of tir ui. ,..
 
Several US "ies In the Urd breckup of th Soviet Unj.n, or investments needed to save our Dalagur u . orqauih.li .
 
world are vulnerable; Walngton reduce the ikelihood of vioent envronment and keep our water globul ecoimi,
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NATIONAL SECURITY DAVID C.MORRISON
 

GLOBAL POLICEMEN 
ke Iesfon of the VicinamA 
ssar. Arm% Gen. Ma\sell D. 
lalor said in lY5. %-,a"the 

need for a strong police force... to 
assist in idenifuing the swmptoms if 
an incipient subcrsns situltion In 
1962. in fact. the Agnc for Inter-
nationail Deselopnicni (AIDi hid 
created an Office of Public Satet, toma. 
help desclop just such forces Oser 
the net 12 rs. Michael T Klar ­
and Cynthia Arn,,on estimate in 
SuppAinc Repre~ito, (Inst itute for 
Pol " Studies. I', I.All) trained , 
million foreign cop- \Ahile sndine 
,tm S and riotme325 million in arm, 
gecar osiefse, 

During ihoe dark a,'. fostering 
"'democracs" ssas not ,,cesarh a pret.\ profession In Hiddci group' that monitor "tin 

for but the Justice Department ad. 

ministers. Founded in lyh. ICI A' 
spent $7 million in 9IJtI tiainifle 
about I.(j(ti student,. from t he 
Caribcan and Latin Amlril.i in 
police management. criminal n cti. 
gation and forensic medicin Anr 
the lyt'Y U.S. intervention in Pan.. 

ICTAP sa, also task.d %kith 
shaping 5.5(1 police officers thrL. 
into aprofessional cis ilian fiorce 

Washington has been sharph crih. 
cized for pressing Andvan natin, I, 
inohc their miltaric, in the 0,earn. 
crackdo\sn. and Preid,.nt Bu,t. 
seemed to back off from thi p,,.­
tion during the recent Sn Antrni 
"drug -.ummit - But human right, 

America report no notah abuse, 
Terror' (Pantheon Book,. ILT7,l. an account of the 1Y7o execu- associated %kithICITAP. which shies asa\ from imolemeni In 
tion of Office of Publi Salct\ trainer Daniel A Mlitrone b general policing matters. counierin,,urgcn* and riot control In 
Urugua\an guernlla.i. A.J Langguth descrihe the 14(j torture a letter to Cranston last September hisrepor, ding t(, inqaur' 
of Brazilian journaltlI Fla\io la\,are' Freita, lb,U.S -trained about post-Cold kar police training assistant attornt.. general. 
policemen "The guird, administered clectrit. sho3., vot; , " Lee Rals, attributed the bad odor surrounding the d fun,' 
small era' enerator about a foot and a nail lon Or,the ,id. Office of Public Safer. merl. to "'allegation*'"and 'publ. and 
facing Flaio .a,a familiar s\mbol the. red. sshite and blu. media perception " But. he continued. "in the current \xorld ,,'­
shield of U.S Alf) Hi guard' wrapped vore, around hi, peni, u..tion. \%here povr, and illegal drug acti\ir osershad,,v, id., 
The% stuck ssrc, up his anus The, jammed sAirc, around hi, og,. the nature of police training ha' changed ldeolop.. ' 
ear' The' pain \A, e\crucialini" obhvctires ha\c been replaced b\ the need for proh,,,ion.a. n. 
inthe. gcn,r' reappraisal of "national securi l' pohle, fol pctent las, enforcement 

losing the ictnarr sAr. Congtcr, in lJ-4 enjctLed setoln hwil A, part of his long-running dri\c to mobiliz. a pot%-Cold \kk,t 
of the Forein As,,,itance Act. banning aid to forcign police But push t,help impro\e the "'administration of justice' in loreign 
no\s that the Cold \kar i,.o\ci. training for os,.rcas cop, i,, lands. especiall. in Eastern Europe. Cranston .,ant,, R'l1 AP, 
again mosing up the po1c0 acenda 'A,,onL Of those ssho 
fought-and sould dO so adgin it conditions did not chnCL-to 
get such restriction, put in p1lcc in the bad old da,,'of the Cold 
\k ar.' Sen Alan Cran,,ton. D-( al. argued in a March 5 floor 
speech. "I can sd' that section ()ie no longer ser\c Its purpose, 
and issues it addressed cr\ out to be dealt ,ith in a more affir-
matisc "a% 

The exemption-riddled section h61i Is undeniabl a mess 
"These exception%ha\: become so numerou' and So confusi g 
that the stalu' of the Ia is nov complctel% unclear." th 
Lawyers Committee for Human Right, complained tn a report 
earlier this year, A comprchensi, rsi .ss to idenlit, and regu. 
larize all policr assistance program, must be undertaken, the 
report urged As it happens. responding itoa request from 
Cranston .2nd four other Senator'. the General Accounting 
Office (GAO) Issued just such a studs of police training in earlh 
March. In fiscal IWYU. the GAO reported. fic L'.S agencies 
spent about SI 11million to train or assil pOlueL in 125 nation, 
In 4f) of those nations. ,isoor more U.S programs %svreat \4ork 
This patchsork of progiams. the audir, found. ldck, "a clear 
polic. . clearlh defined program objectises land! a focal point 
for coordination and decision makin '" 

Among this s clcr of U.S effort, arc interna'Tional narcotic, 
control and antiterrtorm assisance program' run h* the State 
Department. Pentagon support for polic forces in the Ande' 
a.d (tntral America and the Internationl Criminal Imestiga-
tie Training Assistancc Program (ICITAPi. wAhich State pay. 

budget increased and its mandate broadened To forstall,ih. 
abu,,cs associated %kithpastlU.S police tranin. pio!ram.' 
Cranston said. four stipulation, are \ital no etd to nation' not 
vcll on their wa\ to "meaningful democra' ." no partcipaition 
b L.S intelligence agencie,. assignment of "the best j\,ahl' 

.S tratners and police assistan,.x onlh integr.il p.irla,an ol 
larger :'fforts to impro\c the Fdrrinistration of justice in the. 
recipient countries 

i hink itts a vcr, convincirg argument. an. I ha\, no pr,,. 
cm with ICITAP. per sc." said Bonnie Tenneriello. Aho track, 

police training programs for lhe Washington Office tinLatin 
America. a human rights group. "But Ahai I think need, ito be 
added i,a program b%which this stuff i,strictl conditioned oin 
human right,,. and sshere Congress has a ,a\ %%hcnthat',, not the 
case Whcnccr Congress tries to ai.tch string, to forc;.cn aid. 
of course. it is accused of trying to wrestle the foreign poh¢% 
steering wheel assa. from the While House. When Cranton 
and secral colleagues tried to accomplish some of the abosc 
goals lasl year ssith an Omnibus Eastern European Securl. 
Assista.:.. Act. they were stonewalled b\ State. 

Within a fess months. Cranston. whoe Senate career end%in 
Januar\. will spon or a neA bill that would place all adminitr.,. 
tnon of justice programs under the Justice Department. aeeord­
ing to Crar,.ton aide Martin E. (Nick) Andersen *'c'r Ji',\­
ing." he said. " 'Put it under one big tent. gise it somc political 
direction to lend it apurpose and meaning I helping oser-mili. 
tarized Second and Third \rorld societies to civilianize '" 
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Study Urges End to Military Aid Programs 

Washington - Military aid programs are hbth expensive and
 

morally offensive, says David Isenberg of the Center for Defense
 

Information in a new study from the Cato Institute.
 

Isenberg points out that th, United States is the world's
 

largest supplier of arms, yet the Bush administration has re­

quested $7.38 billion for taxpayer-subsidized military aid
 

programs in FY 92. He goes on to charge that
 

* Washington wants to increase commercial sales of military
 

equipment as a way of keeping the military-industrial complex
 

happy when the Pentagon budget is cut.
 

* U.S. arms are routinely used by repressive regimes to
 

menace their neighbors or brutalize their own populations. The
 

United States is then an accessory to those crimes.
 

* If one of those governments is overthrown, the United
 

States may be blamed for the misdeeds of the ousted regime, as it
 

was in Iran, Nicaragua, and the Philippines.
 

* American soldiers could end up fighting a country that the
 

United States has armed.
 

"The Sins of Security Assistance Programs" is no. i8 in the
 

Foreign Policy Briefing series published by the Cato Institute,
 

an independent public policy organization in Washington, D.C.
 

-- 30 --


Cato Institute 9 224 Second Street SE., Washington, D.C. 20003 0 (202) 546-0200 Fax: (202) 54b-V72 
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Link Economic Aid to Military Limits
 
ypen Ball edent armies Uoraine alone has e'onomi and technical assistaliise 

By Nicoe
andpRobert S. McNamBara 

WASI$NGTONWhen some 60 
countries 

plans ,o, a siandnl :urce 40.000 
trops A horis Yeltsin s 
president is chileoging Ukranfe 
claim that iI should control the Blik 
Sea fleet of the delunct Soviet Union 

A, thi ugges that the repobli s 

Re idewarrestraint, 
from the 

m n ia to e 
ex-Soviet Union. 

con ent on Usee and Similar p ,..le. ilke ralilying the Stan treaty 

a n . , n miliary expenditures 
, Moreover, in line with the enandate 

received from its board last fall theIM F should revvew the reputli s 
meet irelaehs ma) conlruei o devote substantialrsources 1 ) he militar) Noi only military budgets and make its findin sovlilalito theWorld Bank the Euru 

for the tormer Sovet 

ioth to 
dotcuss aid 
totthe foruic,t

rmecobcs. and 

%wouijthis run couniet I0 AmeriLln 
an urotvan ellorts to shrink mili 

r) budjvi ii would also absorb
funds the republics urg'nll) need to 

being put to the best use 
German) said in September that ii

would cut i'd to Indii by nearly 25 

pean bank for Reconstruction and Ie 
velupmeni and the Orlantiatur. fur 
Economic Couperatiin And LIuvtL,
meni That wa). all aid decisions I­

holduskJIlg l.terns economic and stabilize their chaotic economies percent in )92 uinless New Delhi re be based on the same inlorrdtor 
technical aisstance to progress in Over the last year international duced its military budget Pakistan Tying eccinomtic assistance to lin 
shifting priorities from the military 
to economic development This de. 

lenders have gron in(ruasinglv in 
ent w t the higirmililar- spend 

and China are expected to receive 
imilar warnings In OctoIet. Japan 

Its on military spenIding is a sensiiv 
tasue thai has at limes IN to charges 

mand would not be unprecedented Ing of manm developing countries tild Nor Korea that to o tainl diplo- of foreign meddling Nonetheless 
lendrs w some third.ltvorld countries 
have tnd to put au-h conditions on 

The money spenl on the military 
ceeJs Lhe combined spending 

ex-
on 

eatic recon and aid it must hall 
constructron olthe Yo gbyon plutoni. 

many lenders argue that wher, mlib 
tary budgets undermine development 

their aid heelth and education in some 20 de- um plant A similar strategy should be efforts, aid should be reduced 
A.lchoLzr, II of the new republics veloping countrie. The heads of the applied to the former Soviet republics By making it clear that he =h 

agreed last montih as memtvrrs f th 'korld Bank and the International Last month. Secretary of State tary cannot take precedence over dr 
Commonwealth of Indeperdent States Moneiarv Fund recently warned inst James Baker outlined security meas. velopme..t the U S. tse other donu, 
to a unified nuclear command and a 
timetable lor destroying or removing 

such expenditures arc causing them 
to question whether their fuids are 

ures the US hopes the republics will 
adopt He called cn LWe new sitles to 

countries 
aitutiuon 

and the worlds lending, in 
can insure that the 10)bl1 

nuclear weapons from elerus (the mainizin the unified nuclear com lion to 60 billion they provide annum 
former Byelorussia) and Ukraine mand. adhere to the Nuclear lJonpro. ly will help not hinder, the creation of 
substanial uncertainties remain ifzration Trea) withou creating a more peaceful world 

Kalaklhsitar has Laid it intends tO new nuclear weapons, carry out the 
remain a nuclear power as Iong as 4* convenlional forces treat) limit 
Ruassu does Neither the Setar treaty, arms buildups and convert military 
which would reduce Strategir weap. llu$1rle- to civlian uw 

ons y aout25or he eel 
ty on conventional forces Ln Europe. 

ercnt. ifAt the conference on aid in Wash 
ngicn, tUe US and other donors 

has been ratified Ukraine, Afterbai 
Jan and Moldova are aelling up tode­

, 
* 

sahould begin discussing how to make 

Nicole Boll is a visiting fello. ot the 
Ov~erseas Dievelopment Council Rob P­
eel 5 Mc'dNaar wasuSecretary of 

Defense from )%I1to )%A~ond presi 

"n 
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POLITICAL PUISE WILLIAM SCHNEIDER
 

DODGING THE FOREIGN POLICY BULLET 
ere we are in the middle of the first presidential campaign Bush the did. because more than 70 per cent of Rcpublains In 

Of the post-Cold War era. But instead of a Great Dcbate both stales agreed %%,ith the statement. 
,.cr the U.S. role in the Ne"s World Order. whal wc are Bush is an ardent intcrnationalist. Thai is one (if his l. hard­

getting isaGreat Silence. core con%ictior,. Though Bush ha, condemned ,"uchanIn', is,,-
Wh\ is foreign policN so conspicuousl. absenl from the 1992 lattonim. he has not tried to cn.ga,,: Buchanan on h,. isu, 

campaign? Is it because the ,oters aren't interested.? Not entire- Instead. he ran an adterliscmenl in Michigan atr,.. 
I\.I'.s Buchanan for driving a Me..'rccdes-Bcn/also because the tuo Establishment candidates. President 
Bush and Go\. Bill Clinton. don't rcallk want to hear w.hat the Clinton. Ixc). is an internationalist He calls for a 'strite. III 
voters hae to sa,. The%knm that the American public is in an American engagement- abroad. But he is carclul I dclnd .ii. 
isolationist mxd right nov It,not a good time for Estabhish- IoRussia in terms of America's sell-interest. Clinton ha, sail i 
ment candidates to defend their internalional.ist values will 'sae us billions in lower defensc cO,, fre er ,ind 

Bush and Clinton are h th h,.in "increase trade. opporluniti., dr,­

challenged t1%protest candudaic,. maticall "He also trie- I soun ! 
Republfican Paitrick J. Buchanan B La dtouch (in tradkc Clior ,.iiJ ir; 
and Democrat Edmund G. (Jerr) Us an Clinton are M;chiean tht he'uulj niboth tryin t av idaprliafr-rd.a ni;Brossn Jr. ha\;e positioned them- apoLafc-rd r*n~ 
selses as anti-Establishment pop- ng to avoid %kith ,,.,hol, h.i k,, 
ulists Isolationism is a theme ssith 0lion (of labor and en' ronmlleflLprimary debates onpoerflul populist appeal. and hoth standard, on the othor Nid. ,o:. 
Wso~deae ,,Gnd"foreign policy for foura,. 
 reg fr£RioBuchanan and Brossn are: usine: it o GrandL 
It's-a debate th:Bush and Ch. on r nfThe outlinc, of a d hi, hi­
are iing their best ito asoyd teen Bush'gh aiQinternalioetl',-r 
becauso it s a debate the\re afraid Clinton'%interniiwrl,,n, .IT.they might lose 
the% might lose beginning toI conkm,.. Bush-

Onl. one Establishment figure debates. seem, ,fasor a hce,,nni, r 

has tried to make forcien poli,. an for ;hc United Stat'. alr,.: tlh 
issue thi' %car It %a,,not a prest- lines of the PCr ,n(Gulth . '%ict, 

dential candidiac or .Member of America the ultm.t, vu,.i,,:! ,,: 
Congress. but former President s,.orld order and st.tbhi,, i , 

Nixon. Nron described the le%;,] of American aid hine offered nation's aim. according itoa Pent,,on document. %kil! h. tlo d,­
to the former Sol letrepublic, is 'pathcticall. inadequate." He courage tother countries] from challenging our leadr,hi" o 
%xamedof the possibilht% of a "'ne, despotism' in Russ,i if the seeking II overturn the established poliic.,l and conormi, 
United State, does not do more order.- We'll suppl. the muscle. Thcy'll suppl. thc mone,, It, 

The likelihood that Congres' \,ill pass a major ness aid pack- hegemon. on the cheap. 
age seem, slim. hosCesr. especiall vsithou strong pressure Clion's internationalism is more multilatcral He cniin,. 
from the Administration President Bush's initial response to *'UnitedNations rapid-dceplo\meni force" to deal 'ith ihr.i- I,, 

NLxon va."There isn'i around.... I don't ha\, a the peace. It is also more conoerned %kitheconomi, de,,op.a lot of morie 
blank check." ment. environmental protection and human rights But hi,idc.'-

Congress echoes that message "The reason .ou are not see- for a"Democrac. Corp," and "America Housc" YsoulJ inoh. 
ing much of a debatc." Rep. Stephen J.Solarz. D-N. .. said. "'i vers dcemocraLilittle mone., Il's on the cheap 
that gien the manifest unpopuiari'! of foreign aid. there are -The debate so far has not been heteen Bush and Chion. 
ven fess people ssho see much mileage in publiclk calling for it - hos er. It has been the r!so front-runners Irsini! to fend oft i,-
Mainstream politicians do not %ant to debate So\ict aid in the lationist challenges Both Brossn and Buchanan opposeJ lI 
political environment of 1942. Gulf As.s. ssiilhBoth h., attacked the free-trade agreemcnt 

Nor is there much milceag in supprting a free-trade aeree- Mexico. Both ,ant to cut American troo.p streneth in Lurop, 
ment with Mexico at a time "li,.n American 5orkers are fea!riul (Brosn to a ioken I.000i1 troops). Both oppose forcin aid 
that. as Brown put it. "the corrupt fess' %killexport American Brossn said he "souldn't gic a penn." to foreign aid "urn; 
jobs -to countries \h here the\ can get cheap labor - As a result. ever small farmer, businessman and farmii'" in the L'nitc 
Administration officiai- .o'A sa it is unlikel, States is,that adeal can be taken care of. It %%ill he interestnng Iosee v.hethcr pi,­
struck for a nes, North American free-trade agreement in time Israel group, pick up or this issue in the Ness )ork primr.,r\ 
for congressional ratificalion this year. Mainstream politicians campaign. 
do not want to detel free trade in the political environment of Sentiments like thai are not repcctablc.American, irc betti 
1992. informed and more sophisticated about the %,orld th;an the' 

B\ refusing to engage Buchanan in a full-scale foreign polic\ were in the 1930s. The\ knos that it is not in Americe's he! 
debate. Bush has protected himself. Evidence come, from the interest to %ithdrak from the ssorld. Which is %h%cafid.1te­
nermork exit poll of Republican primar Votrs in Illinois and such as Brossn and Buchanan this \ear. Richard A Cicph.,yd: :r 
Michigan on March 17. Republican vo!er, w,ho endorsed the I 9 and John B. ('onnadl\ i..n .,:in lt.ll hawe found that ihe'\ 
viem that 'the U.S should stop sorrsing about other countries onl so tar but no larthcr on isolatonim It keep, then i!o'i: 

and put America first'* voted for Bush 'wer Buchanan b\ better or awhilc. but ,ooncr or Iiter the% run up .igainI Ih,i..,',:' 
than 2-I in Michigan and b\ better than 3-I in Illinot'. Luck\ for (if inlrmed opinion U 
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Toward a Policy That's No Longer Foreign
 
By Roger Morris 

... Roge- Mor-,s 

• 1.' M-illiun­

tompli. Amencs 


cold war victory 


brings with it new 

difficulties None is 


more troubling than 
the gaihering irrelevance of U.S for. 
9,'. pnlltry 

1.Militarily. America has emergedeniomtaacowthpn;ar 
lohrivaled, yet much of our arse ial is 

01k0tabiling uriusable and Irrelevant 
s new task cri nalinal accurlt, Eco 

coiIcally. the Soviet defeal is corn 
pfielte yel the cold wta era also i ­
coared our Own produclivlly. real in. 
come and compeiitiveness. leaving a 
ilalignant gap between rich and poor 

ai disgracelul and dangeros social 
conditions Politically we led a siuc. 

Oessful antt-Soviet alliance, yet the 
victors now bicker, with no collective 

Wecunly against a threatening deple-
f1v of environment and resources 

"Not least are the moral costs 
abroad a bitter legacy of our man 
ilrventions. at home. a demxrac) 

ifmlnithed by national F'-.uril, dem. 

.gogy and exliracmosttlutional acts, 
still goverined by girrisontiale con. 
furmiiy and myopia America is net. 
Oer lis power nor the ideal that 

The real global 
revolution is 


just bgnning. 

beZin the a r 4 yearsa agoglr
.OJmirnu.usi the reall glottal resolo.I 

lin ul our .. ,r is, 0011%beymnnjr q 
ILt rit'. fa4. jolinoUh lla unvrulhiinal n ulteousupheavals 

ltal ait tar mort momentus than 
thr Communist challenge in Wchi-ol 
iog. weapons proillerllon. poula 

lion growhwid milp ration. economic 

and political Aspiration, natioal I dix-
integraltun, reziurce icar.ry and 'n 

Virunmental OKA) - all colmin. 
lsts of the oii imperial, induslrial 

Orders tihi symbolically climaxed in 
iht" fll ol tie Sovit: Union It is 
itollee. , aew world, yet without its 
oti iuer - or art American polity 
foi lit il securely within it 

Uoil victory at least releases us 
from a FausiLan choice between 
keeLts and interests. principle and 

peliimalism In the cld war. ',e 
often sacrificed what wa right for 

what was expedient A redeeming iro-
ny of tlis nia era is that its reAllties 
make pgtr ples praimatic and 
oaidrlnt anly affordable but essen 
ltdl National security in the put-icolid 
.war period corts with polity tha is 

kcilnlr foreign 

In a properly enlightened Washing-
Pro, that policy would rest con a new 
tlily of military, economic and po> 
lilicl.scienih-ic sauriiy 

Milhiarily. the U S would forge 
ahiead of Uh, post Soviet common 
wealth itnreducig strategic and con. 
vltional Arms To hoard a vast nu-

clear advantage amid Russian de-
cle woulde a Versailles-like peace, 
provoking evenlual revision To pro, 

Vent that ragedy. we would go well 
byund current negotiations that 
lkiae America' preponderance on-

redressed America would kiltilse 

Rioger Morns, author of "Richara 
gitfhtiuNixon The Rise ofan Amer. 

Na&' Pulitcian.' was on the staff of 

lhi' Yailouiol Securit, Council unler 

Preri. feils Joson and Nux. 

i *..'"ogy 

wi.u-re lvsinino inhuman i jl,,lal 
in edut lun. )ubs and lai 

t 
ri-tor if, it, 

porer nations Usingt l, 
now spent on third world irnj ii 

mpurchase of new securti) inlerna 

ioual ecolomic justice and the or 
suiling Slblitly would crra'i vast 

lnewmarkets for US guods and sr. 

lees 
As a third printple thr US wuld 

organtr a colleclive body it, oi'sprs­

uinvirnenofrelirces ind et hrlol 

This world alliance would mub, 
lilice entific: and managerial talent t, 

confront crises of climale and conser 

valion. population and polluinur Ih 
would address dangerous imbalances 

of technology ind resources, ninais pit. 

ulalion migrations and the spurting 
growth of sovereignties 

Lice cold war alliances. such a tul 

leirlist' would be integral to L S set u 
rily It would epilomite interrlionil 
cooperation amid P)xDIoding national 

tim and open new avenues fur L' S 
scstinct, lechnlugo and busin, s 

'Jtrld revolutions now 1-irruund d 
Washington that is payini. lip so'r it i 

,.to changr. yt mired in spent ms 

.nlize 

. 

, 

"-. 

V- --

ac 
.ll>at 

.- ... 

slmeeping cuts in strategic weapons, 

fifonsor dismantling of superpower 
.nd allied arsenals and set a slinel 

bit for verified demilitarization of Lhe 
cold war victor as well l vanquished 

We would spur a new coalition for 
similar elimination of the nuclear 
Saturday Night specials the existing 

or Would-be arsenals of South Africa 
Syria. Israel China. India. Pakistan. 
Argentina. Brazil., he two Koreas and 
Iran as well as Iraq Nothing so 
Lhreatens peace as these anachronis 
Uc. Apocalypic weapons, relics of a 
vanished era 

We would recognise that conven. 
tional arms also consume our cornm. 
non future The U.S would cease 
trafficking in 40 percent of 5Le 

world s munitions. stop giving or 
loaning l100 billion for military pour. 
hases. press Russia to embargo its 

share o; the two-thirds of Use arms 

trade we conduct together On a plan 
ci where poor nations cquander 150 
billion a year on weapons, we would 

thed old military clients and quaran. 
une arms merchants as we once 
checked fascist ind Communist ag. 
gressors And with billions of dollars 

saved by Lhat new containment. 
America would invest in equally es. 
aenital commercial security 

Economtcally. we would respond to 
a multillar world with international 
reide slid GL.meatic industrial Dolicie. 

sios - bureaucracies defying the 

death of Lhir ration d'elre A siloo 
nant Foreign service was Crudeli pe­

d 
in the Reagan-bush yelrl 

Exposed by recent hearing' tt 
C I A stands derelict in insigr', and 

ilegtrit Fot senior olficialdun, ke 
publicans draw on stock-upti.r tou 

reaucralts rsulvng belwiwer. publit 

office and consulting for the highest 
bidder, and the Democrats fron a 

JU t e g n n n gsimilarly dubios if doged regime. 

. 

, 

*" -

- i . 

- R.* 
-

l l t  
ip4Woa 

a;coiaLerieo as wasJour cumnitititenl 

Io twe i old war Gauging the miri'an 
llist policies of our parinrr-nunipeti 

tori, their discipline of capital and 
labor, we would mount a ccimprehen 
sive public investment strategy, pro. 
moling a new preparedness econimi, 
caly educationally and fiscally 

America would conlinur its devo 
ltoa to free It lae. yet would s ralegi 
cilly managr domir-stic markets%and 
International bubiinviiseb. prekenling 
the exploitation of people lid the 
environment At home and abroad as a 
mailer of naltmOal interest We wouitt 
understand thaI security depends not 
only on a dynamic domeilit ecoron-y 

bul on the well-being of all nations 
We would we clearly that we can. 

not live safely in a world where four 
billion to five billion people are ex 
cluded from economic opportunity. 
where there persists an imniense 

iransf.r of wealth from prit uun 
tries so rich, where third world babiles 
are grown on farms to provid- organ 

transplants for first world customers. 
where II million children dif every 
year and there are 200 new corpses 

each minute in what the World Health 

Organization calls a 'silent ieno 
Coi" of preventable famine and di 
ease, where :he smoking I-antylowns 

of the forgotten surrouid shrinking 

enclaves of afflurnt-

Washington would promote world. 

ncellecluall). our security 

new sensibiliy it) the culturaldlill~l e~onuttuuil andt 
enrun onata tii,ni. 

dal11­
ing oer us a firt, i,.,i ;,i 

aliatitiO of liversityt And it .iiirT" 

Tliat creivil' mikes Isil, II a i
nllstabbhshriini Abose llTs,,r-... a. 
rultly rL'quirrs a more o r. r. itr. 

aentlive foreign polwic. n nie, genrr 
of thinkrs and diats 
may tn5ui"an to hofc a thin i 

pui-ctir platit to ine a ii.t ti 

ndiriasdttltil riddi-niAmeric fit a whtit 
atl least Or wt' may chimit . ita of 
aecure dtvt$isit). c'quilatl, ltvi-Jd 

mini true tontnnunit) 
Policy no longer foreign would ft.l 

fill that poignant promise of George 

Washington. of an America ot bailt 

or prosperous by wht it possessed 
but in what iI was - "A nation -he 
hoped. "wtichwould have a rnlhurat 

I influnce on all mankind 



CONGRESSIONAL
 

FOREIGN AID
 

at  
R evealing a break in clouds th

have hung heavily over foreign 
aid since last year, lawmakers 

generally welcomed President Bush's 
proposal to assist Russia and the other 
former Soviet republics. 

But legislative weather patterns on 
foreign aid are difficult to predict.
Those promoting the assistance say en-
actment will require strong guidance
from Bush and congressional leaders if 
they hope to avoid potentially disrup. 
tive election-year turbulence. 

"It will take the best skills of en-
lightened !eadership," said Rep.
Henry J. Hyde. R-Ill. "Some people 
are sure to look at this as nioney going 
to St. Petersburg. Russia, rather than 
St. Petersburg. Fla " 

Bush announced April 1 that the 
United Stateswould participate in a S24 
billion multilateral assistance initiative 
aimed Ei stabilizing Russia's economy
and would provide additional U.S. assis-
tance, including increased food credits, 
to Russia and the other former Soviet 
republics. (Packogc. p. 884. economic 
aid, p. 886, food credits, p 889,/ 

In his announcement. Bush sig.
naled the strategy that he likely' will 
use to sell the aid to American voters 
and nervous lawmakers. 

As senior members of Congress had 
encouraged him to do for months in 
urging such a package, he presented the 
assistance as insurance for the United 
States against the re-emergence of an 
unfriendly regime rather than as a 
handout to the former Soviet people. 

"The stakes are as high for us no% 
as any that we have faced in this cen-
tury," Bush said at a televised White 
House news conference. "If this demo-
crttic revolution is defeated, it could 
plunge us into aworld more dangerous
inrome respects than the dark years
of the Cold War." (Text, p. 907)

While emp'asizing that the United 
States must lead, Bush made clear 

By Pamela Fealer 

Bush's Plan To Help Ex-Soviets
 
Gets Good Reception on 1111
 

Leaderssuppoitproposalsthat they hadlong sought,
 
but members' mood could swing against assistance
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"Ifthis democratic revolution 

is defeated, it could plunge us 
into a world more dangerous 

in some respects than the dark 
years of the Cold War. 

America must meet this 
challenge."

gCongress
-President Bush 

that the financial effort would be in. rochial interests." 

Democrats and his party's right wing f,r 

devoting too much energy to, foreign 
issues and not enough to domestic on­
(1991 Weekly Report. p 3.536,

He has since been widely criticiz,-c.by Democrats ard Repuhlians alik. 

for not more aggressivel\ helping tht­
former Soviet states. The criti(isn 
came to a head last month with former 
President Richard I. ixon's descrip
tion of U.S. support for the region a,
"pathetically inadequate." (l;c . 
Report, p.625, 

Lawmakers said at the time thai 
they would support the administra. 
tion in seeking congressional approva'
of a comprehensive aid proposal il 
Bush would take the lead. a messag
reiterated the da\ of his announce­
ment. "We do have to stop the plt)u 
on this one." said House Maiiriit 
Leader Richard A. Gephardt. D.Mh 
"It's got to be bipartisan."

The administration appeared
ready to take Congress up on the offer 
Secretary of State James A. Baker III 
said on April I that h( was "reads to 
go up there tomorrok and start fight­
ing for this legisiation " In a letter t,, 

on Apri! 3, Bush wrote. 
"This is an issue that transcends an\ 
election ...I urge all members of 
Congress to ret aside partisan and pa. 

ternational. While emphasizing the 
depth of assistance required, he and 
White House officials downplayed the 
cost to American taxpayers.

"It's not a tremendous amount of 
money," Bush said. "Our commitment 
is very, very substantial." 

Much of the president's proposal
requires no legislative action. However 
congressional endorsement is crucial, 
both to provide some of the bilateral 
aid and to put a bipartisan imprima. 
tur on the overall effort, 

When a much smaller assistance 
plan was enacted late last year. the 
White House refused to take a puolic
position. Bush was under attack from 

But there were also early signs of 
potential resistance that could mush 
room. While Gephardt and Hous. 
Speaker Thomas S. Foley. D-Wash. 
expressed support for aid. House. Ma 
jority Whip David E. Bonior. D-Mich. 
threatened to organize a move against
assistance to Russia until the adminis. 
tration supports legislation to extend 
unemployment benefits and to create 
jobs.

"No way should the president get a 
dime - and I mean not a single dime 
- until he's signed off on help for 
Americans," Bonior said April 2. 

And even tne talk of bipartisan.
ship had enough partisan overtones to 
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DEFENSE & FOREIGN POLICY 

Lance was already in the pipeline or in 
the form of guarantees or loans thatBus' Pwould 	 not involve direct U.S. outlay".
And the amounts needed to be appr, 

eoloin increating a $6billion international cur- r priated were, for the most part. re­
quested earlier b the administratih n rency stabilization fund for Russia. with a$1.5 

be 	 - including $47 milli n for humanibillion U.S. share. Further efforts could 
tarian, technical and other assitantundertaken if the other republics issue their 
infiscal 1993 and a $12.3 billion i­own currencies. crease in U.S. backing for the Interni­

*Participate in a seven-nation effort to provide tional Monetarv Fund. 
$18 billion in financial support to Russia in The actual legislation wa- n,,tten,,
 
1992 to cover balance-of-payments deficits. to Capitol Hill until week's end. naw 
This would involve $2.5 billion in deferred debt ing it difficult for memhers and aide­
payments; $4.5 billion in loans from interna- to determine what was required 
tional financial institutions, with a U.S. share of Congressional leaders and admit. 
about $1billion; and $11 billion in bilateral aid, istration lobbvists have yet to deidt 
with a U.S. share of $2 billion. how to go about enacting the aid lebi­

will have t,be
* Provide about $1.5 billion in humanitarian, technical and other lation, but they kn m it 
assistance over the next two years. 	 artfully dine.

There is talk in bo)th chamber,,, 

* Increase credit guarantees for the purchase of U.S. agricultural goods by putting together bipartisan leader-hip 
$1.1 billion, with $600 million available to Russia and $5(1" million for groups that would try informall\ to, 
other former Soviet republics, work out differences between th­

* Increase the U.S. contribution to the International Monetary Fund by many committees with jurisdictir, 
other over the aid proposals. Such bipar,$12.3 billion, some of which would back aid to Russia and the 

republics. 	 san groups in the past have sohlidtedsupport for legislation to block Opp,, 

* Broaden the use of $500 million approved last year to help dismantle the tion and ease passage on the fltr 
Soviet nuclear arsenal and transport humanitarian aid. The funds could The administration is seekini" t., 
be used to support nuclear plant safety. defense conversion and employ- begin action on an authorizatitn hil!. 
ment of former Soviet weapons experts. with any required appropriatin- t,, 

come before final enactment. Thi­
* Remove or nullify"Cold ar restrictions that prohibit or limit grants of would allow legislative action i- t-ir,

credit from the U.S. government, such as guarantees by the Overseas
 
Private Investment Corporation. and private investments by U.S.•citizens must originate in the H-u~e
 
in the former Soviet republics. The plan would encourage U.S. invest- Prospects for the legislation h k 
ment and trade through existing programs. best in the Senate. where a bipartisan 

*Encourage more "people to people" contact with the republics through group - led by Sam Nunn. D-Ga.. 
exchange programs, a Citizens D-:mocracy Corps and the Peace Corps. 	 and Richard G. Lugar. R-lnd. - ha­

been pushing for a U.S. aid initiati\e 
since last year. 

make lawmakers wary of predicting of a package for months and had just Senate Majority Leader George ..
 
success for the plan. Democrats ap- been able to work out the details with Mitchell, D-Maine. said he thought
 
plauded Bush for his aid initiatives allie! Administration officials also that the Senate would take some at­
and then went on to criticize him for noted that the Russian government of tion on Russian aid. But he said he
 
offering them too late. President Boris N. Yeltsin had onl. wanted to review details of the preti-


Within minutes of Bush's an- recently implemented credible eco- dent's package before making a fina! 
nouncemcnt. Arkansas Gov. Bill Clin- nomic reforms on which the administra- judgment about what. if any. chan. e­
ton, campaig;iing for the Democratic tion has conditioned U.S. assistance. would be sought. 
presidential romination, gave a for- "This isn't any Johnnv-come- Both the chairman and the rankin;: 
eign policy speech in Ne" York that lately thing. and this isn't driven by minority member of Foreign Relal ion­
largely mirrored the president's pro- election-year pressures." Bush said. - Claiborne Pell, D-R.I.. and Je.-.t 
posalf for helping the former Soviet "I's what's right for the United Helms. R-N.C. - said they were pre­
empire. But he too criticized the presi- States." pared to introduce the administra 
dent for delay. (Box. p 885) tion's proposal as a starting point t,,r 

Some Democrats also chided the Vague on Details the debate. 
president for making his announce- Leahyv. who heads the Foreign Oper- Prospects in the House are less cer 
ment only minutes before Clinton's ations Appropriations Subcommittee, Lain partly because opposition to foreign 
long-scheduled speech. "You have to was also critical of the administration's aid is stronger there and because the 
wonder if that's a sign that this is vagueness about the price tag for the banking scandal has made mernher­
really going to be political." said Sen. aid. Honesty about the cost would be more skittish than usual (Stor,p sMi6 
Patrick J. Leahy, D-Vt. "the real test of leadership." he said. "To the degree that political sur. 

In ln effort to explain his timing. Administration officials said it wa vivol is the driving force around here. 
Bush said that the administration had difficult to pinpoint the exact amount the national interest ma\ he in je,,p­
been pulling together the component, because much of the proposed assis- ardv." said Jim Leach. k-lowa 
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But Leach and many others think 
that if the administration and con­
gressional leaders are forceful enough 
in explaining the need for aid, the 
House will go along. 

"Many of the constituencies 
against foreign aid are against foreign 
aid in general," said John Miller, R-
Wash. "If members are given a good 
reason, they'll vote for it." 

Deputy Minority Whip Steve 
Gunderson, R-Wis., added that the in-
clusion in Bush's plan of credits for the 
purchase of U.S. agricultural goods had 
won support from those in farm districts 
who might otherwise be opposed. 

Others cautioned, however, that 
there were numerous potential pitfalls. 

Details of the package are certain to 
be controversial. While much of the 
Bush plan is aimed at Russia, which he 
said is in the best position to use finan-
cial aid, many members think more aid 
should go to the other republics. 

Rep. Lee H. Hamilton, D-Ind., 
chairman of the Foreign Affairs Sub-
committee on Europe and the Middle 
East, said drawing up the conditions 
that aid recipients would have to meet 
would also be crucial "No one wants to 
pump money into a vast hole." he said 

House Armed Services Committee 
Chairman Les Aspin. D-Wis., warned 
that leaders would also have to be 
careful not to oversell the aid pro-
gram, which he said still carried with 
it a great risk that reform efforts in 
the former Soviet Union would fail. 

The Fundamentals 
Bush's package includes three parts: 

the multilateral initiative of seven in­
dustrialized nations, the extension of 
additional food credits and a legislativ, 
package that provides authorization for 
several additional assistance proposals. 

The multilateral initiative calls for 
$24 billion in aid in 1992, much of it a-
loans and guarantees, rather than direct 
assistanice. Of that amount, $18 billion 
would be in bilateral and multilateral 
assistance aimed at bolstering Russia's 
balance .'payments The package also 
includes a$6billion multilateral fund to 
stabilize the Russian currency. 

Bush also announced that he 
would increase by $1.1 billion the ex-
port credits available for purchase of 
U.S. agricultural goods by the former 
republics. Of this amount. $600 mil-
lion will be targeted to Russia (and 
counted as part of the U.S. contribu-
tion to the $18 billion portion of the 
multilateral initiative). The remaining 
$500 million is available for the other 
former Soviet republics, 

DEFENSE & FOREIGN POLICY 

BushLNUOU '3d 

No sooner had President Bush outlined his package to aid the former
 
Soviet republics than Bill Clinton presented a long-planned foreign policy"
 
speech in New York City that included many of the same proposals.
 

But Arkansas Gov. Clinton, the front-running but beleaguered Demo­
cratic presidential candidate, chided Bush for waiting so long and gave
 
himself some credit for pressuring the president into action.
 

"The present administration has been overly 
cautious on the issue of aid to Russia, not for policy 
considerations, but out of political cinlrulation." 
Clinton said. "Now, prodded by Democrats in Con­
gress, rebuked by [former President Richard M.1 
Nixon and realizing that I have been raising this 
issue in the campaign since December, the president 
is finally, even now as we meet here, putting forward 
a plan of assistance to Russia and the other neA 
republics.... I'd really like it if I could have a, 
much influence on his domestic policy." 

Clinton's Democratic opponent. former Califor­
nia Gov. Edmund G."Jerry'" Brown Jr., also en­

dorsed Bush's aid package, although less volubly. "I think it's good. and
 
obviously we have to be a part of the international family," Brown said on
 
the MacNeil/Lehrer NewsHour on April 1. "But still they can't seem to get
 
it right that we must be strong here at home, and we have to mnake that our
 
primary commitment."
 

In a broad, thematic foreign pohcy address, Clinton ticked off a laundry
 
list of criticisms of Bush, saying that the president had left Iraqi President
 
"Saddam Hussein with enough military force to remain in power." contin­
ues to "browbeat Israel," chooses "to coddle e-,ing rulers' in China and
 
"still has not recognized Croatia and Slovenia despite prodding from our
 
own Europian allies."
 

But Clintoii offered a strikingly centrist message overall. Although he
 
has promised to cuodefense spending deeper than Bush plans tc. linton
 
said, "The commandet in chief must be prepared to act with force if
 
necessary when our nation's interests and values are threatened. as they
 
were in the gulf wdr. I will not shrink from using that force responsibly. And
 
equally imporvAnt, Iwill see that we maintain the forces that we need to win
 
ad win d:cisively should that necessity arise."
 

theThe th:rd component is the legisla- Denocracy Act (SEED) of 1989 t,, 
tive pai-kage, which would provide former Soviei republics. The SEED 

as­congressional endorsement for the program includes a wide range of 
president s proposals and allow waiv- sistance programs and measures ti. 
ers of Cold War-era laws that limit boost the development of private en. 
U.S. assistance for, and private busi- terprise in Hungary and Poland. 
ness activities in, the former republics. 9 Encourage exchange and other 

In addition, the bill would: programs with thc republics to assist 
e Expand the uses of $500 million them in their transition to democra­

authorized last year by Congress to cies and free-market economies. The!-e 
help Russia and the other republics could include educational. cultural 
dismantle the former Scviet nuclear and mnitary exchange programs. a­
arsenal and transport food and medi- well as a Citizens Democracy Corp,. 
cal aid to the republics. The legisla- through which individual U.S. citizen­
tion would allow the money, most of with legal, economic and other skill­
which h,.. not yet been spent, to be would serve as advisers to the repuh. 
used for nuclear plant safety. to help lics. Others steps would be taken it, 

relocate former Soviet military forces, encourage private U.S. investment. 
to convert defense-related industry *Endorse creation of a science and 
and equipment for civilian purposes. technology center in Ukraine. similar 
and to re-employ defense workers. to one that has been proposed for Ru . 

0 Authorize extension of programs sia, to employ former Soviet weapon, 
under the Support for East European experts in peaceful research a 
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EDITORIAL/OPINION 

Why We Should Help the CIS 
By JOSEPH I. UEBERMAN 
Thanks in part to statesmanlike 

ressure from former President 
UT Preident Bobh has finally 

antounced a program of assistance 
to tWeCommonwealth of Independ. 
cnt State (CIS) The challenge non 
for those of us ubo support such 
amistance is to gain the backing of 
the American people We must
vince them that by helpng th"e cis 
we can help ourselves 

Our security self-interest isobvi-
ous 11the commonvealth*s journey 
toward democracy fails, and a dicta. 
torship returns, we would once again 
find ourselves engaged in a Cold 
War with a nuclear-armed enemy m 
!be Kremlin 

But in the current domestic cl-
mate. the recession is foremost 
otmong the concerns of the American 
people They will be more convinced 
of the need t aid Russia and the vantage of the CIS market potenua: 
republics if we can demonstrate tJis And the republics offer real upportu. 
it i also n our country's economic 
interest to do so 

It is an easy argument to make 
because It is true Aiding the CIS 
can help stabilize and liberate a 
huge new market for American 
goods and services The resulting 
American investments and tr~de 
will pay off here at home in profits 
for business and jobs for people 

The potential is enormous There are claw to300 millhonconsumers 


in the CIS. and their pent-up demand 
mssis As vas asthelad heis as vast as the land mass they 

Peru predict. global oil markets 
would be disrupted and oil prices 
would climb higher - even here in 
the United States To prevent the 
deterioration of the CIS oil ubdustr, 
Amercan oil corpams should be 
eiwoura ed to invest in the repub-
bcs, oil f'ields., as some are beginning 
to do now They will profit directly. 
ZiohalIoilprices will not rase and the 
CIS will build up its hard currency 

reserves which, in turn, can pay for 
the purchase of other American. 
made goods and services 

hi the telecommunications sec-
tor. the market potential in the for. 
mer Soviet Union is esitmit d to be 
about U5 billion a year by the end 
of the decade Agriculture is also in 
desperate n-ed of modernization. 
Food processing. storige and traw-
portaton are all areas in which 
American agribusiness can take ad. 

Cow M~ooads ae a mb~elyre " 
occupy The on lines at the Mos-
cow McDonalds are a visible sm 
bol of what awaits American po-mAin 
ots and services, from the simplest 117 1 . 
tvnmodities to major invcstments 

We can best help CIS nations end 
ourselves by targeting key szctors of .allea 
their economies. such as encrgy 
tlecommun icat ions, agribusiness. 

and aerospace where the republics 
have the demand for modernizationand theUnited tates Us te suply

dTet United ates has the supply ,; 

The oil industry is a prime exam-


K	le The CIS republics (primarily 
ussia and Kazakstan) are the 

worlds largest producers of oil. but ii 
since IMS oil production has been it. 

a free-fall If the CIS becomes a net . .... .. 


nitis for the U.S aerospace idus-
try to expand Fairchild Aircraft is 
poised to sell airptanes in tLhfor-
met Soviet Union and the Baltic na-
lions Pratt & Whitney, a leading 
manufacturer of aircraft engines. is 
ntmo dcahl with the Russins 

Trade with the CIS need ootbe i 
one-way street As former President 
Reagan has suggested, the United 
States should also take advantage of 

... .' , 


importer L oil as aome energy ex. 	 Ds-ir InRussi 

Soviet expertise in military and 
space science technology For the 
moment, former Soviet scientists 
arm willing to work for rock-bottom 
prices, as the recent deal 50 of them 
signed with Ameica's Sun Nbcea-ss 
tems illustrtcs 

American companies, nocetbe-
less, face stiff competition from for. 
eigp firms Ve have not kept pace
with the Europeans, who trade and 
ityest more in the CIS than we do 
In 190,calculating trade relative to 
GNP among Indusrialized natons. 
America was the Soviet Union's 
smallest trading partner 

The Europeaus and even the Jap-
anese are gettng involved in the CIS 
oil industry Aerospatiale. the 
French aerospace company, Is re-
ported to be considering &AiM the 
Russians to collaborate in the devel-
opmeit of a new jumbo jet as part 
of the Airbus consortium We can 
expect similar competition in te 
telecommunication and Agriculture 
sectors, as well as bidding wars over 
CIS scientific talent 

The problem for American com-
panies Is that their foreign compet. 
tors are being aided by their rmpec. 
live governments In contrast, our 
government provides little in the 
way of support fee American com-
pattes wishing to invest in the re-
publics, and Cold War era export 

'J
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controls remain in force US Corn. 
pames have already Lost contracts to 
their European competitors asa re 
suitof suck controls We can't afford 
to ced the hte CIS market to Eu.­
rupean and Japaeme companies for 
reasons of hureaunrtic inartia By 
updating our export control laws 
(which ,on'tcost taxpayers a pen. 
oy). expaiii official export credits 
and political risk insurance Lougb 

the Export-Import Banh and the 
Ovtra Private Investment Corp 
(which will cost lIatle). aod by pro. 
moting joint ventures betwem CIS 
scientists and Anmrican entrepre. 
neurs. the federal government can 
help Amencan companies meet the 
compeition on even tems 

And if that happens. Anerica. 
will enjoy an ironic advantage. 
which officials of the CIS and Amer. 
ican business people have confirmed 
to me The Russians ad other CIS 
citizens want to deal with us - their 
Cold War antagonits - rather than 
have their economy doninated by 
their European neighbors, if only we 
givt them the same assistance to 
make such deals possible 

Why' Because we do not bcr*r 
their lands and have never launched 
a major invasion against them And 
because, lfter lookailngeach otthe ia 
the eye through 0-ecades of nuclear­
fueled tension, thApeople of the CIS 
have come to respect us 

We would all 4o well to remern. 
her the words of former President 
Jon F Kennedy. who. in speaking
about the need for America t re-ea 

involved in global markets, 
U Stasid. -Tb yi.t te to 

greatness by waiting for others to 
cal ed icpare wollytiaompiti. 

.to 

bitI behev? a bipartun consensus 
on the need for a program of aid to 
W CS i emergng t Wahingon.
teCSi mrigi ahntnand Ibope we can succcssfully dem. 
onstrate to the American people 
that the end result will be greater 
peace and frerdom in the world and 
greater opportunities for eoomc 
owt here atborne


h 
Joseph I Lieberman. a Democrat, 
as a U.S wsrtor from Colmnetcuf 
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Life or Death for Russian Children
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SI'VE IIANKIE LtLORGE ANNE tA I-K( 

N 	 What manner of aid for the new nations?
 
wealth of Independent 

fuion, D.C.. today and tomorrw. 1
The U.S. State Department has 

called the conference to cooria 

the distribmniffe of aid for the new
naions. 

Even though the Sts Ir 
ment ha d ted t the confr- 2 billion fiure.a exami Mr 
encewillbersrlidtodlacusms Sacha' ieneral argument The matabout so-called humanitarian aid notablecasesof successful transfor-
and self-help program, it may e mations from socalis m to capital-
politically difficult for Secretary of taim are Chile and Chula's Guang-
State James A Baker Il Ito hold off Zhou region, which is located
demands for more aid by thetfore:n directly north of Hong Kong In 
aid lobby L4d by Mr. Bons Yeltsi's 1973. Gen. Augusta Prnoclt anher.adviser. Professor Jeffrey Sachs of itiedasocialisteconomy thatw.iiioul 
Harvard University. the aid lobby is Lapsing and simerutn from hyperin-
in full swing. Mr. Sachsclaimsthat (lotion Today. after athe trailtion from socialism tocapi- Pinoche-directed transformation.
talism in the member states of the Chile's economy receives highmarks For example, according to a 

recent___p__ _oard dorn
Corter Mr nesisno d by thesecretarat oftheGeneral Agreement on TUnlTs andCotaymcaioeryehiertaa fte 
Sachs' claims,foreign 'flade (GATI') in Geneva. "Chile 

emerges as a Third World super-a is clearly not star" As for the Guangzhou region of 

n~cessary for a Chirm. it transformed Itself fromuce f or communism into a vigorous market 
Scce u econo n economy over the past 12 years.witha real growth rate of about 12 per-transfor-nation nd et per annum 

In both cases, furei:n aid was notr tructurng. 	 required Dunng the Pin chet years 
most countries withdrew aid to 
Chile As a result, Chile realized a 

CA S will be impossible without sig- net outflow, rather than L net inflow,
ntfican amounts of foreign aid. of aid In the 1980s. China. as a

In nakitng his case to limit the whoilerecciwedlesaidonapercap 
scope of the conference. Mr Baker its basis than any Third World no
should recall that Mr Sachs is em tion These facts explain why Mr 
pliy'e %itkeand mirrjrs rather SachsasdotheraidlohbyistsrelaUt
tnan economic analysts, to make his from playing the Liile and China 
case Just consider the magnitude of cards 

CYN th" professor's aid request. After 	 One cOne card that Mr Sachs and his
*,. careful study. Mr Sachs concludes associates play with great reg 

that th, Ci S needs S2Ubillion in ular:y,however, is the Marshall Plai 
foreign aid this year. That require-	 card The folk imaege ainted by bi-meni is calculated as follows. Po-	 ogralihers of statesmen aid histoC"! land. where Mr Sachs is also an ad- runsof inernatinal relations is one 

Sviser is going through a painful in which Western Euruoe was littletransition sock therapy iease the morthan*orpseincapablefcu 
Cd pain. Poland is receiving almost S3 numic recovery without US foreign 
: billimperannumfromWsterngov- aid hlenie, the image meakers con 

ernments Since the population of dlude that the rapid recovery of 
i tlthe C'I S is about 725 times greater 	 Western Europe's ecuionmies rethan Poland's. the C I S should re- suied from the Marshall Ple-n. 

ceive 7 25 imnies more aid than Pb- which committed the United Statesland.air$20hbillionperannum Num- to $132 billimn in aid irum 194 :u 
hers i'f such ma nitude numb the 1951. with 25 percent of that go.gll 
m•ind As the late Sen Everett ithe Untited KinfgdomlisS 	 McKinley llirksen would say. "A bil- Se~rius analysis has all but de 
lion here, a billion there, and sumn it srydtewdely held foilk image of- bil-
Iton is real nimo.py Indeed. an addi uthen the Marshall Plan bgan, Ihe 
adds up it) real money" Well, S2TJ 	 the Marshall Plan, hovever Hy 19., 
tional S20 billion would the 	 renstruLin o devatated public 
world's f(reign aid disbursements infrasructlure was larely co

k-I by about 60 percent piele, and Western curupe's cuo-
let's IgUbeytid the complex al- rates were alrv,|y bouncing hack 

UJ culations, required to arriw -t the Far exaniple. ny the lal quarter ofIV- 1611 ahn s ra,wtlh fretlKi wa 
.... loaded ott the railways tit Western' 

Stev 1i ilunke Is a 	 arot....r of l"u....in ab had been ............... i . -


Large enough t0 stimulate Western 
' 	 Europan growth by acceleratind 

the replacement and expansion of 
its cital stock Indeed. cakcul.lions show that. after four years f 

te Marshall Plan. Western Eo-


"pean national income leels were. at 

best. only 2 percent higher than 
would have been the case othetwisc. 
While this w2, a welcome addition. 
if is hardily the bort of dramatic 
change trumpeted by the Marshall 
Plan's image .nakers and Mr Sachs 

Indeed. the Marshall Plan was
simply noit adecisive factor it West. 
Lrn Europe's post-World War II 
boom 

Contrary to Mr Sachs' claims, 
loreignaidisclearlynotanecessary
condition for a 5uccesslul ecutomic 
transfarnation and retruacturnlg
But.a rhaps more importanly,there I, cinsiderable evid'ce touprap ir mpraty 

suggest that ai impedes the trans-
ormah.n proccss For example. Is

rael and Egypt are the twii largest 

recipients of US aid largies'e. and
bt4h have been unable to tran' ('nrm 
their largely socuialist cconont . In"lbward Growth A Blueprint ir 
lcolnomic Hebirth in Israel'* Alvin 
Rabushka atid I document that. in
the cast- of Israel. aid has dune noth 
ing inure than fuel Israel's war 
aliist caiilaltnt 

In resistingthadhhiy. Mr 
ker is holding all [lie high cards Its 
tuln':lorlmntloill Lr Sachs'hilufi 

. -.
 
-desperately 
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MOSCOW 

I anyone thought Russia would 
change Bob Si.aus3. he warmistaken I knew Strauss was1 his same old charming, irrev-

erent self when he leaned back in the 
chair in his simple office in the 
Ameh'ican Embassy here and said 

"This is a tough sonofa----. It's the 

toughest job I've ever had 


Was he glad he took the job of 

Anmercanambassadorto Moscuw at 

lils time of potentllly apocalyptic

economic collapse? 

levsmiledtherakishTx.smile 

that has endeared him to both Deno 

crats (his party) and Republicans
iPresident Bush appointed him) -
think yes" he answered. "I have 

shortcomings, but Ihthink I also have
some strengths" 

Tho strengths are certainly 
ruw evident Wheit Robert Str 

was appointled to the embassy poust 


only last summer, even litany of his
devoted friends wondered whether 

he was tIni polilcal a creature fir
disintegraling empire And perhaps 

ixi hunmorus 


But a tulny thing happened at

the way to history As the Soviet 

kussian empire breaks down into 


-	 . -s. .-.. . . 
(;rie tnne (;e rr is u nUtioi-

illy .synituted c luninist 
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the piesent stru gle for new politi. 
cal Systems, Bob Strau.-s, American 

pol'a operatsi par ecellnfrum'Tits,is probbly the best mane 
in American politics to understand 
and interpret what is the f bila 
of political figh!s

"The Lvonomists tell am - the 

The Bush 
administration has 
been woiyfly slow inwoingn y n 
d ng anything in 
Rusia. 

afiguregaven tome - isthat theva;ue 
of the whole ruble market today
is 510 billion:' he said at one point,
pinpointing the cure of the collapse. 
"You cculd buy that whole market 

"then i talked to high go-ern-
neat uifi sis and they told me 
they're ut hr'al 

"Then a -utpein businessman 
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Cie I He laid me. 'I've beetn work­

thingrs are going on I ow 
different Pussiana $20 million. buttrrheydon't want me to pay them 
The dn tll cal an y
Th nd m ll cal
they need$1 milhon medical cup
plies or SI million of so-and-so; 
please pay ul' 

" thought immediately enwanted to put at in an offshor they 
- but no. that's our type of story.
This tzn't Central Amenca ur Miami. 
What's happening here is theyre
using this manas their barter bank 
Why' Because that way they don't 

tWpayany taxs y theymon"And this is what's be'ng doneheA thi y anytaes nhedmoney
Allover This isjust one bonofa --- todeal with: hc summed up in words
that deshhe all too well the nucredible situaton 1errIWlesteaiU, despite hsiWeemingip­

lessnessof the moment. BobSir, os 
is upbeat about the government of
Bons Yelsltn *'Every one of the ef 

forts tat Yeltsin is trying and :hat 
Ihis economic leaml is trying Ia 
n honest efforl." he went on -Theyneed support because they're trying 

todotthe right thing - but they don't 
have the people to do it, and they
don't have the support." 

The zmbassador - thinking 
about theinfernatiunal meetingtobe 
held this week in Washiton to co­
t'rdinale Western aid to Russia ­
gives the inpression that it is lime 
fuir the United Stales ut particular
finally to give some aid to this 
sirckn country that is trying so 

In icme out of r"rt. 
densm 

" ' think the USI has Io deci'de 
wiat it siutd do,' lie i'lit on "I 
%v"i ta bow out lete with mon(eykn ruldnig 

ithiiig to dii but weshould give thm sufficient hu tni­tartan aid to give thet a chance" 
Larat ai insst thtfl g iar tohany

f tie sirs, the o sent here has 

lim handled well "'*Yuc n deliver 
food here,' he said forcelully "You 
doal through tie agencies or the Eu­
rul-alit*iIinuiUnity sytin

Ahn,..t ee-cry city has a crude 
utnder sc'alhd hidsunder 'ti.i itt1 the It-aiJcotititixitty e'xeijdiiige nd auctiosd 

t an get 
'it ci 1 to theuictiisigand use'thteproccedsfor 

that's the way to go"
The Bubb adittinistratin has 

lo agO f he am­
bds"stidor's. Ilhcre ia, Iardily an,Amer.Oubasaerf AMthe 

ica voice heard here at thiscrucil 
i12ollici liiir r-lngitigcorniiunsm 

li -ile Iiel''teia"1115lIs llll an. of societyI)CUMn additional Iraft 

e cd 
I....... i,"
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Maquiladoras in the Caucasus
ByGERALD ROBBINS 
Ethnic strife Io the Caucasus, a 

serious threat to the fnrmer Soviet 
republics, is receiving insuffcient 
offcial attention i Washington The 
U.S policy - offering agricultural 
credits. bunanitarian airlifts and 
large-scale cileerences - will not 
do enough to restore order and a 
measure of prosperity 

A better approach was suggested 
this month by former President 
Richard Nixon providing U.S tech. 
nical and manag*enal help thsrough a 
'free enterprise corps A related 
and promising idea is to establish 
twinned maquiladora" plants, in 
which parts made in Turkey are as. 
sembled &crow the border to the 

Caucasus 
The collapse or communism in 

the Caucasus creattd conditions that 
foster extremism The systers that 
replaced commucist dogma are eth-
nic or religious identity Muslim 
Turks and Christian Caucasians ad. 
vocate extremism with increasing 
frequency 

Besides Arrenia and Axerbaijan. 
there are several pressure points In 
the former Soviet Union The patch-
work of troy autonomous republics 
on the Russian side are breeding 
Vpounls for turmoil 

Consider the dilemma of Dage-
San With a V.-pultion of less than 2 

ullion, this republic recognizes to 
inoigeneus ethnic groups as 
full-fldled nationalities In north. 

ern Dagestan there are the Nogais 
who wish to unite rth their breth-
fen in the ,"Iusi2an province of Stav-
ropo] and the neighboring Chechen. 
1ngu1h Auwnnmous Repilc In the 
souu, the LeZghir want uifcaton 
with their brothers neifhbong 
Azerbaijan 

Along the Caspian Sea there 
the Avar.]uniyk rivalry The Avars 
are esettled mountain people 
crowding )ut the p!airs-oriezited Ku. 
myks Feting Avar donmittion, the 
Kumyi-s demand control of tteir his. 
toric territoriet and association with 
Russia. while the Avar Popular 
Front asks for a single unitary re-
public within a North Caucasus con-. 
federationmuulcniec 

This scenario is invariably re-
peated throughout the Caucasus 
Cbecher.s. Abkhazians. Cherkess. 
Dart-ns. Ingush. Kurds, Kaltsy and 
Ossetians are )ust some of the ethnic 
groups wanting redrawn borders or 
independence Joseph Stalin's World
War 11 policy of deportatoi, and 
forced resettlement. combined with 
Moscow's subsequent attempt. to in-
tegrate cultures, explains the qual. 
mire of the Caucasus 

Today's Russian Republic has its 
own problems and prefers to disen, 
gage from the situation Its newspa. 
pers and ;!.ders are calling for an 
eod to two centuries of Moscow's 
presence in the region 'There is a 
sovereign Azerbaijan. sovereign Ar-
nienia and sovereign Georgia," Rus. 

sia's Vice Presidn Alexander Rut. 
shoi declared recently "Let them 
work It out amonj themselves 

One tnituitive, recently lzuncbed 
urkey, offers some promise that 

bys my happen The recently es. 
tblishedt BisCk Sea Econtmic Coop. 
eroetgn Scheme offers a model for 

a cooper The proraneconomic son 
tries to forge economic ues mongtries to 
Turkey. Bulgaria. Romania and the 

Soviet repulics of Armena, 
Azerbaijan. Georgiv, Moldova. Ru -
Lia 	 and Ukraine 

The bai idea is to 
The basic dea Is to intrate hn 

to the world eco y by pursuin 
mutual confidence butldn 3 pro-

uln po
aects The pact's founding declara-
Lion calls for "f&*e enterprise." 'eco-
nomic liberty' and 'bilateral 
cooperation" Although it states 
those goals without niauing specific 
suggestions, the program provides a 
bl,;prst worth exprodjg 

Washington can promote intova-
tive programs under the auspices of 
the Black Sea pact A partizclarly 
useful idea, used in the United States 
and Mexico. is the concept of 
twinned maquiladora" plants 
across a common border. 

Under the maquiladora program.
U.S factories produce parts for as-
sembly in Mexico. allowing them to 
remain cost effective and ntern,-
tionally competitive South of the 
border. mruaquitadora operations are 

a valuable revenue source and ma. 
)or employer 

Geographical proximity and cul­
tural similarities make Turkeys re. 
lations with the Caucasus analogous 
to U.S te. w:tt, Mck,-. Turke% h;. 
the strongest economic tntrasutms­
lute of the Black Sea Sutes and is 
therefore in a position to influence 
the economic future of the regioraorgeaeconomic raeswamon 

A maquiladora program would 
enblenraer Turkish companies to pre 
t 	 o-costopodct, suc aso te 
ptrt foneport or for domestic cve
 

dmi stee cot
 
sumpton Administered ibw the 
dvi er and financial help the pro­

gram could be eapanded to oper
grm oldbexaedtohr 
troubled areas that share a border 
with Turkey 

Ihis type of project is suitable 
for sponsorship b) the L'S Agenc) 
for International Development For 
example. the agency could form a 
consultant corps to help start a ma 

qwuladara program 
Cross-border plants are a means 

to ensurirng peace in the Caucasus It 
a shortsighted for President Bush to 
respond to Mr Nixon's criticisms bs 
sayingblank Washingtonfor does 'notcheck have aall 	 that"- As the 
former prek eot said. the commu 

ists, have lost ,he Cold War. but the 
West has not yet won it 

Gerald Pobbns is a Nem York 
writer and consultant specializing 
in Middle Fast trade lasues 
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Why Is the US Ignoring the World's Children?
 
to the Senate s.iuton, asserting the nghts of free expression and re.Adnustration Lawyers claimS3m br&L " they want to ensure ligion. na.ionality and fatmuly ties. aind the htg;ie.-,that the convenuon fits into our legal system. But attain.sun- able standards of health and basic education The trva' 
ilar concern% in other treaties have al'ays been suc- also establishes international standarcL, for prcicctingcessful addrgsed The haggling over the peripheral children from sexual abuse and exploitation. negi.itNl the past two years, the world communury h&s legalisms really stems from a fear that the convention and illegal narcotics trademadc important sandes in definng InternaLiona as-illobige the US to actually live up to its goals But We don't like to think that children ae vulnerabh. t(pnonues Whether itvs the environment. enda, while administration Lawyers deliberate. children suffer such horrors. But the) are More tha, I million childrv.tgered species or democratic principles. people ever), and the in developing countries die each montt, frum cau-­where have begun to decide what resources and values such as va'cine-preventable diseLes and diarrheal fitmuq be protected 

hydration Poverty and mistreatment U ujIon.S nir,But while the wiorld undergues dramatic changes the ---. Nor are children at risk only in thirdoworld cuninUnited Slate, has fallen behind in a crucialarea of in. Amost 40.000 Amencan babiesdv Ltforitheirfir,

terrationaJ responsibility the protection of the worlds V I E S FROM Almosta . eac a ad i befiiv thir flr-t 
chitdren.hda)
chlden he each year. and on in fie chidren te iA atie he Us must increastnl ediby its moral example the Bush admnu.traion has ig-

~ n poverty in the US Just in the last two )ear% childrern uCAI TOL my state of New Jersey have suffered througtn a majornored the Uruted Nations Convention on the Right. of measles epidemuc The US needs thiS treat a.,welitne ChiJd. the treaty tha. strives to assure the basic . Those nations that have signed the cnnventIr kD,­needs of children around the %orid H that ismandates are necessary Whether i Ls noppi gTUeo years ago lasi November. the IN General As- _a preventable disease Like measles or endrig child l.t,,sembl. adopted a histonrLreay designed to serv. ats F 
abuses. povert), and illiteray.wt need to meet our obh­the standard of international la ir the area of chi- The Bush admousuation's fadure to give the conven, gatons to the next generationdrens nghLs Generated with substantial US invoke. tion higher pnunN has left the ULS.histoncall. a leader The Convention on the Righ*s of the Child I,a kir.cment the accord establishe, mirnmn.m international on children's Issues, behind the great majoni. of the overdue hurmn-rights treaty h a-wended it-art eptuw,,standard.i for the sur ival, development and protection world as uttenTotrruil la In a mere 10 month,of children For the ft-si The con ,e.tune. Lhe world communirt put While all of our Western allies have either raifled o: taon has igh principles and a strong legal foundatiiointo w-nting iLscomnutment to a beter future forthose signed the conventon, the US stands. instead with such That it does not have the support of the L' L a sharmwho will rake. us there non-stgnatones as Iraq. Libya, end Cambodia - repre. President Bush should erase immedaeh


Bt after purting the finishing touche on the uea. hensible compan. at a ine when 
 democracy andthe 'Svirtuarly abandoned :I Though more than 100 humaninghts are sweeping the world U Sej. Bill Bradleyi (D) oJ"NA'c Jerru im It,,natiorn' have ratified the Conentii -,sLn(t November *Ihe con~enuon is not simpl. a loft) collection of chosrmana oJ t& ,rAdi isory CouiOl o, hHiRinf'r,1989.President George Bush ha refused t,forward it heartfelt beliefs In many- ways. it mirrors our own Con. the Child 
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Jessica Alath'ws 

Life and Death: 
U.S. Population Policy 

George Bush's hypocritical and cow- fertility is just 5 percent lower, popula. 
ardly intransigence u i world population tion would be 5.6 billion. (Thi, is not a 
growth is keeping the United Stair typo. Those who want to know inure 
from ffirring a choice of life over death about these astonishin numhers can 
to millhi, olwumen in developing coun- consult a clear. short eAplanattun by the 
trie,, ftlesntl) rilea.ed pupulAtwii pro- Population Reference bureau 0 
jectiolis sh-d a nrw light un the future Since 1984. the United States has 
cusl of this harsh pxilic. withheld funds from the principal pro-

There isiii hiliikiig at one devastating viders of international family planning 
fact: Children Isrn le-s than two years services, the U.N. Population Fund and 
iher their next oldvr sibling are almost private agencies-the furmer with the 

twice as likrly to dir A. thu.,e borr.more conbucled excuse that the money might 
than twu )rars api.rt. Spacing vs the otherwise support forced programs in 
single nio:l inipir.t contributor to iii- Choiw. the latter on the groutikds that no 
-ait death. Providiig the nicast of spac- U.S. money should go to any agency that 
ing birrhs t an therrtrr prevent huge 
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huw fst replacenilt lt'eI fertility iv ion,. former World Bank president Rob. 
rra,hrd, glubl poipulaio has been pr. eft S. McNamara outlined an aggressive 
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Ethiopia's Shift to Democracy Depends on US Aid
 
P.. A The United Staies played a pi%,u%, r,t,,t; o Last year in faci'iatina smooitl, tranz~fv,-,f 

____,_,_______power in Ethuopia when the rettK, .4-C, over The US should now support a na.i(ei 
FTER 30 years of war. an tlL ____ ~democratc government %iling t4-addr-­*eas* tie root causes of farnunt 'nd-.r re,,tr-.peace has broken out in Ethiopia 17 0- ,.All ionsuiposedb) the-congresszon ,? n,,..o a dtedBrooke Amendment. hoA ei*, aid I­mk th itcb cye af wpr unr toun 

V ~lih i com- opprtuit) 
li p -- Ol e h-crgesiJdkduaK.hevr ead])ycle , trandahieo . Fopia is restn:: ed to emerg.i-1 re-Ido so however. JEtuopae u-eJ need the .­ or.:, becau.e of the approxniate-. !t. i el. .rlp of Western nalions. led by the United ," L. * 'a owed the US by the preiuus regirI Uii.tes. which responded so generouslv. rageoUs) the 16 mullion dvl: isfor sior­ring pa.-t famines The donor must no• costs chairgv& to Ethlopid fur g,.,.- tI.)%xe crtca support to foster the tran- country never rec ei edon to democracr and to ru-ante recon- O .5 i1uction Congre.siuna) acuen u, Wai,, Uh,

The problems facng the newl ruler- of 0 "" 
" P ,4 . * Brooke Amendment ha.s t.wv. st. mi..o t,.i...- '-4 the ubdit) of Congress to pa&s an' for. 

uopta. domnated by the Tigrean Pe. ai ­ elgn-aid bill The executive branch' ai,,,hi.-.'s Liberation Ftrce (TPLF). are enork the authonr, to waie Ue Brour,. Ae-r dus The most fundamental issue is the the count) the government has so far Etuopian economy, suffered incalculable ment. but that pees L. bk,,ugd d,',i, Lt.ire of Ethiopta as a nation as demand., done a credible job of preventing a return damage from former dictator MengistU bureaucratic dela.*,ethnr self-deLerrnmaton escalate The to cilv war Soon after taking power. the Hade Miuram's policies of forced resettle- To EtluopianL. it makes n(i diffetreri,
6 government has alread) accepted the TPLF convened a national conference and ment. pnce controL,, and imsecure land how the waiver v, ubtanird What is inip,i.stbilit. thai Entrea %ill become rde- frmed a coalition government tecorporat, tenure The new government L reversing tant L%that the US derionstro:, it i op irident This will be decided in a LN-su. tag a range of political and ethi forces these policies Nonetheless. relief nee. re- ment to suppon their fragdt- trw'it'c i,.vis.ed referendum ro years hence. The government has redrarn provincia! man cntical in regions where raim. hase democra-)lax-ing come Itopower through an ap- boundanes to reflect linguistic and ethu faded and fields are barre Giver the curren politca clin;waJ to their own eLthni( natiunal.sm th grouping, against foreign aid anan decic year ri.reans must show that the) can gevern On the economic front the goverLmer t A DDING to Ethiopia's burdens, ongress nor the 'ecutrt'ean the e brwndcountry as a whole and bindge eluu( Lt caught an a bind Foreign donors are es'urnated 250,0(0 solde, from exerting leaderbhip on this issue Bu' Ie 

I.
s.sions The governmen's willingness to looking for mnajor econorru pohci,re. .Meigisiu's arni hae been demobi. be realistic Wr are talking abou! a %ter%ntenance an idependent Entrea Ls form, while the government marttaims luzed and are returnig to their homes or small &mount of fund.- fir the. p*,.,r-'thema to many Ethiopian. That con- that it cannot implement reforms until the to the ciues. They must be reintegrated country anthe world That much L ni I..d with the denuse of an authontaria government gets an unection of cash to into cmd socielt, or the) wi] drain the )'ond our mean.,ator and the neA freedoms of expre.. Jump-star the econom.%In fact. the coun. econom. and potenual]) Pose a political ortand associaticn. could be an explosine tr) has been cash.starved sui(e the neA rilttar) hreat The government s also 5 Peie-e Shirus, stor dir '-ti, of 11,lure in a countr% with long-repressed gcivernment took oer because of low ex. look.-,g at ways to reintegrate up to Ate-ce rvhi fop Calli,i4, ! S&r;i-­strongl* felt ethuc loyalties port leveLs and hlttl for- igrn aid 500.000 refugees, returning from neigh. Ic '. r ,euill retund (rim , u i,- t)espite sporadic fighting in the south of The agrivultural sector. backbcne of the borng countrv mIp to Elliupiu ard Erv rea 

http:natiunal.sm


Abiweekly publication of 

B~zActon,®
 

February 3, 1992; Volume 10, Number 2 

Bush Budget
 
Brings Good News
 

For PVOs On Tax Issue
 
The President's budget request for next year endorses 
the US charitmble community's position on a proposed 
Internal Revenue Service regulation that would 
severely limit donations to non-profits working 
overseas. InterAction and its members have been 
waging a vigorous fight against this IRS proposal for 
the past nine months. 

Bush's request to the Congress for Fiscal Year 1993 Tax (Continued from page 1)Contributions made in 

contains an item requesting that the Congress make calendar years ending on or after December' 31, 1992." 

full domestic allocation of charitable contributions the 
law in a tax bill this year. The request is as follov, s: This item must be included in a tax bill which still must be 

"(T)he Administration proposes, to treat all charitable passed by the House aid Senate and then signed by the 

contributions deductible under current law as sourced President. The coalition of non-profit organizations working 

to domestic income for purposes of computing the on this issue, in which InterAction has played a central role, 

foreign tax credit and related computations. These must intensify its efforts to make sure that this provision 

changes would be effective for (please turn to page 4) remains part of any major tax package enacted this year. Our 
goals haven't changed; but the President's support certainly 

makes the task easier! 

Under current budget rules, any item that costs revenue must 
be accompanied by a provision which raises an equal amount 
of revenue. For this provision and one other matter of 

interest to the charitable community relating to the ax 
treatrnen, of gifts of appreciated property. the President 

proposes the following revenue-raiser: "The changes would 
be financed by requiring charitable organizations to file with 

the Internal Revenue Service annual information returns 
reporting charitable contributions in excess of S500 from anN 
one donor during the preceding calendar year. The reporting 
proposal would be effective for contributions made en or after 
July 1, 1992." 

InterAction members are urged to examine the implicatons 
of this new reporting requirement. If you have any com­
ments, please contact Tony Gambino at InterAction no later 

than February 15. If the IRS reporung requirement will 
cause serious problems at your organization, we need to knov. 
that as soon as possible. 



CRS Issue Brief by Johnatban E. Sanford
 

Multilateral Development Banks: 03-13-92 
Isues for Congres 

The United States belongs to five multilateral development banks (MDBs): the 
World Bank and four regional (Africi, Asia, Europe, and Latin America) banks. The 
MDBe are the largest source of official development assistance to developing countries. 
In 1989, their total loan authorizations exceeded $30 billion, about three quarters of it 
on market-raw terms and the rest on concessional (low cost) terms. The United States 
is the largest mingie stockholder in all but one of the MDBs, though a majority of MDB 
stock is held by other countries. In 1991, the Administration is seeking an 
appropriation of $1.785 billion to fund the paid-in portion of new US. contributions or 
vubacriptiors to MDBs. The Administration is also asking Congress to authorize new 
multi-year subscriptions or contributions to the Asian Development Bank (ADB), the 
African Development Fund (AFDF), the International Finance Corporation (IFC), and 
(possibly later in the year) the Asian Development Fund (ADF). The Adminiatration 
is also eeking congressional approval of a $12 billion increase in the US. quota at the 
Internaticnal Monetary Fund (IMF). 

This issue brief discusses the organization and operations of the MDB., current 
MIDB legislation before Congress, the level of US. spending on MDB programs 
compared to other US. international assistance expenditures, some policy issues arising 
'rom the IFC negotiations and Soviet application for membership in the World Bank 
and IMF. Then it focuses on 3 specific issues. First, how much emphasis have the 
MDBs put and how much should they put on poverty alleviation? By moot measures, 
the MDBs are placing more emphasis on poverty alleviation programs than ever before. 
However, their increased emphasis on adjustment lending and economic reform has 
raised concern. Supporters argue that economic reform is a precondition to any real 
etiort at poverty alleviation. Critics worry that the economic policy reforms pressed by 
the MDBs may put a heavy burden on the poor and cause them serious injury. 

Second, critics have also voiced concern about the possible negative environmental 
impact of MflB lending. The MDBs have expanded their emphasis on environmental 
issues in recent years. Critics argue, however, that adequate weight is still not being 
given to these issues. They also complain that the Bank is hampering oversight by not 
providing broad public access to information on its procedures and operations. 

Third, critics and officials within the MDBE and their member country 
governments have asked that the borrower countrie' level of military spending be 
taken into account by the multilateral agencies in their loan decisions. The IMF and 
the World Bank have given more attention to this issue in the past year but they have 
not made their lending contingent on borrowers' reducing their military expenditures 
to any set level. 

The issue brief reviews the issues and recent congressional action in these areas. 
Pending legislation affecting US. participation in the multilateral agencies is contained 
in the conference report to H.R. 2508, the FY1992 foreign operations appropriations bill 
(H. 2621), and the FY1993 foreign operations appropriation bill (unnumbered). For 
discussion of other issues involving the multilateral agencies, see also C S Report 91­
847 F, World Bank: Anamrs to 26 FrequentQuestions. 
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United Nations: Debt crisis persists
 
n his acceptance speech before the 
General Assembly on 3 December, 
secretary-general-designate Boutros 

Boutros-Ghali declared that "tackling the 
crippling problem of international debt" 
will be a priority in his efforts to "narrow 
the .ap between the rich North and the 
poor South-. as well as achieving a health\ 
world economy,, 

Ghali was voicing the alarm felt 
throughout much of the United Nations s s-
tem that, while lenders no longer see the 
deb, as a threat to the international banking 
system. the $1.3 trillion developing country 
foreign debt continues to bleed many low-
and lower-income countries of their ability 
to sustain social and economic progress. 

6outroat Boutros-Ghali. 

For over a decade now, debt payments to 
the North exceeded most of the poor coun­
tries' earning capacity. causing most of the 
indebted nations to "adjust" by making cuts 
in food subsidies, education and health 
spending. 

In fact, several United Nations organi­
zations that closely monitor developing 
country debt have all called for stepped-up 
negotiations for more aggressie debt 
reduction and other relief measures. Speak­
ing at the release of the annual World Debt 
Tables 1991-1992. World Bank chief econo­
mist Lawrence Summers said that getting 
many of these countries out of crisis would 
"require exceptional measures which go 

Continued on page 12 
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ene on ra and Delwop'en
 
(UNC'J) will be holing is
 
ehth ws=o in Cartagena de
 
Indias, Co!oatbsa. from 8 t 25
 
Fur.be maitit mk
**Accaiemtung threDnelopment 
Process Challenges korNaiionalld n i S D orlopme m
 
ladlmeinathotM "
DwlIoJma-m 

Pohlies in te I99Os'. wsl bests
 
oo five agerdaiems tricluiang
 
ratc5 foedeselopase. tler
 
r=totld trIlS.technliOg. les'­
s and ommodities.
 

The isttrutional role of
 
LNCTAD. which seeb m make
 
thesstirau a trading system
 
me repoiw to tie de"eloplng 
rnt m wil also bereseweld it 
fhit oI the changis" L 1~maiei
economic and poliial els iro­
nts 1heGrupoCf77, 1te oup
 
it128 -deelopngcoutrie, hu 

M4 K times in ucaia most
 
p 'p'W the workig docultem
 
lotUNCTAD VLl The Gewae­
based inferruermsesl body
 
holds thes MuqPa evey bI
 
year
 

http:Corpora.cr
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to a wider Intellectua and politica;Sustainability requires--no 
new economic concepts 


aY people now recognize 
that, for the bret time in his. 

MVA onr. we art usin up more of 
the earth's resour es than theearth can 
regenerate Thu unprecedented strua, 
bon requires us to rehindk how we 

iganuteproduction in order to f nd a 
equilibnurm between what we use and 

"usnrg resources 
Floth capitalist and soc alst 


models have been predicated on 

assumptions of continued growth 

Both measure prospen In growth 
and growth b. consumption Weno 
recognize that Increasing the world s 
consumption of resources ma',soon 
nrsul? in less growth less wealth and 
ultur tel less consurmp,ion 

W'e have shown 
more capacity than 

wilitobring
ronenironmetal 
and social costs and
beefts into ou rbfno 
economic equations. 

As I seeit we are,rrinping albei 
to0 Sh'wo towardaLten=atise concepts 
that ill take us be'ond eustinl ec­
nomic. models tu tncyrwa sg!s emptsa­
sLzedevelopment instea"d! Fro- I
 
and integrat concepts orer i'onment 
.n,, dmeopment as %e" The obsoies­
cence and replacement the chrace,. 
uzecur'rent modes ot production mus! 
shin to a av$ern which prondes incer, 
oyes t' reduce the resources required 
for production inputs and alvo thi 
amount of waste generated More 
goods car bedesigned to be repaired 
rec-scled reutilzed-wtn aconsequent
reorJgardzalor of lobs asweL a,
 
materil Access to trarpportutior. for
 

ample ma% become more Important 

than the number ofcar%Pr capiA is 

both planning goal and prospent) 

measure a 

The aLrnISa inttlirrated sstern
that will balance the useand thr 

replenishment of resources In arucung 

or logging for eampMle we can cicu. 

latethe using up of aresource with the 

need to replace its value When a 

production prxess causes en..or-

menial damage we can esnaie the 

cost atd include atu ifj ncig of the 

product 


The theoreticians of capitajist and 

soc'tst econori hramrorks did not 

anncipate these needs But the Alerna 


e theo ' and tools to achieve thesen
 
ends are well under %a%the prod uct,

01sears of work and workshops draw', 

Tn hetothrdiverse ideas and people 

T areready for appliCation-at the 
Earth Summit. in commercia! and non 
pr itproectsin ho. " atJthink 
about and go about our business 

If you don'tcount it .. 
A second arenr for AlterMative 

conceptualzng deals with whal econ. 
'uss do and don't count n the equa 

ions underlyim policy formulation 
V, econorrusts aon't count subsis-

tence agriculrure or informal econooruc 
activities VetIn Amnca50 to 90 per 
cent of people (depending on the 
counry, gain most of their hvhhood 

rnwhat they grow and eator make 
and batLer In countries asdiverse as 
Peru and Ita. some 50 per cent or 
more of the people may beengased
in the Lnforna sectors 

But if goods and Services don't 
enter the cash econom) we economists 
don't count them *And if you dont 
count it it doesn't count ' remarked 
one observer It is icrTeasingl clear 
that disregarding what hall or more of 
people do to sustain themselves en. 
ousl. skew'secononuc poli 

Much current econom'uc analvyss 
does not count access to education or 
effects on health in the gainor loss to alecl-these are called 'vternie.lmes 
M.dor t count the number ofpeople 
engaged In the productive process asa 
goa;-and so don I include it as an di-
caor Thus .hen Ghana isproclaimed
asuccess afterundentasing eight vears 
ofthe World banks sttructura adjust 

ment programne (SA)Pi the factthat 
the rruton of Ghaniuais air living at 
a standard of living far lower than thn 
were '5 years agois not "counted or 
even mentioned 

Policies based on economnic 
models that leaveout such ke" facors 
skewboth econotruc reali) and poten
htal In a number of Afncan countres,
for example SAPs requre people to 
replace the food they produce with 
imponed food on the grounds that the 
imponed food is cheaper This pobc-'
however does not take into considera, 
hon what people eat from what the 
prw (that s subsistence) or what the. 
barter for other goods and services 
(that s informa acvin') or what the 
education and health Services thn can 
no longer attord may mean to the 
productive life (that san esterralc'ty' 

The ,orld Banks SAPs no,,,, 
effect In more than 20 African coun. 
tries address man) genuine problems 
But the overall po0ic" posits a lunted 
model based on comparan'se advantage 
in a single gJobal free market system-
s.which resrnred criena I belie',

most people in Africa tand man else-
where) cannot succeed and mans ma\ 
not SurV' e 

One orld Bank official long rpe-

rtienced in African affamircommented 
nell) that the of Ah-ians n 
the ountres which have adopted
SAPs a r getting poorer The maont .
of Afncms I talked with on a recent 
trip through 17countries shared that 
obseration-and yet most felt their 
countries could be vsable that is under 
another framework could balance their 
production and consumption from 
their own resources with a sustanble 
liestyle engaged In b) their people 

Previaiing models do not air for 
or achieve sustausabdir by people 
Multiple policies which encourage eco-
nor€c Initutive and panciparion byall 
groups-ubsistence. iritnaJ locaL 
communal, and not just the private 
cash market sectors-may bemore In 

order if sustainbttN b%and 
for peopl €is to become 
relzdabout 

Changing the analytic
framework? 

To date "e have shwn 
more capaci1, than wdiIC 
bring enronmenial and ocia: 
costs and benefits i, our eco-
nomuc pohc equatiom 

Credible approaches to 

broaden the frame of reference of 
development areInthe works The 
United Nations Development
ProWrammes (UNI'P) Huinatn Dewlo 
meint Rrport is one such eflort The 
United Nations Statistical Office In co-
operation with other Unied Nations 
ora...;uni has over the past decade 
developed indicators of informal ecc,-
nomic sctivites parts-ssl) as related 
to putting a value on women's work 
The World Bank has developed an 
environrrental accounting hramework 
None of these has vet to beeffectsve, t 
applied i practice howe'er 

Still thousands of€ommunn 
non-governmental and Iocal govem 
meentundertaking, from Nr lork to 
Nairobi work toImprove survival and
development posbibilities for their 
participants in was'sthat go besond our 
current models It'i onh'. recen;%
that these efforts are becorming linked 

Are Nklith and South 

A t iter thethe South is susuinable under the 

present aconoinu framewwork hNortherrcountries reprentir apprournralekl25 per cent of the worlds people con 
sume, roughly 75 pert cernt oft ht 

worlds production and a" overun
 
haaOnty
wnh wale products which further 

damge the resource ba from which 
future production must come 'Wjthe 
United States Congressional Budge 
Office reports that the standard o h 
trig lor per cent of Americans L 
lower than tt was 10years ago Powerr­
seems increasingly widespread In Eas 
ern Europe and other regions as%e!: 
Meanwhie the 75 per cent of the 
world s people who areusing 25per 
cent of the world s production need it 
iwcr.*as their share both reLativel,, and 
absoutel. 

Tr'ying harder using current etc. 
nomic precuses is clearl%not worssn 
Fpced with the possibilry of colieise 
unpovenshment-theeartIhsconioir. 
with our own-we are given both in er 
bye and oppormucsy to thi.k anew 

how to cirgarsz ou pnciductse
avetems in wavs that are'sustamnabli 
. Two of th.e areas in whict' 
"m on" are sugested a Inlboe 
Sft frm a notion of contiun[: lneat 
growth to a system which limits 
resource consumpion and reduce., and 
rerycls waste,.and to include i, o
P0IUN framework goals and measure, 
whic& seek to increase the number' o! 
people engaged it' all rspes of produ. 

j 

tive activites-not lust the cash 
econormt 

Deisions to orpanie protects 
proramnmes and stitutions Inalter 
nanve was'sdo not need to wait for a 
mandate from elsewhere %Wcan begin
wherever weare to s Out sustarinabli 
obectives and appl, the grousing bod 
of new concepts while conrnbutng 
through applicator to evolving them 
And wecan assist find insist that the 
governmental and international bodie, 
that represent us go beyond the cur. 
rent rerictive framework that o 
cleAr1hno longer meets our needs a 

" 
C-., A'.,€ - .,r.a. ., 

--- D. ,­
, . 

I-, - A,-w 5.4.r, .' ,5,, 
ft- -" K AC 'ow, . 
Aft. .,, 
h,.P.s.... f.. i..s., D, 
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RFF Resources (Resources for the Future)
 

Technology transfer from developed to developing countries
 
Transfer of trhnolep is one way to po. 
mote both environmental qualit and e(o-
nonm welfare. Robert It Fii.president of 
Resources for the Future (RFF,. and 
Chester L Coope,. coordinatorof RFF s 
international proganis. hate conside-rd 
hox assistancefiom the deireoped world 
could be usefulls applied to enitronnin, 
tal and dreilopmntia prohlcnmi in III 
developinc tor/d throuch technoloz 

transferba.rd on spccifir guidrimt. 

Sutainable international des elop-
ment in\olhes ens ironmental prote:-

tion at both the local and global iesel, 
Such protection depend, on close coop-
eration amone industrialized and deselop-
ing nations in regard to technoloc:. Th' 
recommendations belows focu, on ho"s 
asailabl international resource, could bt, 
applied more usefull? to local economi, 
deselopment and to enironmenti proh-
lems in the forme. L'SSR. Eastem Europ,. 
Asi4. AfriLa. and L.tir. -mer,a The er-
phasi, in these sugges:on, ison the near 
term and rest,or.a belief that the prt,.-
lems to becaddre,,ed .annoi Aaii for the 
emergence of neA te .hnrloie. insi; -

lion, and inemation frames.ork,. and 
on acon iction that the lesson, gained Is' 
acting no, %killprose essential to the suc ­
cess of the long-trm programs and enter-

pnses Ihat presumabl. s4ili emerge from 

UNCED Fise guidelines are ofiered here 

for a near-term program ol international 

enmr, nental technolog. transter 


First. both the puhh and prisate se.. 
iors of donor nations should entouragee 
technolor transfers that meet no: oni, 
local emironmental concerns. but a],' 
sere existing national econoni d.-se.lop-
ment nerds An\ process or product tha: 
reduces resource input, and minimizes the 
production of harmful residuals isof in-
terest in this regard Since such proces,,e, 
and products are alread' the stuff of co-n. 
merce. the transfer of technologies that 
benefit both economic Aell-being and en-
vironmental qualIt\ can be stimulated %kith. 

out dela\ 

Second. the unique advantages the public 
s tcor can exerctse to facililate technolog. 
transfers to meet both economic and environ-
mental needs should be utilized Specialized 
go% eminent staffs could "broker" contacts b. 
tween potential suppliers and recipients and 
identif. technolog. demands. Inforrnatton 
cleannghouse, could help deelopng coun-
tries find prisate-sector technolog. to meet 
their demands In some cases. government-

business partnerships could facilitate the trans-
feroftechnolog. FinalIo.o\ emments could 
selminimum en. tronmenial standard, for 
technolog. sale, to discourage exportation of 
ens ironmenial) hazardous technologies 

Third. the capacit. of de,eloping nation, 
to plan. acquire. operate. maintain, and man-
agr the technologies the% need should bte 
expanded Gosemments. academia. nongos.-
emment organization, iNGOst) and business 
could all contribute in this regard 

Fourth. financingon abilateral basis should 
be encouraced This mi.h be accomphshed 
swith tespect io reducin carbon dioxide (CO. i 
emission, along the follosing line. since a 
countr committed to insest in CO. redu,-
lion, A il Asani to d, so a,cost-effecsel., a, 
possible. it might pa. another countr\ the 
extra cost of a solar-electric poser plant and 
take credit at home for an equis alent CO-
reduction Su:h arrangements could enlarge 

the flos, el technolog aimed at mitigatng 

greenhouse gs emission, %k
ell before there i, 
iniern.ional agreement on limiting these 
emission, 

Finall.. steps should be taken to reduce 
commercial obstacles to lechnologp transfer 
Progress is,being made in this regard, but for 
sonic nations and some technologies such ob. 
stacle, remain signifianr 

For some indis.dual iechnolog, transfer 
initiaise.s. national or multnatonail intitoU-
lions should pros ide international leadership 
Some iniiiatises hase merit aside from glrbal 
ens ironmental protection These include the 
promotion of increased energ, efficiens. es-
pectall\ in the larger. coal-nch countries. re­
forestation especiall. in tropical region,. 
populauion stabilzatton. especiall, in the Third 
N orld. laster deselopmeni of nonfoI l enrrg' 

systems, and the movemen: of fo,%isen
 
erg. systems doss n the CO,emission, lid
 
der-from coal to oil to natural ga,
 

Other initiative ma. also bess onh p,
 
suing An enterprise for organizing an­
coordinating technolog) transfer, toulJ h.
 
sponsored and managed b%the L S Ent. i.
 
ronmental Protection Agen% or. ch:.1 ' w
 
the international communit. Japa" ',RITL
 
laboratorN for stud.ing gl . chir:
 

Issues could esol,,e into an ite. ,.
 
venture for the deelopmeni of n. n,I­
ronmental technoloFg, An ener,. e':.
 
cienc\ research and de%elopmeri: ry:,
 
primarl%directed tossard Eatern-.. 's.
 
coulo be established throue,
 
tise arrangement beitseen th-b,..-':
 
Ensironment Center and eisnhr it.. Li.,­
pean Coummunt, or the Oian;. ::- r
 
Economic Cooperation and Dv.,ei,, -

A global program for addresina e,
 
sions through economic nceni\ ,'J d,-­
incensises could bc des eloped 1 1.:4
 
force of iniemiationi! econo-. Tn-r
 
Lnited States. Canada. and J;.'­
collahorate on a technical a-i,.:-.., p, 
gram iThe L.S Agen:., Inoer ., 
Deselopmei ha, signtfi.an ILunjt-,, es­
peruse. and %kell-estabhishedficl ,
 
Canada's Inteinationa Des eloprnenr Rc
 
search Center has impre-sie creden'ii.­
and much experience Japir. ha, lrc, 
fund, but lack-, adequate c,,.erra, a,--i­
tance estabhhmentN and field ep.Nr:-,,,,t:,
 
Innosatise debt-bor-en\ ironmen:1 : pr.;L', 
tion exchanges beL.ieen creditor and detr,:,,­
countries could be created \kith NCU 
and prisate foundations. regioni! dcsc 
opment banks could identif. and mce ih,. 
need for building Indigenous technlocz. 
cal capact. Firiall.. a consontim o!r. 
ntins such as Br.zil. China. and Ind: 4,1; 
proside assistance uith respect to lo,­
tech agriculture and conersaio tch 
niques to other deeloping countries aj 
the industrialized A.orld U 

Rohert %%.I-ri 
Chester L. 'oopr 
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Bearing the Burden
 
Women's Status Linked to Stopping Overpooulation 

ood 131bwon1w -- aTvonew ThO Wol of Il,dut m .,aHaptia --
nad10 the world s women-are in The irl who bms ma poor y will dchd ,s her hussand destr In cr jtis 
thein childbearing ,an Most t ubit on a det that doa not wfha &womanwsvaueof khib den depnds upor

whe nE UIWin&oM %M her fertilft) shem u ubliect to violence &-.dft 1her rarntiona.1 rvsweinti, Farialr a 
wh e t hadInk or no twess to bnradi hernm wacuartv tiuierabl abandoraient d she does not'"eoduce' the 

u k health cam schoolit t i ,- nMwvy place number of chdldren. paricular'.oruritin rdeclsoaond &=L asliau specued
As a rult. their adult lives are often less value upon their survival A strong For m.wwomnon Iskbecome­

bieged by multiple reproductive halth prltnrntc mn be in the to acfor sorus 'preed adal hl mul­
puemts hxhx urabe fvisits toadoctor diumng For withoutNradrs0 urimeeded w ates with penrnislfecawity Oftntum-
pmpuro re vduct xinvioctioand esmap. a stud of LenIndian viilf found her hubands azrval. she cannot use cor, 
maernal mort Ow only 22 pernt o1Wgirs wrte taken to buap" wthout ka ing for her aseN 

The rapid pace o population £Inowh a heALh cameacdiI m cocroanon to80 Per- men ber, not onf children, andt 
continues to push these women to the oCnto dIlboys atendant neftponsibities of childctu. bu: 
margins o(ocet Combined with thwirlo. heoW also th bsedenof gowing food In Ihirr 
polrocal economic ard socia stat. nearl . T )ilrui s nmtf h ou tre th e o(ulk a wxurts dThi% 
one out of ever) three women in the;r n 1hvr db01arouarsdtpd o mponsibntndiuaterv cac0 hgrorn nthev 
repmductive .anLacks accessto reli.l iblig to daub wter and hftood boohro u)) thei hesm Woud uV.ion ofcontvevi metK L " fa nl bon Sheotir helps her mothemar-ge food th f her biul dn
cotraevb t ad alprrlr lanning production hi herding small animaiL and ellinri localiaulet
 
inlomznciun Predictabl) pregnancies arem~p0 O I N I l l t l m'
 c len too €oir and too n umeroustat too wording the &] tygarden plot According tot UINelsmates womer 
youngotoo tor andio umruuS Themdutes wtliLualv taketoppror' qnw at Ieaist50 perimnton theworldsi toed 

nuch a 80pcent isoe A""" 
In fact Famrasno brtHealthma~mInternational tyand.coteuenU Giver ori.hadlofThud countries,'or~tLha! uU s no forma educaton she wil receive lror an a One-third to one-half of all 

rrports that more births maternal deAths Wr oe r lieae nsws na nteTidVottbtmtr., ne hirWoldga ,and infant deaths werertcorded Wwodevitnah agniculturlaborr teiNnncasaboroon 
per women With theiartirncie , olaid SouthAwnt .amaaworldwide Iore 1971to 1990 thain in ar) 

ar onthue s "cdo srceim 
other 20. aa, period 01histor, Duing this wn of 
same iod.world populiauon increased b) nsler-d a classroom women 

d mitods ofood producton"a ;itMb willmost he apro-

Ior hey i she a MW m he At population growth continues to 
50 perc.-

Enanctig the status of tinoou 
M MIJwidelyreccoseditarig womnaskrs Wis AcordingtoathceDIe atil. Survrs. womentLmwsttomconmsend 

'~dty acuze t ornns 01MXrcawouno, acalaerrtriff eteW kadasion inthia ~ytosuig pmruisly So peMwi -
Irs penni the wry for gratirrcontracemot 4 m of maid pacat of siler-io0Au 30d~ ix-u Of dlorstatie n d wale' 
accePWnce Pth byag18arid stoppng popualsoe LalltAmeicaninart- wiWider oppoorties for women m alaso n . 
- asitus 7n order to achie e ptar er, 
vironmentil protection and sustainable 

-omenP-itlctpelg In@pelt"al Ow Ing pitcal1bk figIngo Afrt OW" 019"n.@C 
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bw INu meuahy PemPI an mk, 
lourishing in 1987, the World Health 

wom" Ontmpsabsn LdUth ordBankogarud
KSae MofhuerodIne Every ancdri) 


pm,lm .61.,tl-,,h Ri(o Id 	 ealt inerst 'ws~ msndsstarswCU w=.a
6 	 Women's Status w 
, 	 #Sir6 Used Nations Cori- o theit homu This matmat and child 

an IAmm t - Difc C r "h be p.upshsvii lmu to hir materal dcAh.
 
no ASKED TlreeImdincimmn u oressmby the Pez, M00
4i M a- s o of Isey pollution ecoloc shoefalli force caed birth ed In Chil. one-tird of i w c u b,Theme 	 e o 

mneyadam" 0 b pimmIm R womento Aiend morr time eachdin m earch 'verv thoslst the pill acalmudI s p lamvi i ofP S1.Oper isar 
lawbees beode.sItaid at neru necessities In rural areis where the isowch will - mach cancer twoI blmostountrisobisji in d sase Thu , 


IF worrer alncadi spend sevrallhowl cach da) Phsiippne murey adopt more
Niailyh'alf the women mna comprihenusre famils planning
 
Durin the World III, j'aCori MOifl Slli ~thwood andwater sup- thoulght It sedsterilir Btter foo-u r-rcaaswellamepot one-acir hulL'
 

VaiIfiatPblant el im ~ plies the depletion of woodlands, or water coueturgcousld Increase Aarensaand put And tamods Surltar pit,
planning serscs 

this pautNovember. there was sources wi ewnt55I (me~ thei towalkt, ADrest ceta~in myttthsaboutcotaception wansnNicorgi, BotswatandSri Laniu
 
Valrtacsasy vocal aiicismOf the the i search o n supplies Soil crosbot have led to both higher €ontraceptiit
 

10adds2.hic a e b i wAriulue fraill sods give" Stall. pmlc ran n moremiedica-
,suri
-i ibysemdpmtsu urns m will ultimtebly reduce the amount of lood the Whl cults and de birthsWamilial barrersn wilsed 

4 7Td %mot one milies getting compe benil) tansil) planning programs ha,,
women Drtning canprovide for heir Prevet woei from Some 

population workahop. wpvJ women According to a reportfrom the U.N plnning infortrsabon dhrv have btn U. beernvery succes.ful in r,relatieh shor
 
pa eebttuscuahsgell &N Development Fund for Women *an o5t5O n s drA.toimprovewo r's herhanid peroddt n nthe Unitrd SuLes it took 5.
 
q"prng popaLation growth will be d for -lfl high ) ,hat ratr-awrgc
Qc-w'ura Uf.eedbv enable Cm to decideon family uste years for the total #¢rts',l 

placed iupon thst shouldeti of Third ratesOfPcPustingoth and the failere Of mae mpg~ 0 4wyd 1e ume ~hlnnbr oawmndrn
 
Wold omemw~aotl mompiffirm polictosalierr; to recognize anobvious trt work etwosso dr~-5
op trn60 tr 
ookaM im flalmes in Iaet that as Iong as women remain poor and Thenternatinl 3-5In schas7ounttriesda4dColobrn,UnsonlottheCoser. i, 


poweres fragileecosnte'ms willrettusiat ! ation of Nature and Nat.sral Resources South Korea Si L,,ka And Indo',e.si
Pbremei the d r.sk The report concludes that women who (nUC', r (an O rg amlies Achievedthe isameletlist drop er"iate the has aceled to 11u 


I Amo p 21 e -* RT poor hungr anddesperate hav ie information witha thriving environmental So o" ts 111i r'Md, -I5 years In CV'
 
d ndatheriestlI, consequences pro One pilot program nPftuhas csbus arid only ears fSee
ac tme to ponder tUelong.ter in Tha"na 


aocial status of women and their oltheir actions upon the planet Then do metwithencoraging rsuj, du I
 
di" lev. toonrqsas fpot sil whatia'vr is ne. to fleedtheir families Moem Own one million pei k iside in omt reliable predi:ton o
ca One of the 


bon growth ssueand ending the and sumve one mormdi, the Orangi communiti o0Karach Pakua rs'oivnns contraceptivr isc. timilsue amn'•
mai ofbutaoobal mlorm one of Alias largest Lquatter settlements ,itbitte) ptio Vigi e
of It 	 n lases i t Ile 

cdo C" forfther cacasrion.olaa Can er tvIV arnr Over a en-year period the IUCN program o duiton atarned Accorito rWori,

plarnstrdprott~rathatwoeUdbei-ther The debilicatigdectsdoprsesly cw be onr.anited the consttrulction o1a aiitation Fertlity Surveyeducated women hive beer
 
coercive nor compulaory in their offset b, programis Ia ofter women som xyWMtASweU Soundto havefeter chtdn'r In Brui:too
asthe distissondo'e plants 

Approach degreeof control over Uieir liveaIncretasirsj aid vegetable aec&l Prspec fiscilamn lourd iace,uneducated turnr haveansavena


But the final draf dramaticall) the arualabdit, ofihaml) planning porigras I that people who liv there Arewell aware outt of6 5 chldren while thosewil' asecoindar 
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POPULATION PICKS & PANS 
For 1991 

India, Thailand, Colombia, Morocco and Kenya have made significant 

progress toward providing universal access to family planning and 

lowering average family size, according to the Population Crisis 

Committee's 1991 PopulationPicks & Pans. 

Five other countries-the United States, the Philippines, Saudi Arabia, 

Malawi and Haiti-are criticized by the Population Crisis Committee for 

their lack of progress (or backsliding) on these issues. 

Together, these 10 countries contribute more than a quarter of the current 

annual increase in world population-about 24 million of the more than 90 

million people added each year. 

According to Picks & Pans, family size in the United States has actually 

increased over the last few years, from 1.8 children to 2.1, and the U.S. 

population is expected to grow by 2.7 million people in 1992--significantly 

more than the 2 million added each year over the course of the 1980s. In 

contrast, family size in Thailand continued its rapid decline during the 

1980s-from 4.5 children in 1980 to just 2.2 in 1991. 

"Not only has the U.S. government abdicated its leadership role in family 

planning internationally, it h,.s also effectively reduced access to family
I
 

planning services here at home," says Sharon L. Camp, Ph.D., 

-Continued­



senior ice president of the Population Crisis Committee (PCC). "Thailand's
 

achievements and those of PCC's other 1991 picks provide a stark contrast to the
 

dismal record of the U.S. federal government on family planning over the last
 

decade and its active support of those who seek to limit women's reproductive
 

choices worldwide."
 

Strong government support for family planning and effective nublic-private
 

cooperation in providing services have been crucial to success in ai but one of
 

the five countries praised by PCC.
 

"Political commitment is a key factor in nearly all these countries." says
 

Dr. Camp. "'e can see its importance by looking at the countries making little
 

progress. Despite large amounts of foreign aid to the Philippines, for example,
 

access to family planning services has barely increased over the past decade.
 

And it's the absence of political leadership that has impeded progress-nol afn
 

lack of demand for fertility control."
 

PCC selected the 10 winners and losers in consultation with a wide range of
 

experts on international family planning. The achievement of each winner
 

was judged relative to its own starting point and recent history, rather than on
 

the basis of absolute levels of achievement. Thus while fertilirv is still very high
 

in Kenya-an averag, of 6.7 children per woman-it is significantly lower
 

than in the early 1980s when women had, on average, more than
 

8 children. The most rapid progress has been made very recently.
 

Population Picks & Pans is part of PCC's effort to track world progress towards
 

population stabilization through the coming decade. The 1990s were first
 

identified as the "critical decade" for success or failure on this front in PCC's
 

world progress report for 1990.
 

The Population Crisis Committee is a private, non-profit organization that
 

advocates population stabilization through universal access tp quality voluntary
 

family planning services.
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The Picks:
 

Countries Making the Most Progress in Famiy Planning
 

India: The states of Maharashnra, Punjab, Gujarat, Kerala and Tamil Nadu. 

0)As many as 50 percent of couples use a contraceptive method in the 

five states cited by PCC and the average number of children born to a woman 

(total fertility) has fallen by one-third to one-half. 

fl Strong leadership by thesc state-level governments is largely credited 

for the achievements and is compared negatively with leadership by other state 

governments in recent years. 

Thailand: 
: In less than 20 years, the level of contraceptive use among couples in 

Thailand has risen from less than 10 percent to more than 67 percent and 

average family size has fallen to just 2.2 children. 

J Creative marketing and effective public-private cooperation are 

important reasons for Thailand's family planning successes, according to PCC. 

Colombia: 
0 Total fertility has dropped by 60 percent since 1965, from an average of 

seven children per woman to less than three today. 

0 PCC credits the government's consistent political and financial support 

and its partnership with the national family planning association, 

PROFAMILIA, for continuing program successes. 

Morocco: 
3 More than 40 percent of couples are estimated to use a contraceptive 

method in Morocco and fertility has fallen by more than 25 percent over the 

decade of the 1980s. 
1The man) innovative approaches of Morocco's family planning 

program-including housecails--have resulted in a near universal knowledge 

of contraceptive methods among women and rapidly increasing contraceptive 

use. 
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Kenya: 

0 After many years of little progress on family planning in Kenya, 

contraceptive use has almost doubled in the past few years, to 27 percent of 

couples. 

0 A new emphasis on quality family planning services in the Kenyan 

program, along with a higher level of political commitment, have helped 

Kenya turn the corner, according to PCC. 

The Pans:
 

Countries Making the Least Progress in Family. Planning
 

United States of America: 
0 After years of near-constant fertility, family size in the United States 

has been increasing since 1988, important given the significant impact of 

American consumption patterns on the global environment. 

I Failing federal expenditures (in constant dollars) and the continuln" 

erosion of abortion rights during the 1980s, (including the Reagan-era "gag 

rule") have hurt access to family planning ser,'ices, states PCC. 

Philippines: 
-1Levels of contraceptive use among Filipinos increased little, if at all, in 

the latter part of the 1980s making the Philippines the fastest growing countr. 

in Southeast Asia. 

0 The government's reluctance to support family planning measures is 

attributed to the great influence of the Catholic church hierarchy in Filipino 

politics. 

Saudi Arabia: 

71 Continued high levels of fertility (an average of more than 7 children 

per woman) anc declines in death rates have resulted in a higher rate oi 

population growth in Saudi Arabia at the end of the 1980s than at the beginning. 

Officially, the government limits access to contraception. 

73 The government's pro-natalist policies are rooted in a desire to reducc 

the country's reliance on foreign labor, yet less than 5 percent of Saudi women 

are active in the labor force. 
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Malawi: 
0 Only 1 percent of couples in Malawi use a modem contraceptive 

method, due to the almost total lack of access to family planning services up 

until very recently. 
: President Kamuzu Banda, who has maintained authoritarian rule in 

Malawi for more than 25 years, resisted the introduction of family planning, 
despite a 50 percent rate of malnutrition among the country's children and 
other signs of widespread poverty and suffering. 

Haiti: 
0 On average, Haitian women still have more than six children-the 

same as in 1980-and only about 10 percent of couples use a contraceptive 

method. 
0 In addition to widespread poverty, the corruption and despotism of the 

Duvalier governments-and most of their successors-have made steady or 
substantial progress in family planning very difficult. 

"Neither religion nor culture are insurmountable obstacles to the acceptance of 
family planning," says Dr. Camp. "Both Morocco. a predominantly Muslim 
countrv, and Colombia, which is overwhelmingly Catholic, demonstrate this. 
The willingness, on the part of a government, to creatc a climate supportive of 

reproductive choice and responsible parenthood is the critical factor." 

46. 4. ,4.
 

Popsazion Picks & Par:
 
The PopuLatk-n Crsis Committee's
 

1991 Selection of the Ten Counres Worldwide
 
Making the Most and Least Progress in Family Planning
 

is available for purchase by the public for $3.00 from
 

Population Crisis Committee
 
1120 19th Street, NW, Suite 550,
 

Washington, DC 20036
 
202.659-1833 
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IFPRI Report, International Food Policy Research Institute
 

VOLUME 4. NUMIER I 
FEBRJAWY 

COMMENTARY: GETING MACROECONOMIC POLICIES
RIGHT ISCRUCIAL FOR RURAL DEVELOPMENT 
Agriculture and the rural sector have the domignant weight in the economies of mostdeveloping countries. Rural development Is pat't of the piooess of structural transforma
bon' characterized by a diversification of the economy away from agncuhure. This 
process Is facilitated by rapid agrlcuttural growth, at least Initially, but leads ultimately tosignificant dedines Inthe share of agriculture in total employment and output. For manydeveloping countries rural development is a key element of the overall developmentprocess that can provide the basis for a self-sustaining and equitable economic growth.

Recent discussions of development strategy for low-income, labor-surplus countries
have emphasized, with good reason, the need to 'get agriculture moving."As agnculture
develops itgenerates Increased demand for farm inputs and, more important, increases
Incomes among rural households. As their Incomes nse, especially those of low-incomehouseholds, demand increases for food and labor-intensive industrial consumer goods
and services, such as clothing and housing, produced in the local economy. This leadsto further increases in labor demand and income Ina self-reinforcing growth process. Tothe contrary, high-income rural households tend to spend income increases on goods
produced in urban areas or imported from abroad. 

During the 1960s Taiwan and the Philippines had comparable records in agnculturalgrowth. However, Taiwan had smaller landholdings, used less mechanization, and had 
stronger growth linkages than did the Philippines. Tatwvan, unlike the Philippines, had a
broad-based pattern of rural employment and output gains that accompanied agncul­tural growth and provided the demand stimulus for rural-based industrialization. 

Beyond the demand effects of agricultural growlth, the supply response of ruralnonagricultural producers Iscrucial as well. Supply factors that significantly affect the
profitability and competitiveness of rural nonfarm enterprises relate to some aspects of
the macroeconomic policy environment, Including the foreign trade regime, Interest rate
and credit policies, and public investment in Infrastructure. 

Import restrictions have been used extensively In many developing countries toprotect domestic Industry from foreign competition. Such trade bamers have benefiled
producers of Import-competing consumer goods but effectively penalized export-on.
*nted Industries and capital goods producers. Moreover, the induced exchange rateovevaiuabon, together with low tariff rates on Imported capital goods, has promotee
excessive mecdisnization and the growth of capital-intensIve industries based in urban 
areas instead of labor-intensive industries based in rural areas. Restntive trade re­
gimes that distort domestic prices and limit accss of small producers to ioreign
exchange inhibit the development of rural nonfarm enterprises.

Many developing-country governments have Imposed Interest rate ceilings or credit
controls on the formal banking system, resulting )n artificially low interest rates and anallocation of loans biased toward large-scale, urban-based enterprises. In some cases
low-cost credit has been directly provided by the government as a means of promoting
Investment in selected industries, also favoring large producers, while the underpncing
of capital has encouraged the adoption of more capital-intensiive technologies. Small.,ca, rural enterprises have been forced to rely heavily on Informal credit markets whereInterest rates tend to be much higher. This has sbrvod as another Impediment to a strong
supply response of nonagricultural production to the demand stimulus arising from 
agricultural growth.

The supply response Is also a function of the rural Infrastructure, defined here as 
including both social and physical infrastructure in the rural sector. Public investment in 

(conbnudon page 4) 
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education, for instance, helps improve labor skills, managerial capacity, and the work 

culture. Improved roads and other physical infrastructure reduce marketing costs for 

producers, Increese the &cessof consumers to marketable products, and generally 

conthbute to market integration as a basis for th development of a wide range of rural 

nonagricultural activities. Unfortunately, public investment policy in many developing 

countries has not emphasized the development of infrastructure; or Ifit has, expendi­
areas. The underdevelopinent of ruraltures were !Prgely made In urban, not rural, 

i trastucture Insome developing countries has been shown in recent IFPRI studies to 

represent an Important supply-side constraint in the iinkage effects of agricultural growth 

on rural nonagricultural produrLion and overall economic growth. 
Thus, rapid agricultural growth does not automatically lead to rural development and 

rapid overall economic growth that is equitable and sustainable. Constraints induced by 

macroeconomic policies can Inhibit the response of rural rionagricultural producers and 

reduce the magnitude of the employment and Income multiplier effects arising from 

agricultural growth. It is especially Important that the foreign trade regime, Interest rate 

end credd policies, and public Investment in Infrastructure provide an environment 

conducive to enhancing the ormpetitivenesb; of small-scale, rural-based enterprises. 

Romeo M. Bautista 



Challenges for
 
Global Agricultural Research
 

Searchingforsustainableandenvironmentaly safefodproductionsystems tofeed thegrouwng populationofthe world 

Robert 0. Blake 
Charman. Cam mit,,onAndvral i&hna for Lntbopiq~Covnnts 

Twenty years ago, and in the face of grow-
ing populations and food shorta,-es i South 
Asia, the world's spirits were boof,d by rews 
of India's and Pakistan's seemingly sudden 
success in launching the -Green Revolution" 
Both triest :ountries introduced highly produc. 

ve -'aneties.of wheat and rice, employing new 
methods in the use of more and better chenical 
ferizers, unproved irgation, and pesticides. 
As a result. countries that once feared famine 
began to produce enough to meet their needs, 
and even export 

As has happened so often, history- is now 
repeating itself An agricultural crisis is 
again looming on the horizon But this tine it 
has a global dimension and poltcymakers 
worldwide must face a potentially explosive 
conflict of choices New ways must be found 
to increase agricultural production by nearly 
50 percent in the next rwo decades This 
must be done, however. without depleting the 
earth's soil and water resources, which will 
be needed to meet greater demands in the 
fiture 

Traditional agncul,'ur! may not be able to 
meet this challenge This means that onre 
again, ntenanonal agricultural researchers 
and their national colleagues are being cal',d 
on to play a major role in fashioning sustain. 
able and productive agricultural systems for 
the planeL 

Fommtely, tz's time, there are not 2 but 17 
interrationaJ agricultural research center--all 
operating under the leadership of the Consul-
tative Group on Intemational Agricultural
Research (CGIAR--and another dozen centers 

that are coopemting with them or are 
in the 

process of being set up. Even more important, 

there is a qualitative change of focus i. 
 the 
centers' research. increasmgly, scientists are 
being asked by the,, financial backers and by
the CGIAR's Technical Advisory Committee 
(TAC, which coordinates their research not 
only to develop sturdier and more productive 
plants but also cost-effective and labor-effec-

Fmana &Detopmen , March 1992 

ive ways to protect and improve soils and 
conserve water. They are also giving more at. 
tention to environmental concerns by helping 
small farmers and farmers working onmarginally troduclive lands. This truly repre-
sents, as the popular press has said, a 'green-
ing of mtemataonal agricultural research" and 
of CGLAR 

What has brought all this about* There has 
been outside pressure, of course But, prnci. 
pall%. tfus shift has come as a healthy internal 
response by the international agricultural re, 
search communit. to some very frightenig 
and challenging realities 

, Agricultural productvirv and production 
must continue to accelerate at an unprece. 
dented rate for at least the next four decades 
particularly%to help the poor countries of the 
tropics feed their rapidly growing populations 

* Chemical inputs (pesticides, herbicides, 
and fertilizers) may be too expensive, unavail. 
able, and. in the case of misused pesticides, 
dangerous for the farmers in developing coun-
tries Yet. much of the increased world food 
production must come from these farmers 

* Very little additional irrigated land can be 
brought into production, barely making up for 
the cultivable land being lost to salinity and 
waterlogging 

* Too many national agricultural research 

and extension systems in the developing world 

have become underfunded, overly politicized, 

and hence, ineffective, over the years. These 

weakened systems, therefore, are not strong 

enough partners for the international agricul.

tural research centers. Even some of the best 
national centers--in Brazil, Mexico, and the 
Philippies-have deteriorated in the last 
decade as debt-ridden governruients have cut 
support. 

o Developing cowitnes cannot rely on their 
most fertile lands alone for food and other agri. 
cultural produce. mustThey also sustain 
production on poorly endowed lands, w'here 
farming is often difficult because of various 

L-,nblrations of recurring drought, wetn,. 
cold, steep ground, or infertile soil
 
Meeting these problems
 

To meet these challenges and to movt to 
sustainable (i.e., productive and environmetn 
tall sound) agricultural systems. the centt.: 
recognized in the n'ud.198& tha! they would 
have to make major changes m their reear'c-. 
programs. How well have they. me: the ntt-c ic 
develop sustainable agricultural system:" 

The short answer is that the, are al] mak.-g 
important progress, some tanmort o:her-
Following the lead taker, b\ TAC and th-
TAC's own Sustainabit Commine.. aV th. 
ceters have begun to revise the.- re;ea.c, 
gradually. The extent to which tht - chanpv. 
are marked b:. creativity and dar-mg depend, 
on the quality of the leadership of each center 
and &e ability of its sciennst. to adapt to tht 
changing percephons about agncultrura re 
search. All this represents a big step forwa-d 
Prior to making the changes that I have dte 
scribed, most of the centers concentrated on i. 
creasing the productivity of the fooC crops that 
they were mandated to cover Relatively lnit 
attention was being paid to the protection of 
natural resources 

Centers working on the problems of a whok. 
region, such as th'le International Center on 
Tropical Agriculture (CIAT) in Co.lombia the 
International Center of Agricultrwal R.search
 
in the Dry Areas aCARDA) in Snra. and tht
 
International Listitute of Tropical Agriculturt.
 
(UTA) in Nigeria, appear to be experiencing
less difficulty in making the neoesa.­
changes in their research strategies than the 
centers working on specific crops They. t,. 
wil need to be ready to make midttem, 
corrections 

As yet, none of them has made fully system 
atic efforts to analyze the sustaiabiity of th 
agricultural systems whch theyin are ir, 
volved taking into consideration not just ec,, 
nrmic and environmental trends but also ke. 
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institutional, political, and cultural factors 
This is a huge and complex task for the agri. 
cultural support services, banks, wAd funding 
institutions to undertake in concert with farm. 
ers'associations. 

The centa's cannot do all this alone. For o::e 
thing. they do not have the necessary funds. 
Nor do they yet have the political backing to 

and improement of the soil must be at the 
heart of every project. A good model is the 
work that ITA of Nigeria has done in intro, 
ducing soil imnservation techniques into many 
methods rf producing cassava, a crop on 
which ,WOmillion people d"pend 

The centers must also do more to directly
address the broader economic, cultural, and 

saling back old programs that are now of rel 
atively lower priority. Greater emphasis must 
be placed on mobilizing additional finan 
cial.-,,,nd political--suppor for the center-
Innovative teci-niques may need to be em 
ployed to raise idditioral funds 

Special role for the Bank 
generate them. But even more important, they 
should not try: to be effective, the greatest part 
of such a complex and politically sensitive ef. 
fort must be carried forward by national gov. 
ernments and national institutions in each 
,c-'ntry. As for the international centers, they 
will need partners other than the national cen. 
ters, which are dedicated to bringing about 
fundamental changes in farming methods and 
the way that governments support thse ef. 
fons.These new partners will fill certain gaps 
in the centers' arsenal of skills and acmvites 
and fit a certain profile-

s They would carry out research that the 
centers cannot get to or should not undertake. 
Some of these new partners should be farm. 
level and nongovernmental organizations 
(NGOs) that could be technically strengthened 
to do research at the local level aiid---equally 
important-to help get the centers' own suc. 
cessful research to the farmers in their 
localities. 

o They would include those who could help 
persuade governments to make and implement 
realstic, financially valid plans to solve na. 
tiona) agricultural problems Possible partners 
in this effort would be the World Bank. the re-
gional banks, other development agencies, and 
policy-oriented study institutes, such as the 
US-based World Resources Institute. To date, 
however, the banks and development agencies 
have seldom focused on this type of strategic 
agricultural planning 

e They would need to be able to help farm. 
ers--especially women farmers--adapt the 
centers' research for use in different ecological 
and cultural situations National and regional 
farmers' groups, international NGOs, and even 
socially oriented private companies could be-
come new allies for the centers. 

e They should include groups outside the 
usual scientific ci'cles within which the centers 
operate, while shatiag the centers' vision. so 
that they could help the centers compete for 
political and financial resources in a resource-
scaroe world. 
Needed changes 


What changes deserve the greatest attention 
of the centers and their partners? 

The),should give the highest priority to in-
tegrating realtstc and cost-effective methods 
of protecting natural resourres at the farm 
level nto more research projects. Protecion 

political issues that affect agricultural systems, The question is often asked: Why not rely 
a well as environmental concerns. This in. more on the national agnculrural research ce,
volves collaboration with national partrers, for 
example, in dealing with crucial issues such as 
land tenure and infrastructure. 

The centers must examine-individually 
and collectively-more closely the agricultural
problems of the relatively few regions of high 
or potentially high productivity that are cen. 
tral to success inradically increasing food pro.
duction (e.g., India and Pakistan's Punjab and 
the rice paddy systems in South Asia. South 
East Asia, and China). CIAT's new strategic 
plan to examine the overall surtainabihity of 
tropical ind.level hill areas in Latin America is 
a move in the right direction. But that organi-
zation should, very soon, go beyond this first 
step to determine where and how a substantial 
increase in tropical Latin American food pro. 
duction can be achie, ed 

The centers should also place a higher prior. 
ity on developing 'iarmer-fiendly," integrated 
pest management and integrated nutrient 
management techniques The commodity-on, 
ented centers must develop such techniques 
for whole agricultural systems where the crops 
on which their research concentrates are the 
principal-but not the only---aop involved 
For example, the Center for Wheat and Maize 
Improvement, which is now doing important 
work on disease and insect resistant maize, 
should expand this to include integrated pest 
management research for other crops inmaize. 
dominated systems 

The centers need to step up their efforts for 
protec- .ng traditional crops and related wild 
wvieties, whose genes may prove crucial to 
ac,,.vingsustainabilty at the high production 
levt! rquired. This effort is urgent and must 
continue to invoive all the centers, not just the 
International Board for Plant Genetic 
Resources in Rome, which is spedfically 
charged with coordinating this task 

These relatively new tasks will require the 
support and cooperation of persons and insti. 
tutions well beyond the centers and their nor. 
mal partners. The centers will need to involve
themselves progressively as the key scientific 
players on a new kind of team designed to at. 
tack all the dimensions of agricultural sustain. 
ability and rural poverty. These efforts will 
cetainly require more money, probably in ii). 
creasingly large amounts, as this decade' pro. 
ceeds. Some of it will have to b released by 

ters rather than the international centers' Th, 
answer is important: Increasing the produc a% 
ity of food plants requires-and will continu. 
to require--a broader global approach. on( 
that is difficult for national centers to achie've 
The centers are the research organizations be .' 
suited for managing such a glob-* approach 

I do, however, believe efficient national cer, 
ters that are able to adapt world agnculrura: 
advances to locai needs must in time be devel. 
oped in all counties and regions To a consid 
erable extent, the international centers can con 
tribute, and already are contributing to tht 
strengthening of the national centers through 
training and joint research However. we mus.t 
face facts. Tho many na ional research instit a. 

tons are far too weak to meet the heavy scien 
tific requirement that their national conditions 
require. Building adequate scientific reseazc­
capacity in these countries may take a decadt 
or more The Wor'd Bank. the regional banks. 
and some of the nationa, aid donors are work 
ing hard to strengthen the reserch organzi,. 
tions in developing countries The Spena' 
African Agricultural Reearch Fund (SI'.AA , 
supported by the Bank and a number of cour. 
tries, isan example of such an,effor 

There is anotheo specma! role for the World 
Bank. It is the only organization tha! has a 
strong enough resource base. and potential!\ 
enough political and inteilecrua! leveragr to 
take on the job of overall -managing dlrector" 
of such an effort. It has a strong and vested in 
terest in doing a better job in using broader 
agricultral planning to achieve iLsdevelop 
ment objectives 

Admittedly, the Bank will have to make. 
some major changes in its policies and opera'
 
ing style ifit is to take on such a broad resp,,
 
sibility. B, under its
new leadership the Ba-r. 
looks like it is ready to embark on new path. 
As a first step. the Bank could join with the 
centers and a growiig niunber of willing coun 
tries inundertaking a series of country-specdif 
discussions on agricultural sustainabiliv and 
agriculture's place in national economis. 

Despite the daunting task ahead. I am en 
couraged by the progress that the centers have 
already made. Indeed, the "greening" of inter. 
national agrindtural research is moving into 
w'rvt one cozd call "middle gear" and forging 
artA'. a 
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Managing 'water for economic, environmental, 
and human health 
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Large-scale water projects have be-
come the accepted straieg. for solving 
most water problems. The distinguished 
geographerGilbern F.White has observed 
that for several decades ending in the 
1960s large multipurpose dams were 
widely viewed as symbols of farseeing. 
humane management of natural resources. 
The rapid grovyth of such projects re-
flects this vie,.k. of reser-The number 
voirs with a minimum storage capacity 
of 100 million cubic meters began to 
gros, rapidly during the first half of this 
century in North America. and after 1950 
in the world as a s4hole. From 1950 to 
1985. the number of such reser\oirs in-
creased thre.!fold and their storage ca-
pacit. increased ninefold \,orldv, ide 
Water diversions also rose sharpI>. Sci-
entists in the former USSR ha\e esti-
mated that global \,ithdraA als incre;-sed 
nearly fisefold beiteen 1900 and 19S0. 
with three-fourths of this increase occur-
ring just skithin the last three decade,. 

While drinking is the most critical use 
of water for sustaining life. by far the 
largest use is irrigation. Ashich accounts 
for about 70 percent of all \.ater sAith-
drasals. Agriculture is particularl sen-
sitive to the a,ailability of \sater. Rehable 

R ising water costs and 

high government debt burdens 

make it unlikely that new 

irrigation projects will receive the 

generous subsidies that nave 

fostered the worldwide growth of 

irrigation to date. 

supplies are essential to the introduction 
of high-yield farming. Irrigation, which 
makes farming less susceptible to vari-
ability of precipitation. encourage, yield-
increasing investments and expands the 
area capable of supporting productie 
agriculture. Worldsside, the area of land 
irrigated increased from about 4lh million 
hectares at the starn oi the tssentieth cen-
tur\ to 94 million hectares in 1950. and 
to 250 million hectares currently. 

Generous subsidies, and institutions that 
ignore some of the costs associated with 

agricultural water use, have fostered the 
growth of irrigation throughout the world. 
However. rising water costs, high govern-
ment debt burdens, increasing competi-
tion for scarce water supplies. and grov.ing 
awareness of environmental problems 
make it less likel) that new irrigation 
projects will benefit from such govern-
ment largess and myopia. Moreover, high 
and rising salinity levels in water. depen-
dence on nonrenewable groundsater 
stocks, and pressures to reallocate water 
from agriculture to other uses are forcing 
some pres iousl, irrigated lands out of pro-
duction. In most areas of the world. fur-
ther expansion of irrigation will depend 
largel on improved management of ex-
isting %katersupplies rather than on the 

deselopmeni of additional supplies. 
All irrigation \ater contains salts that 

are left behind \,hen vater is transpired 
by plants and eaporated from fields. If 
allosed ::i accumulate in the soil, the 
salts retard and eventuall. kill the plants. 
Sustainable irrigation requires applica-
tion of enough vsaier to leach the salts 
out of the root zone and then remo%.al of 
the drainage \,ater from beneath the field. 
Poor drainage lead, to \xaterlogging. 
v.hich also destro,, the productivity of 
the land. Salinity has resulted in the aban­
donment of irrigdion on millions of hec­
tares of land and reduced yields on 
millions more. For instance, in the Aral 
Seiibasin of the former Soviet Union. 

ssaterlogging had forced about I million 

hectare, out of production by the mid-
1980s,. and high salt levels reduced crop
yield, on about 60 percent of the 7.6 

million hectares irrigated in he basin. 

In paris of the United States. India. 
and China. and in many other areas, cur­
rent water use depends on nonrene, able 
supplies. Although the extent of ground-

water supplies worldw;ide is unknossn. 
groundvater use exceeds recharge on 
about 4 million hectares in the United 

already-cccurring in the westem United 
States. and the high costs of neA supplies 
will make water marketing increasingl. 
attractive in other place,,. Rising ssater 
costs are inevitable for three reasons. 
First. because the best sites are desel­
oped first, subsequent addition, to a 
basin's water storage capaciy are increa­
ingl) expensive. Second, storage in­
creases a river basins safe yield onl. at a 
diminishing rate. And at some point 
evaporation losses can more than off,c 
any gains in safe yield associated %, il 
additional surface siorace. Finally. the 
social costs of storing and dr.-enin A.­

ter for offstream use rise as streamflos 
are depleted 

Water development and the 
environment
 

Water project, and \Aater use alter the 
natural ens ironment. The en\ ironmental 
impacts can be good and bd Foi e\­
ample. a resers oir creae' a nev.ens iron­
ment that fa\ors some orgianism, at the 
expense of others and replace, thc e­
thetic and recreational benefit, o!a tree­

flosing stream \kith those ot lake A, 

A mong other reasons 
increasing competition to! v..": 
will make expansion of irrig!.c-. 

largely dependent on impovc­

management of existing v.z!:- , 
supplies rather than on aevelp­

water use intensifies, ho%&eser. the net 

effects are likely to be negatie. particu. 
larly when -Aater development and u,c 
proceed without adequate regard for Ceo­

States-20 percent of the total area irri- logical processes and for the en\ iron­
gated in the United States. Depletion of 
the Ogallala aquifer already has contrib-
uted to the termination of irrigation on 
about I million heciires in the U.S. High 
Plains. 

A,water becomes increasingly scarce. 
pressures will mount to develop addi-
tional supplies and to transfer water from 
agriculture to other uses. Transfers are 

mental values pro%ided by natural %sater 
systems. 

IThese processes and value, often arC 
overlooked in plan% designed to use \ a­
ter as a catal.,t for economic de\elop. 
ment. Planners and managers routinels 
emphasize the positise and ignore or un­
derstate the negatise impacts of uater 
projects. For instance, reduced floodin 
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and more reliable supplies for offstream 
use might be viewed as unmitigated ben-
efits of dams and reservoirs, while any 
adverse impacts on the ecolog) of down-
stream areas dependent on annual flood-
ing and silt deposition are ignored. 
Likewise. the negative impacts on aquatic 
ecosystems of withdrawing water from 
and returning contaminated effluents to 
streams or lakes are often excessivel% 
discounted. 

The U.S. experience up to the passage 
ofte how atrng developentlbia 
trates how a strong development bias 
combined with policies that foster an il-
lusion of unlimited supplies of inexpen-
sive fresh \kater can erode the productive. 
recreational, and esthetic values of a 
nation's %katerresources. In the fifteen 
years following passage of the act. the 
nation has spent more than SI00 billion 
to limit and treat industrial and munici-
pal wastes discharged into lakes and 
streams. Although the act's goal of re-
storing all nasgable \hater to fishable 
and swimmable condition ha,. not be.!n 
reached. the oerall quality of these \.a-
ters has improved markedl\ since the 
early 1970s. Changes inpublic altitude, 
and policies prompted by en\ ironmental 
concerns ha\e altered vaier use and de-
velopment patterns significantly. Water 
project construction peaked in the late 
196O0s. per capita \kater s.ithdravsals 
peaked in 1975. and total withdrassals 
peaked in 1980. 

Despite the overall improvement in 
water quality, many lakes and streams 
remain too polluted to fully support their 
designited uses. Nonpoint pollutants such 
as unoff from farm s, urban areas, and 
con:truction sites are nos, the pnimarS 
sourcts of pollutants reaching the nation "s 
waters. The United States has not desel-

oped an effectise strategy for curbing 

these pollutants. Moreover. investments
 
to control municipal and industria! pol-

lutants are yielding diminishing return,. 


Large-scale water projects have played 

a prominent role in development effons
 
throughout the developing world in re-
cent decades. Unfonunalely. disappoint-
ing economic benefits, and unanticipated 
environmental costs have characterized 
many of these projects. Thaer Scudder. 
an anthropologist with the California In-
stitute of Technolog). has documented 
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hoA the hydroelectric potential of the the turn of a tap and that human ar d 
river basins in tropical Africa has been household wastes are removed quicklI 
developed largely for the benefit of the from their homes and neighborhood, In 
cities at the expense of the ecology and contrast, more than 1.2 billion people in 
most of the rural people. Even when irri. the developing world do not hasc acce. 
gation has been included as an important 
project objective. ihe resulting agricul-
tural benefits often fail to compensate for 
the negative impacts on the productivity 
of riverine habitats that previousl) sup-
ported millions of people. 

Drinking water and humen health 
Drmost 
The differences between the developed 
and deseloping counlrie,, are man\. but 
fess have more impact on human welfare 

I 
nadequate drinking water 

supplies and sanitation facilities 
can have devastating impacts on 


mortality and morbidity and can 
seriously impede economic 
development 

than the access of people to safe drinking 
ssater and adequate sanitation. Most resi-
dent, of the industrialized ssorld take for 
granted that virtually unlimited supplies 
of high-quality ssater can be available at 

to safe drinking water supphes. and I 7 
billion do not have deLent sanitation (,,cc 
table. p.24). 

Inadequate dnnking A.atersuppliesand 
sanitation facilities can hae de%,astatin­
impacts on mortalit). morhidits. and the 
econom). Water-related disease,, and ili. 
nesses are responsible for the death, o 

of the 5 million children under fi\c 
who die annuall\ in Africa. Gui.ea \&(n 
and schistosomiasis. parasimc diseases 
propagated b,poor sanitation and unal: 
water supplies. are often painful an, d.­
bilitating. Guinea ssorm reponedl af, 
flicts about 20 m-llion peoplc in 
sub-Saharan Africa. India. and Pakitin 
The schistosome parasite is beliesed i, 
infect more than 2(K) million people. 20 
million of whom suffer from chron, 
schistosomiasis. Poor sanitation and 
drinking \hater are largel\ responihle fo~r 
the deadly cholera epidemi, currendl, 
spreading through seeral countri., !1 
Latin America and Alrica 

Economic prospects are seriouis mv­
peded by poor health conditions a\ sell 
as by the countless hour, that peopl. in 
developing areas must spend carn'sm.. 
\,ater. In western Nigeria. for instance. 
farmers afflicted \kith Guinea ssorm typi-

Water and sanitation services in the developi-g world (millions of people) 
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cally loose 100 work days ayear. And in 
villages lacking water supplies, families 
may spend many hours each day carry. 
ing the minimum quantities of water for 
drinking and domestic uses from distant 
and often contaminated sources. 

The lack of basic water and sanitation 
facilities in the des.eloping countries and 
their importance to human welfare and 
sustained development prompted the 
United Nations to designate the 1980s as 
the International Drinking Water Supply 
and Sanitation Decade During that de-
cade. global efforts extended wsater ser-
vice to an additional 1.3 billion people 
and sanitation ser ice to another 74S mi-
lion in the developing wsorld. While im-
pressive. thcse results fall \hell short of 
the U.N. goal of prosiding clean drink-
ing wsater and sanitation for all b%199U. 
Sanitation facilities failed e\en to keep 

A 
A mong analysts. there is a 

growing belief that more efficient 

water management practices and 

sounder funding arrangements 

are required to provide water 

and sanitation services in the 

developing world. 

pace %&ithpopulation gross th. as the num-
ber of people lacking these ser ices in-
creased by 6 million during the decade. 
And the pros ision of both v.ater and sani-
tation facilities lagged behind the explo-
sive growth of urban areas, where another 
31 million were without adequate wsater 
supplies and 85 million were without sani-
tation (see table. p. 24 1. 

The largest shortfalls wsere in Africa. 
where population grows'th in excess of 3 
percent annually and an 80 percent in-
crease in urban population dunng the "ssa-
ter decade- overwhelmed capacity to 
provide water and sanitation services. The 
number of people without safe water rose 
b)20 million and those with inadequate 
sanitation incrzased b%30 million. In ,asd 
1990. delegates from 46 African nations 
met in Ivory Coast to develop astrategy to 
reverse this trend. The delegates recom-
mended that future investments in water 

and sanitation be based on effective de-
mand and recovered through user fees-a 
surprising outcome in view of the extreme 
poverty that characterizes their countries, 
Moreover. the) supported privatization of 
these services as a means of promoting 
greater efficienc). These recommenda-
tions run counter to the tradition of pro-
viding highly subsidized water through 
government agencies. But they reflect a 
grossing belief among anal)sts that more 
effi, ient ater manavemeni piactires aii 
sounder funding arrangements are re-

quired to provide whater and sanitation 
sers ices to the developing world's rap­
idl) grosk ing population. 

Improving water management 

The demands for water and the services 
it proides will continue to grov.. In the 

deseloping area, of the wsorld. popula-
ttion grossth and economic development 
efforts suggest that dome.tic. industrial, 
and agricultural \hater demands wsill gross 

rapidly. In the deseloped countries. de­

mands for the en\ ironmental ser ices pro. 
vided by clean streams and lakes may 
gross more rapidly than the demand for 

withdrawsal uses In most areas. allocat-

ing vsaier for one use-,hether it is for 

irrigang crops or presering instream 
flosss-sill insolve tradeoffs. There is 
no free water. Moreover. the costs of 
meeting ness water demands are gener-
ally high relatise to the prices people are 
accustomed to paying for water use. And 
these costs v,ill rise as the demand for 
water increases. 

Efficient and sustainable water de\ el-
opment and use must take into account 
the limits of and the ecological processes 
unierly ing natural water systems. The 
traditional structural response to increas-
ing ssater demands has often ignored these 
limits and processes, resulting in some 
unfortunate environmental and human 
consequences. Greater emphasis should 
be given to improving the management 
of the existing supplies and infrastruc-
ture and to allocating scarce supplies et-
fectively among competing uses. 

Tsso factors are fundamental to im­
proved vater management. First. because 
all the water resources within a basin-
precipitation. runoff. water in lakes and 
streams. and groundwater-are interre-

lated, evaluation of a water project or 
water use should take into consideration 
potential impacts on the entire hydro­
logic system and on the ecological sys. 
tem of which it is an integral part. 
Basinwide management is particularly 
difficult to achieve when rivers and aqu­
fers cross international borders, as they 
commonl) do. Yet it is in such situation% 
that improved management ma. be 

needed most to avoid dangerous con­
fict, over scarce water supphe, Si.­

ond. local people must be integrated 

onsideration of the potcrl­

tial impacts of water us, on 
ecological systems. and irot '-. 

tion of indigenous knowled;' 

resources, and demands irt 
-water projects are fundamen. . Ic 

improved water management 

effectis\ely into the plannin,',. mana:i:­
ment. and maintenance pro,cse, ih. 

failure to take adequate account of ind,. 
enou, knos ledge. resources. and denand­

underlie many of the inefficiencies and 
adserse environmental impact, that hase 
plagued vkater projects. 

Solutions to wsater problem- can no 
longer ignore the need to limit use and ik, 
reallocate supplies o\er time in respone 
to changing supply and demand condi. 
tions. The underpncing of s ater for use, 
such as irrigation or vaste C.sposal re­
duces the quantity and quality of \,ater 
available for other uses. Ialso dissipate, 

an opporunity to pro,.idf. funding for 

maintaining and building supply facili­
ties. Similarly. locking .ater unto par­
ticular uses regardless of the underly in,-, 
supply and demand conditions becon, 
increasingly costls oser time. Water mar­
kets and efficieit pricing policies deser\sc 
a more prominent role in future vater 
planning and management than they ha\ c 
been accorded in the past 0 

Kenneth D. Frederich i. a sw"',, t'll', 
in the Energy and Natural Rc%.'i., i'.,D,­

vision at RFF 

WINTER 1992 25 



jthwday, January 23, 1992 THE CfRRISTIAN SCINCE MONITOR 

Put Children First
 
By JIsanY C art 

Nthe face of 14 million child 
deaihs a year, af atime when 
drought and famine threaten 

the Lives of 27 mruLlion people in 
Ar ca alone, the worlds leading 
chxkren's agenc) has aome1t; 
hopel ii to sa. 

In & new report isued this 
month I.'NICE7 - the United Na-
tions Chd, on's Fund - says there 
has never bee.' abetter oppornu. 
rutv than now exists to reverse the 
spread of disease and hunger 
brou-. t on bypovert) and war If 
tha 's true. it is unportant for all 
of us here and around the world 
to appreciate just ho rare an op-
portut;it that is 

In a divided world that has so 
long neglected its children, this 
represents a second chance. And 
in the labyrinth of aruerrnaiional 
politics and diplomac, where 
governments struggle to adjust to 
rapidly changing attitudes and 
events, second chances are some- 
thing history has rarel afforded 

The world's leaders were pain-
fully aware of thus in the wake of 
%*orld War II. when the) went 

about buildig a world order 
based on fotiying the ideologica 
chasrr between East and Wes 
The bitter conflict in the northern 
hemisphere spread quickly to the 
developing countries of the 
South. where the ruperpowerm 
found wlling rt,'ners in need of 
an econormic boost 

When UNICEF changed its 
postwar mandate to focus or, 
thse countries in 1950, It urged 
the world's governments to re-
member that the needs of chit 
dren knemt no ',obucal bound. 
ane 

Unfortunately. few government 

power rXgles. valuable re. deaths and universal access to 
sources went to equip armies, fura. We water About 100 countries 
ther slowing or even reversng so-
cid development It may have 
been a cold war. but the cost of 
wgn it was reminiscent of the 
bloodiest conflict 

No% 40 years after UNICEF 
asked the world to put children 
above the differences of their par-
ens. the cold war has thawed 
Fortunate]) we did not destroy 
each other and we have not de. 
stroyed the possibilt) of a benei 
futurf for our chldren It is once 
agai., time to consider a ne-* 
world order with ne% pnonues 
Almost miauJously we find our-
selves with an unpr edented sec-
ond chance 

T N its anmual 'State of the 
Worlds Cialdren" report. 

I UNICEF says essentually 
what it said when the Berlin Wall 
wa. still freshly painted - that 
nurturng our children is our best 
if not our ord hope for truly Ln. 
proving our crtiLza on 

The report points out that low-
cost technologies Like immunuza-
tion are ating millions of lives 
and can potentially save millions 
more It puts forth 10 proposi. 
tions, for a ne-^ world order 
Among them Falng military ex. 
penditures in developing coun. 
tries should be linked to increased 
titernationaJ aid. market econ-
omies should be accompanied by 
a commutment to social pro-
pans. gender apartheid shoLdd 
be opposed as strongl as the 
apartheid of race, and the vicious 
cycle of Afnca*'s debt should fi-
nialy be broken UNICEF areport 
stresses "chddren fir', in good 
times and in bad 

leaders listened In the in- world leaders ever - came to tht 
dusmilized countries. human tr- UN for the World Sunriut for Chi. 
wa aid increatgly took a back dren. 

seat to the arms race In the de- There they adopted specfic 
veloping world. where rapid de. goals for the year 2000. including 
colonzaton led to poiveny and aone-third reduction in cluldren s 

will soon finalze plans of amon 
for pursuing these goals UNICEF 
says - the same number of coun. 
tries tha, have now r.ified an in. 
temattonaJ treat.%known as the 
US 'Convention on the Rights of 
the Chl * All this activt) has 
come in the last two years. and all 
of it sgnaLs a real comutment at 
las: to make children an interna­
tional pnony 

The ulinate responsibdlit for 
mnalang good on these prcmises. 
of course, rest, largel. with all of 
u as individuals The United 
Stuaes will' pla) a leadership role 
in an) ner world order. and it i. 
time to take that role as senously 
in the pursuit of human right ­
including the treatment of chi. 
dren - as we have in transforming 
NATO to meet ne" chalenges 

So far, the US has refused to 
ratif) the 'Convention on the 
Rights of the Chdd." and commit­
menLs to health care for our own 
chldren have been getting 
weaker, not stronger UNICEF's 
report also points out that child 
poverty in the US has risen stead. 
ily. icreasing 22 percent in the 
1980s. despite a sharp drop in 
poverty among the elderly. The 
disparity refllcts markedly differ. 
emt levi- ,f government commit­
mtnt 

With an election on the hon­
zon. Amercans should read 
UNICEF's report and understand 
how fortunate we are to be living 
at such a time of change, to have 
an opponunity to reshape global 
pnontes Then they should ask 
the candidates Where do chil. 
dren fit into your vsion of a ne% 
world order? And are you willing 

%i"l the world Listen Ous tue" to set the example" 
There Is reason to be hopeful A 
liule over a year ago. 71 heads of 
state - the largest gatherng of 

In 1946. these were not the 
questions of the da) In 1992 - if 
we care at all about the future of 
the planet - they must be 

U Forrer Pesiden Jimmyi 
Caner is clhirnian of fI 
Carer Ce~aer. Emoi'y Ui ci. 
stly. in At/anau 
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Toward a new international safety net
 
- i~eP~I xi1 1)RUO poitZ&. 
I upvalyears haiyc brought us to b 

Roming 9o(. reports atbePreWAaC 
tih 4Aagrhual _omullee (if

die R-4i Cra'i.s. "belwven a piu
what.1 c; scarcely tieluad Us aad A 
fua4ste in which Ffldikifld 13 UIyitig
wai ir51m tnihusiasmrr to redefifle 
rtlaucashaps and to redisixiv bu. 
manf Valhus 

The tension beiwczn the reality 
of Miterig borne oft Cold War-r. 
Iated dvih strife and the prospect of 
A more humiane giure is owhere 
More Appateau than in drAq. While 
Lim AWvis drtaiatic tesc aldxhe 
Kardi;saved coiaess lives. the 
death raft of IrAqi chle hIs 
gro~wn eapicnfially.-ance then. Aid 

efofs wlhaiyvLe the winir. chll 
aunuallo o cwwite.buKisedsandShaus rfnilacrai 

alld Ohe ewijooVc situation oft the a-
1-)Pmipouation prc-rou&
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Ossent developments have, however.
helpeds to twin* aaera key qe. 

U~ nt 04L10MIASthe 
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(0stop fighting. 
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ufcdcitive but hitherto contzo-
verse trAl'Aegies as crosbarderIt 
OpCtirs1s. capitalizing one this 
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thatauacrtecaemrnpi uwuitiseeiUal 

J).& lwic revie'w 

The t-curliy CassistIIhas beflaett. 
ly~agreW lika thehuantan.ge
Sla. ik heir.nt; wrurn1hat ini 
rq ki~~~maIrqInrmes neafwa ec ec 

and sircu1ily. In Yugot.4avia. fit~ Sec 
i etary-tGencrat osi pri d)%e± abaai­

41111Y th 111111 PFt(CU
plousea UNthe ~nlya pwtite
wosl f th Hi:I.g oltshe p
stlnfe(o elu Hig Ctech r 
slone fo Raegee isltb herU 
a I kcy4marid edautteml 
Itosiaia ll dsplace~ .atih,enco­
atilt&step.

fresh tlhougbt is also bting iven 
to nhncng Uie nmlary where­
withal of tM Unit~ed Naiwas. Sift­
getions include irvagoratinig the 
Military Staff (uuminuwae. Crtainlg 
-AA1101-hy ftuopi Lu rapid deploy­
iOt-ot it, cfI.:5-. fain pooviding a mita-
LAry coaapwftat to( A.UMAaa111,rlfan 
oeain 

CO be 5-are. Witles&.std huian 
siletifl co u UULuicbed intnov p
the wake of the Cold war Ihq
world's lumulitanan m c ineyin 
place ik nd iia. liga nti u~c~j.­

is etinigtoetele'5h thew orld~n 

lhtnaoia 
act tOzeiher. The time LS ripe to 
move wait new vi'sion &Wdvigr 1. 
ward A1110 noespoilsive inacr .ao 
Ml safey milfor the vectms of Wart. 

ThotsG. Weissow,.i Larry &4ut­
'ear 14 MCO ~iesi14JtheI. hfdm flnt 

Olaii WJWE'IUZt.PN 
y (hIJThmWaf Ptsoi. %Po 

fl slit~ . for Wnen ~w i j S i a a 
(tic ft-~e P J L d h d 

http:WJWE'IUZt.PN
http:thehuantan.ge
http:cwwite.bu


is TxHz CHRISTIAN SCIENCE MONITRl Tuesda) Januar) 21 19,' 

An Upen Letter
 
To Mr. Boutros-Ghali
 

ft Johkn C. Wubeeh.d
 
md E"wud C. Luck
 

S you take the reim as Uruted Nation% weretar)-generad 

both coigratulajons and sympa tues are tn order You fate
 
an awesome n-ux of opportunities and problems. nonu(


made easier by those who expect you to be a miracle worker
 
Your predecessor, Javier Perez de Cuellar. took office when the
 

UN was at a low point and graduall} rebuilt its stature. Not wit,

the U\' on an unprecedented winung streak you car) tti
 
burden of high expectio, With the end of the cold way and the
 
collapse of the old bipolar system. people are looking t, the, L'N
 
to insure a peaceful transition to a more humane, world ordr
 

Your frust 100 days will set a tone and direction for your f1%e.
 
year tenure You will have fe- rmbtar) econormc or funania re­
sources at your disposal But you will have the power to propus
 
to preach. and to persuade - powerful tools when combined itih
 
integnt) independence and intellect But 
 firs. you must decid,

to be a leader L well as a mediator to be both a Dag Harn
 
marskjold and a Ja ier Perez de Cuellar
 

A good place to start would be :o dehver a "sale of the uorld"
 
speech at the te of the unprecedented Jar, AlSecunt' (ouncil

meetug at the sumnut level Present to the torld s leader, a %.
 
sion of a torld in which global norms take precedence oter mi.
 
tionalism and protectionism based on the reahes of interdep 
 ,.

dence Challenge notion, of soveregnt% a, ladequait to a %4,rl.
 
i which nauonal leaders ca . no longer guaran ve ie elf.rt
 

righL, ior secunrty of their citiztTLs nor protect the envtrnonnten­
wit ou the cooperatior. of other countnes As en tht centraJI:%
 
of th CN peat emaking and peacekeeping efforL, to natcon2 s,­
cunr) c. an era when no on( vanL. to plat 
 world poliemai antu
 
everyore %ariL' others - t saa.(the burden A., for th-
 resour e­
to get the jrit, done Explain %h in a global etunom. nei't,,.r ri
 
giona! trad- blocs nor a growing gap bera rich' and po r ari
 
in our long-term iLeresls Speak "o the peoples of thI world 
 n,,' 
ju.,t' to nation, and governtrents which ma be as much a par

of the problemt as of Le solutior, Use the L.N a. )our rostrum
 
and the %orlduidt meda as your partner
U NTIL the LN gets its house in order, mere aord will nng


hollov You hate spoken of the need i, retrucur Ih
 
organuzaru r. and key member states hate called for 
re.
 

formsL but the momentum coulo be lost if you do not act quirklJ

and decisivel) There are lots of sensible proposals_ but the ke.
 
elemenLs should be to (i ) appoint a top inager to whor 

can delegate adi-nustlrati e. personnel and funancial matten. 

you
 
12
 

cenuralze authont and drarnaticalJ. reduce the .iumber of offi.
 
c aLsreporing to you. (3) appoit the best professional., to ke)

posts regardless of the paLronage demands of member state an d 
(4) shf: people and resources from less important to more Min 
porani task, Member states should consider amending tn-
Charter to shake up the UTNs ineffective econnrm( and social 
structure and to broaden Secunt. Council membership

Along wttr reform, you should not shy from prefsig tho. 
countne - about two-thirds of the U N s m~ember% - that art 
chrorucall neglgent in paying their duet. The US wiuch oat­
about a, much as everyone else combined should be first on your 
Lst Charging interest on late payments should get Ue pon 
across It ts be oniroruc that the UN should the verge of bank 
ruptc) w t no reserves for peacekeeping or hurniutaara, emcr
gencies. at the height of Its effectvenes. 

lour toughest job ma) be decidu when to sa) Thi' L'N sno 
resourres are alread. spread too than Regional orgaruzat'n.s 
should bt asked to cartMmore of the burden 

Never before has a secretar)-genera had so man' choit : Aes 
you enunciate your prionues and vision, you can build a gtobalconstaiuenc thal cuts across naonJal boundares People r%-er­
where age read) for a far-sighted, coherent message at'oul tht 
changes under wa% in the world You can be the mtssenger 
pointing the wa. to a better world order 

MJohnr C 141haie do, formuer Deputy .9,cretar pf Star I.s 
chairnmnof iht, Unild Notioiu Assocition of h" L'MS (N.A- j')US ; Ed,,ar C Luck i. prrside of UN.4.('SA 



Challenges of
 
Development
 

Some lessons of hi.to~yfor 
Sub-Saharan Africa 

Lawrence . Summers 

For the developing world as a whole, the likely to have their develop­
past 25 years have seen unprecedented ment stunted by lower birth
 
progress: weight, higher malnutrition,
 

* Per-capira income in low-income coun. and poorer access to primary 
tries has nearly doubled over the last genera- education than their siblings
 
tion--growing faster than the United born in the late 1970s and early
 
Kingdom during the Industial Revolution, 1980s
 
faster than the United States in its period of Why, in the face of so much progress,

rapid growth as it came to economc matu. have 36 countries with acombined population
 
rity, and faster than Japan during its prewar of over half a billion people actually re­
growth spurt; gressed? The World Bank's 1991 World
 

* Life expectancy has increased by ten Development Report-which traces the devel. 
years-twice the gain the United States could opment record of the last 45 years, drawing 
achieve by eliminating both cancer and heart on a wealth of Bank research and insnttu- Second. national policies have failed 
disease; and tional experience, including the Long-Term when governments thwarted progress, sup. 

e Infant mortality rates have been nearly Perspective Study of Sub-Saharan Africa- planting markets rather than supporting 
halved, child death rates have plummeted, provides two explanations: them 
and immunization rates have skyrocketed * First, national development failures are Why has development failed? 

But this impressive overall performance the fault of national policies-they caWnot be 
conceals an extremely uneven pattern of blamed on a hostile international environ. In searching for an answer to this difficult 
progress. While some counL-ies in East Asia ment. or physical limits to growth; and question, several reasons are often cited that 
have seen their incomes Cauntf, whom a ne1nt dollar GNP pat nepht m lm, n iM N in ,meS seem to absolve national governments of re­
double 	 and then double ha__ sponsibility. Perhaps the least plausible is a 
geia ge6rationsagorse lack of foreign aid Just look across cornytodiayoday atheye7 	 LZagoonerpoorer t tthan 	 ~ nents-Afica received 8 percent of its in­- the 
were age ation ago (see Vcome in foreign aid in1989. much higher that,
table--19 of them in Sub- AMCA LAMHEACA AReA the 1.7 percent for South Asia. 0.7 percent fo: 
Saharan Africa, One in b,,d 2 ah East Asia, and 0.4 percent for Latin Amenca 
every two Africans lives icn N.m' not ex.Na Eastern Europe dreams of. but does 

in a nation that has lost Ih pect to receive, 2 percent of its income in for
UamEtwOPa Domrkn Papubhc IiA Lavwgroid over the last 25 OV* GUM W s eign assistance. True, Africa ispoor so its aid 
years, cmpared with 01,share in income looks big But Africa re. 
only ore in 20 Asians i S ceived four times as much assistance per per. 
or one in four Latin i ,MPww sort as Asia in 1989. and Africa's share of 
Americans (see chart). N vaar,u world aid has risen even as it has fallen fur 
meaning social develop- Somaliep' Uvgay ____________	 ther behind 
amert has stagnated or What about terms of trade' Terms of trade 
even suffered reversals. In Togo M T, , have turned against some commodity ex.many African countries tup~ t ANOP t OftW byaUS GDP 

ZmIa7I, n m ,m ,,-W7, ,m w porters in recent years, and many are on the 
ay, children are more zant awo ,&M 	 list of countries that have regressed. But this 
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Scan hardly explain why some countries suc. Middle East is fe thought of as the world's the runner up. Overvaluation leads to the ra. 
ceeded while others failed. A comparison is tinderbox; yet relative to population. Africans boning of foreign exchange, which histon. 
telling. In 1965, Thailand was poorer than have three times as high awar fatality rate. In cally means dhat those in gvernment and 
Ghana, Uganda, and Niger, and even -ts late the last 30 years, wars have claimed nearly their friends skim off large rents. It creat&s 
as 1970, was more dependent on commodity seven million victims, either directly or indi. pressure for layer after layer of controls on 
exports than Kenya or Cbte d'ivoire. Yet to- rectly, by making the provision of food and imports, capital flows, and even =-v;c It also 
day, Thailand is emerging as a newly indus- basic social services difficult or impossible. destroys emerging export in.justries, pertrap­
trialized economy, with manufactures ac- Today, post-Cold War, the threat of "hot" war the most important foundation for groth
counting for more than half of exports. in Africa persists. Sub-Saharan African gov. There is an easy and reliable way to iden 

Despite all the complaints about declining ernments spend four times as much on the tify unreastic exchange rate policies corn 
terms of trade, African countries have not military as on health, and equal amounts on pare the official rate with the parallel market 
fared well in maintaining their share of the the military and education. By contrast, in rate. Studies demonstrate that when the 
market. From 1970 to 1986, Ghana's share of East Asia. spending on both health and edu. spread is wide, growth slows, returns on in. 
cocoa exoocrts slipped from 29 percent to 8 canon far exceeds military outlays. vestment decline, and the prospect of fmar,. 
percent, Uganda's share of coffee exports fell But what else does the development record cial crisis and capital flight increases. That a 
by almost 50 percent, and Sudan's share of have to offer? A review of the sueses and srWong currency makes for a strong economy 
cotton exports dropped by more than is a particularly damaging myth 
hall If Africa had simply managed to Africa left behind The Asian success stones were all 
maintain its share, it would have en- GNP e0 built around the export growth cre 
joyed an additioml $10 billion in ex- 00) ated by low, realistic, real exchange 
port revenues-a figure approaching 320 . . ",, r. / rates In 1970, Indonesia's manufa. 
its total foreign aid receipts. 300 tured exports in 1970 were less than 

What about debt? Africa's debt 280 . Nigeria's and are now 36 times as 
burden is crushing and there is no re- 260,C,,,,..-,,a. c-,,-. large, and Malaysia's were three and 
alistic prospec- of the debts being re- 240 a half times Kenya's and are now 52 
paid But those burdens are a conse- 220 times bigger 
quence, not a cause. of the miserable 200C A permissive rather than a 
return that has been earned on tie in. 180 prohibitive policy entironment160vestments that debt financed In AS. 140is essentil /or the private sec 
the ratio of debt to GN was 49 per- 120 tor. The great debate over economic 
cent in South Korea and 28 percent in 1o0 1 pi#4• systems is now over Almost no one 
Indonesia, compared to 9 percent in 8r): disagrees that communism is the 
Nigena. 29 percent in Ghana, 33 per. 162 6, 6E 70 72 74 76 78 so 62 84 86 U8 K longest way from capitalsm to capi 
cent in Zaire and 50 percent in sour re wo,, B, talism. For all their faults. competi 
Tanznia and Kenya Debt did not tive markets are the best way man
 
stop these two Asian countries from prosper- failures suggests four key lessons about gov. has yet found to get goods and services pro­
ing. and it need not have stopped any African eminent policies In essence governments duced efficiently.
 
nation. Of course, what is past is pas.. and as that fail do too much and do it badly; success. What does creating a permissive environ.
 
shall be indicated later on, there is a com- ful governments do less and do it better. ment for the private sector entail' One thing it
 
pelling case for debt reduction when and if Sound macroeconomicpolicies with means is avoiding government monopolies or 
countries undertake serious rdorms in their sustainable fiscal deficits and realis- punitive regulations. The tremendous success 
policy environment, tic exchange rates are a prerequisite of the Nigeians in abolishing agricultural

Finally, what about inherent absolute to progress. Large government budget marketing boards and moving toward a real 
physical limitations on nations' ability to pro- deficits absorb domestic saving and forcign istic exchange rate is clear Output of a nm. 
vide for growth' In some cases of regress, funds that could otherwise be channeled to ber of key export crops, including cocoa. has 
Argentina for example, this clearly does not the pri'ate sector. They crowd out more pro- increased by more than 50 percent since loA 
apply. Nor is it very persuasive in Africa. ductive investments, frequently placing the fi- poin!)ts reached in the mid.1980s. Indeed. the 
Agricultural yields per hectare have more nancial system under great strain. Often they production of both rubber and cotton has 
than doubled over the last 30 years in the de- induce rapid inflation, which exacerbates the quadxupled since 1986; soybean production 
veloping world, but they have risen by less deficit. creating a vicious cycle Deficits also and processing has risen even more. 
than 30 percent in Afnca There is no ques. lead to overvalued exchange rates, thereby A permissive environment also means al. 
tion that with proper inceuuives for farmers stifling exports, damaging domestic produc- lowing market forces to determine pnce:s 
and adequate infrastructures. Africa could ers, and creating pressures for protectionism without price controls or large subsidies 
greatly expand its food output. Look at Zaire and Thailand in the late 1980s. Fertilizer policies in many African countries
Policies that work Thailand enjoyed stable rapid growth with exemplify what is wrong with price con. 

low deficits, while Zaire suffered large deficits tro-the resulting rationing implies that 
Where then can we turn for guidance" and bore the consequences ir terms of lost ex- some well-connected farmers secure large

Certainly, there is one simple but often ne- port competitiveness, reduced private invest- amounts of fertilizer at low cost, while those 
glected lsson: War stops development. ment and slow growth. less well-connected find fertilizer less avail 
Almost all of the 36 countries that have lost If persistent government budget deficits able and more expensive
ground over the last 25 years have been in- are the surest routE to economic failure, an a- Finally, a perrnmssive environment is one 
volved in a substantial military conflict The tificially overvalued exchange rate must be where government seeks to reduce rather 
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than incrasethe ost of doing business. That 
memns lowering tariffs and quotas on crucial 
intmaiediate and capital goods. According to a 
reet stud,. investment costs are 50 percent 
higher iiiAfrica than inSouth Asia. and this is 
jt the =ost of uapita] goo's, with no account 

difference. For aample. small.sile, rela-
tively cheap irrigation schemes and the basic 
tasks of agriculturdl research and extension 
are neglected, while large outlays are allo-
cated for fertilizer subsidies in many oun. 
tries. Similarly, a classic pattern is overirnest-

taken of the additional costs m~used by the in. ment in new physical facilities and under-

effiient provisicn of infrastrutu The need 
for business to maintain their own capacity for 
generating electricity is an example. 

Government has no business at-
tempting to directly manage the pro-
ductinof private goods and services, 
Around the world, the record of public enter. 
prise management is one of disaster. While it 
may be true in theory that a properly man-
aged puLlic enterprise can be as productive 
and efficient as a private one, the reality is 
that politics, usually of a virulent nature, in-
trudes, and efficiency is sacrificed. Public en-
terprise managers are rarely peritted to 
shed labor to produce at minimum cost. 
Moreover, procurement is often treated as a 
way of enriching contractors and procure-
ment officers. 

Nigeria appears to provide almost a tex 
book example of what can go wrong when the 
government gets directly into the business of 
producing goods and services Between 1973 
and 1990, the Nigerian public sector invested 
$115 billion, just about $1,000 for every citi-
zm Yet there is no growth to show for this 
investment. Why? Most of the investment 
was greatly overpriced for "non-commercial" 
reasons. Inaddition, most pubic sector assets 
are operating at c:-p.' "ty utilization of less 
than 40 percent. This is not to mention the $3 
billion Ajaokuta Steel complex, which, after 

other $1billion to complete, wil then lose 
mcney even on a sunk cost basis 

It does not have to be this way. L.ok at the 
difierence between oil refineries rin by pri. 
vate firms and those that are public. Look at 
the difference between hotels maintained 
privately and publicly. Relying on the 
private sector to undertake major invest. 
ments, Nigeria could have achieved the same 
output with up to $80 billion less investment 
over the last 18 years since the oil boom 

No country kas ever developed with-
out aequae - vision of basic invest-
menit in infrt,. ucture and in people. 
Covemnem it that spread themselves too thin 
inevitably find themrselves neglecting the 
tasks that only they can perform. Experience 
suggests that governments that stay out of 
the production business, as did many in East 
Asia, provide more effectively for schooling 
and health care and create better infrastruc, 
ture foundations for private business. 

Small amounts of public investment in key 
sectors, such as agriculture, can make a huge 
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investment in repair and maintenance. 
Human investments are especially impor-

tant. The two greatest threats to Africa's f-u. 
ture are the investments that are being ne-
glected in primary education and in food 
security. A child born in Mali, Niger, or 

The two greatestthreats 

to Aftica's future are 
the investments that 

are being neglected 
inPri ary 


educationandin 
food security, 

Burkina Faso today is more likely to be mal. 
nourished while under five than to go to pri. 
mary school on reaching six, and in at least 
16 .Arican countries, a child is more likel, to 
die before the age of five than to attend sec. 
ondary school. Ironically, the public sector 
workforce is often neglected even as employ-
ment expands. Teachers' real wages fell by 
two thirds over the last 15 years in Nigeria 
and by 13 percent in eastern and southern 
Africa from 1960 to 1985. It is hardly surpns, 
ing that education deteriorates. In nations 
where the quality of education and health 
care are rising, the salaries of teachers and 
nurses are increasing as well. 

The c for adjustment 
These four principles underlie the adjust-

ment programs that the Bank now sup-
ports--and has supported-in many African 
countries. They reject the heavy.handed 
government policies of the past instead look. 
ing to governments to provide necessary ba-
sic services and positive support to the mar-
ket. Tanzania's plight in the 1980s had as 
much to do with a decline in the pro.vision of 
public services as with the mess policies had 
made of resource allocation in the production 
of private goods. Reform of public sector 

management and expansion of physical and 
social infrastructure will be essential to suc. 
cess. This can only occur, however, if growth 
takes off in goods production, which depend, 
in turn upon an enabling environment for tht 
private sector-a tough recipe to fill 

As a Ghanaian official recently put it 'Wt 
need two legs to walk on--a strong and effit 
tive state and a strong private sector we hax, 
neither and are not likely to have either an:. 
time soon. We are like a cripple I saw recent!:, 
with no legs, pushing hunself around on a 
-ude board with wheels, surviving only bv 

begging and vying to look sympathetic to tht 
potential alms giver." 

Some crtics allege, however, that the ad 
justment programs lack a human face Thea 
is no question that Africa's msis has pro 
duced welfare declines-incomes have falt:. 
and amongst African countries forced to cu. 
overall spending, rea, social spending pe: 
head decreased 26 percent between 19K and 
1985. But this reduction was largely forced b: 
the overall drop in national income and the 
necessity to deal with unsustaible budge: 
deficits. Governments actually went sor
 
way to protect social spending. which rost 
from 23 to 26 percent of total non interes: 
spending for this group Ye' undoubtedly. 
more needs to be done 

In the course of the 1980s, the Bank has 
paid increasing attention to this issue, empha 
siring improved social service dehver) and 
the protection of education and heal'i spend 
ing. especially at the primary levels A third 
of adjustment loans involved conditional so 
cial rector spending in 1984-9u. up sharp!\­
from only 7 percent in the firs', half of the 
decade. Yet social sector improvement is on)% 
possible if governments have the politca. 
courage to come down on weak program.s 
rather than weak claimants 

Some critics also asser that devaluation or 
the elimination of subsidies further impove:. 
ishes the poor. This is a misconceptior 
Subsidies and exchange controls redistibute 
purchasing power-they do not create it. 
Prior to reform, the poor in countries like 
Mozambique or Tanzania often received tht 
worst of both worlds, purchasing goods at 
high parallel market prices, while selling thei" 
own produce at depressed official pnce. 
When markets were (partially) liberalized in 
Tanzania, rural welfare improved imrnmensel' 
simply because goods became availabir 
akain. While it is true that urban wages ha% . 
declined drastically in many countries, tht 
primary reason was ,he collapse of urban la 
bor demand as attempts to pursue ineffm 
cienfly capital.intensive and public sector-led 
growth fell apart Where adjustment has been 
consistently pursued and growth is coming 
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back, as in Ghana, urban wages have begun 
aebgn 

to recover as well. 
Finally, some citics asen that trade liber-

alization does not work. bemuse either local 

producers will not respond or foreign markets 

will be closed. At least in the case of Africa, 

the idea that closed foreign markets inhibit 

exports is not tenable. Africa's share in 

worldwide exports has plummeted over the 

last two decades, while East Asian countries 

have increased their share in commodity and 

In the 1980s, even 


back,~ ~~ ~ae ~ ~ ~ 

non.commodity markets 
large developing countries such as China and 

Mexico sharply boosted their shares of world 

markets. Because of poor infrastructure and 

weaker market institutions, supply responses 

will sometimes be slower in Africa. but evi-

dence 	 demonstrates that producers do re 
ncenvesandlastspon 	whe gwn th 

spond when given the proper incentives and 

the too!s to work with. Indeed. Tanzania's ur. 
is estmated to haveban informal sector

trpled in size since the mid1980s. 

triple 	 inasilesinetheght d..

Some 	final toghts.. •Eonomtst 
own economic des-Nations control their 

to deny that the develtiny. But this is not 
a contining obligation e.ono'iJcsaped world has 	 to 

Umernsi 
Africa. At a rmnimum, it ishigh time that as 

African governments act to provide asensible 

framework for pnvate production and cut 

wasteful spending, major creditors respond 

by negotiaun sbntan 
hnwa usatial reductons in debteoitn 

service,. 
For most of the 1980s, both private and of. 

ficial creditors pretended that African coun, 

tries could service their debt and rescheduling 

was the order of the day. With low.income 

African nations only :making 42 percent of 

their scheduled payments this year and CMte 

dlvoire's private debt trading at 5 percent of 

b~asi ~~W 

its face value, this is clearly untenable. Ever. 

with export.promoting policies, the only good 

chance most African countries have of achiev -

ing a sustainable balance of payments posi-

tion in the 1990s is through a large reduction 
onin private and official debt (the latter, 

Trinidad terms, for example) and higher aid 

flows. This only makes sense, however, if the 

prper 
Lawrence H.Summers 
a US ruen. ts Vi
Ptesdr, DeleoPrn: 

o 	 s,and 'f 

of th Bank H, 
Lson leave from hts posi. 

twn as Professorof 
at Harvard 

.e.unsquandere on inaprprate.....
be used wisely, notresources are likely to 

uandered on inappropriate industri ,, n 
necssary public spending* or i support of 
overvalued exchange rates. 

There are widespread fears that with the 

focus of foreign aid donors' attention turning 
bloc, Afnca will beto the 	 former Soviet 

overdonemarginalized. But these fears are 

For instance, the Bank is lending less as an 
isinstitution than it could be. Much greater 

the risk that an impatient world will stop aid 

to help those who are not seen to help them­

selves. Foreign private capital is unlikely to 

flow to countries that cannot even succeed in 

own citizen's capital. Moreattracting their 
over, government aid to Afnca is threatened 

by the perception that too many African gov 

ernments are 'kleptocracies" 
Can the next two decades be better thar tht.two? If Afican nations learn from woric 

into aciom thtwide expenence and put 

above mentioned pnncipies, ethere 	 tsi tiea 
bv-enindpitiiie.tee sn 

son why living standards in Africa cannot 

double over the next generation But there is 

to keep in mind Takeoff takei one lesson 
longer than one expectE but then happens 

faster than one expects Who could have ex­

pected even five years ago that Mexico would 

today be wrestling with tht problem ol how 

tae c 
states?., 
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Overview and Summary 

T his study focuses primarilN on the redistribu-
tive and'growth policies that will be needed in 

a new South Africa. on the budget options avail-
able to effect such policies, and on the oppor-
tunities for outward-looking policies in the external 
sector that would result from the eventual elimina-
tion of trade and financial sanctions. The re-
mainder of this introductory chapter provides a 
brief overview of the ensuing chapters and indi-
cates the main conclusions that are to be drav\n. 

The povert profile of South Africa (Chapter II) 
highlights the contrast be,,een the first-world lix-
ing standards enjoyed overwhelmingl\ by the whte 
minoritv and the third-world conditions of povert. 
in which the majority of the black population lives 
It also illustrates hov, the reduction of economic 
growth in the 1980s. which accompanied interna-
tional financial sanctions and increased domestic 
uncertainty, resulted in a slowine of the earlier 
trend tovard a more equal distribution of income 
and led to a sharp rise in the proportion of the 
black labor force outside the formal sector of the 
economy. to its present level of over 40 percent. 
The main conclusion to be drawn is thai p,:,verT.\ in 
South Africa is so severe that redistri'ution pol-
icies. which alone will not be adequp:e to counter 
it. must be supported by policies designed to place 
the econom. on a higher growth path. Only then 
could the economy be expected to generate the 
resources necessary to satisf\ the needs of the 
least privileged sectors of society on a sustained 
basis. 

The production function anal'sis of the effects of 
apartheid on income distribution (Chapter III) con-
cludes that the narrowing in the "wedge" between 
white and nonwhite wages for jobs in similar skill 
categories was largely responsible for the improve-
ment of the nonwhite income share over the past 
two decades. For purposes of policymaking, this 
finding suggests that future improvements in in-
come distribution between races will need to derie 
mainly from better training and better employment 
opportunities for nonwhites rather than from a fur-
ther compression of the wedge between wages for 
different racial groups. 

The medium-term economic scenarios (Chapter 
IV) aim at determining which macroeconomic pol­
icies would be needed to foster rapid growth of 
output and employment. These scenarios, which 
were based on the estimation of a production func­
tion and ihe use of a saings and inestmeni 
frame\,ork. suggest that if economic growth vCrL 
to be raised to about 3.: percent a vear-or to tht. 
minimum rate that would be required to reduce the 
level of unemployment given the rapid prospecti,.: 
growth of the labor force-the investment-to-GDP 
ratio would need to rise to about 27 percent from 
its present le\,el of 19 percent. Such an increase in 
investment Aould need to be supported b\ a major 
domestic sa\ings effort. particularl\ in public sa'­
ings. e\en if Southi Africa %%ere to again become a 
significant net user of external savings. The basic 
implication for budget polic. is that if South Africa 
were to attain a higher growth path. the effort ito 
redress social backlogs wvould need to focus on rt,­
orienting spending priorities rather than on resort­
ing to deficit financing. 

The analvsis of recent trends inbudget spendinc 
(Chapter V) in South Africa reveals that o\cr the 
past several years there has been a basic shift in 
spending priorities tov,ard social ends. Moreoer. a 
comparison of South Africas overall le\el of social 
spending with that of other countries at a similar 
stage of development suggests that it is relativel\ 
high by international standards, both as a percent­
age of GDP and as a proportion of total budget 
outlays. This comparison also suggests that the 
scope for further compressing nonsocial spending 
in South Africa is limited and therefore implis 
that social expenditures %ill need to he reordered if 
the budget is to attend to the needs of the least 
privileged groups of society without significant re­
sort to deficit financing or to higher taxes 

The examination of the per capita level of social 
spending by di'fferent racial group.3 (Chapter V) in­
dicates that. despite some progress in recent year,.. 
South Africa's budget still reflects very marked dil­
ferences between the races. The estimates clearl. 
suggest that equalizing spending levels at the pres­
ent white level would result in an oerall le\el ot 
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social spending dramatically beyond the capacity of 
the budget Moreover. these estimates shoA that 
equalizing su;h spending rates at levels consistent 
with maintainit.g budget discipline would result in 
a substantial decline in benefit rates for nonblacks 
but only limited increases, from relatively lo%% lev-
els, in benefits for blac.s "thecorollary to this find-
ing is that redistribution policies will need to be 
firml. supported b%growth-oriented policies if the 
social spending gap is to be effective bridged 

The cor paratvc analvi* of the ta.x system 
(Chapter VI) suggests that the overall South Afri-
can tax burden and its marginal tax rates cannot be 
judged to be log by international standards: in-
deed. the tax burden on the white communil ap-
pears to be relati\ely high een by industrial coun-
try standards This gould argue against raising tax 
rates in South Africa and runmng the risk of 
heightening disincenti'e effects. Revenue would be 

more effectively raised through substantially re­
ducing tax expenditures, broadening the tax base. 
and changing the mix between direct and indirect 
taxes. 

The review of external policies (Chapter VII). in­
stituted since 1985 in response to the application of 
trade and financial sanctions. highlights South Af­
rica's increased reliance on exchange rate and 
demand-management policies to effect the needed 
shift in its external current account balance. Mort.­
over. the revie\%brings out the increased impetu, 
that sanctions have gi\cre to such ingard-looking 
policies in South Africa as Jhe introduction of an 
import surcharge. the reintroduction of a duil ex­
change rate. and the negotiation of a "standstill­
arrangement on commercial debt The reic\ cx­
arnines the scope for a sh"t to\,ard more libcral 
trade and payment policies as internationdl san, 
tions are eliminated 
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Introduction
 

I. During the nine years that have passed since independence in
 
1980, Zimbabwe has made impressive progress in providing health care to its
 
population. Millions of people have for the first time gained access to
 
basic care, and a range of cost-effective preventive health programs have
 
been launched. The service delivery and health status figures given bm'.ow
 
attest to this rapid progress, much of it financed through an expansion of
 
Government spending for health.
 

ii. But, as Zimbabwean officials widely recognize, the country is
 
now facing a mounting crisis in the financing of health services. In the
 
prevailing environment of severe overall fiscal constraints, there is a
 
danger that the Government may not be able to meet fully its existing
 
financial commitments to the health sector (salaries, medical equipment and
 
drugs, transport, manpower development, etc.). Yet not only will all of
 
these conitments need to be met, but Zimbabwe will have to make a number
 
of additional investments in preventive and curative care, if the country's
 
health objectives for the 19901 and the beginning of the next certury are
 
to be achieved. The issue of how to pay for existing and expanded future
 
health services is therefore a real and pressing one.
 

iii. To deal successfully with these growing difficulties in the
 
financing of health care, Zimbabwean@ generally agree that ways must be
 
found to mobilize additional resources for use in the sector, and to obtain
 
more 'good health' from existing expenditures. At the same time, the
 
Government's ongoing efforts to achieve greater equity in health - both in
 
access to care and in paying for this care - wust be maintained, and even
 
reinforced.
 

iv. This will require that Zimbabweans develop bold and imaginative
 
policies and programs, and enhance their analytical and management skills
 
iu the financing of health care. It vill also require a concerted and
 
coordinated effort between the public and private sectors, including
 
central, local, and municipal government, church missions and other NGOs,
 
private modern and traditional practitioners, and industry.
 

v. This report offers a number of policy and program options that
 
could help to resolve the crisis in financing health services in Zimbabwe.
 
The reccamended measures which are summarized below are organized into
 
three moin groupings measures to inject additional money into the health
 
sector (Resource Mobilization - including selective increases in user
 
charges, greater cost-sharing between central and local government and
 

eO,expansion of private insurance, and creation of a National Health
 
Development Fund); measures to help Z mbabwe get more 'value for money' in
 
health (Allocative and Technical Efficiency - increased budget shares for
 
primary and preventive health care, stronger management of hospital
 
expenditures and patient stay, etc.); and measures to develop the systems
 
anC skills needed to support stronger health financing (Management of
 
Health Ixpsnditures - revised budget and expenditure procedures, Improved
 
facility-based accounting skills/systems, decentralized procurement of 
goods andi privatization of hospital services, etc.). 
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Alarm Bell for Third-World Democracies
 
more complete than the failure of the third world - that its econo- It Is difficult for a democratic to grief The. planri.d a n4­

populism in Latin Amenca What rsts know best what is good for regime to sustain a ma.sive dete. tonalist. populit prugrat, rt­
7 JehaL Peeler L%lefi is a world in wtuch rain. a country and that any political noration in its standard of Irving jecting the IMF model and ttir­

strean capitalist econonic poic. interference with the economic If people reall) have power over neling resourte, it. th, p ini
 
aeem the' ont. gaIne intownt prescnption is harmful their government. as the) should order t. cement 11pultIldl 1.,V
T HE recent abortive coup But thL tnumpl)a econoucs In reality IMF prescriptions. in the) sitIn the of it,, 1'
a democracy won't :onlext (url, ,. 

in VenezuelA higldights a has iL,.own myths that have perni. like other economic policies. are back and Lai.e it The warning sig.ternational prer strut lurt sci.h 
cntical challeng The most perva.sive poltica The) repre. rals were evident in Venezuela for a strieg would I, d,,,t.-J t,fur ciou, effecLs inherenU) 

world economic polic) tf the re- is the myth of the long run' - the sent choices about the distnbu, two yearb. stve the ne, l) inau- isolation and f~iJir SJid.,;) a 
cent resurgence of democrac- in idea that a market unfettered b) Lion of resources To miirrize gurated Perez government true social revoluit tha, -ugh'. 
the world L,to be durable Not political interference will. in the bar'ters to trade and government adopted the IMF polcy Rits and to ehrmnate capta.l.-n i.htir,.% 
on]' i LatinAmenca. but in East - long run.' work to the benefit of intervenuon isjust a5 political a, repression are dait) occurrences would be strangl-d %,,r %,,,u 
ern Europe and the former Soviet all It is assumed that those who The attempted coup itself was it Witno' t1... ,f it,,suppor ,'-

Uion.nascent democracies hase suffer popular in the poor barrios be. moderaie Nitiarag.,o t.,lit.-i,
from compettionivil] catch 
had to endure the excruciating up in the long run But there L%ro The warning signals were cause it seemed to offer awa out Tturd.,urld di.,, r.. I.- car 
strair of conventional auslent' wa to confirm or den) thL since idet In Venezuela of an untenable situation not escape thi- dil.tnlI';.. w Ih( I? 
policies, usual l) under the dire(.tht long run nexer eem. to Yls. in the preent intertia. own The) can onl? I, rI -,.d hi" 
tion of the International Monetar. come since the government tional environment. Pretiden a change in th,cnnt'.t.,.a 
Fund (IMF) The miser) caused A second myth is that econon., adopted the IMF austerity Carloas Andres Perez adopted the gJlobal ecunomi( uid,,rni- n,.;t .% 

,
b) those policies is a major con- ics L a "cien(c "Fe econorTusts . onI) response that has iunterna. the econ-umi Irlynak',-r- arl' 
trbutor to polcaluinsbdt But believe thLs But there is still a polcy. tonal suppon - afree-trade. fre. elies in Nes lork VJ..l.tg -:. 

this isdefended as necessar) to pnestj) aura about consultation, _ market policy coupled with politi. Zunch. Frankfurt aid Tuk.,o 
the long-run econonuc health of with economisLs In toda)"s corn. cal repression of the majnn,) The There mut be a retugpi--re !h. 
the countnes imnolved plicated and rapidi) changing the idea of central planning on]) conceivable political ju,- if the economt rtk- ot I,) jIilr'. 

There are kernels. of truth in world econom) economics Lsnot The free-trade. free-market. tificaton for a democratit get- and sociaJ re~oulwi,,I a, it,b 
thL- claim Populbsm. a pohcq, of a science vth known. immutable pro-pnv~zaton pobcies of the erament acting that wa) %nuld be avoided, the world. (-rco-t 
reditnbution of resources in fa.las. it Lsan arena for debate IMF are polticalJ) dormnant in that itis real]) acting in the inter- leader, must ma., a ,dhi,a. 
vor of the poor majont) without about choice- todas's wcrld Tturd-world go%. esL, of the majonty But agair. choi(e to pronott it,rt-di.tnb, 
adequate regard for the condi- A related myth L thai the best ernmenLs have no realistic choice that is a myth There is no as!ur- tion of resource.. in fa w of tht 
tions for expanding production econorruc pobc) is one not con. but to adopt such pohies. be- ince that the) will be better off i pour 
has faded fepealedJ) in Latin Laminated by poltics If econorr- cause not onr)the IMF. but the Lhe long run 
America bringing hypennflation ieswereasciencewithimmut.able World Bank and the governrments Populismandrevolutionareal. IIJ1h A P,-l. p-..­
and stagnation StaJlnist central la s it %oud he best to let those of the major economuc powers o-- ternative, to this econormt crsiLs poluttrai sri, w, o: ,,.i ' 
planning sought to direct the na. who understand those laws cart) mand then. a.,s sign, of credit. But the) are unvtable without in. Uat isit Lt atal.;,,,'z°L.',,

T
tional econom) from the center them ou" - minus ignorant polit. worthiness Yietthe short-termT r- ternational economit suppor If Amrrui. Dic,,,., , (,. 
Bu, iLscnllapse in the former cian, and citizens This Lsthte suit is an irpnven hinent of the Venezuelan plottem had conie hol,: ','.- R i. 
communist states has been e en basic assumption of the IMF ic. third-tAorld populations to pover. the) would hase come Ve'r-ulac:i" 
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Shock Therapy and Its Victims
 
By Vaitr Konarek ism. evm under the sprited leader.irWl 

ship of Margaret Thatcher. The pri. 
vatlzalon stured in i8 has yet to 

rrr1a beingPLAGUEmade eomepublic tocenspanies,full fruition, major Britishgrae including Brtt.h 

Mi Eastern Europe Telecom, are not yet fully prvaltzedwod now the former Can the democracies of Eastern 
dlt will have Wo. faker? Can public enterprises be ex-

maus and dire -use pectew to withtnd the rigors of in-
ence for mllions of people Iam ternatioatl cmpetit.on without the 
ealung of the "shock therapy" ap "am degre of preparation Western 
Dach to economic -vaversio thatl European institutions have enjoyed?
4hly similar to the prloram Kar l - Moreover, shock therapy sgnores
last week in Russia the basic cohp of divuon of labor

Rock therapy. as defuted by dot- i an advanced industrialized aocely
iof Western armchair ecoomis, Moat os,he people of Cc iovakia
Its for a tlor.ougs dngeover Pound and Russia have comm tted 
m a command in a market co5t their lives to develoing htghly spe-
y Mia relatively shortLUni,glener. ealutad kills for heavy Industes. 
two to three years This spe-ded- Vast numbers of these people are process ty.ically involves malkig bering asked to &bandon their training 

currency convertible, elimintlng and experience, and, without an ade­
sidies, decontrolling prices, piva. quale adjustment phase, Lake part in 
ng Idustry and eliminating re- an amorphous "'market" uIsslding It­
4diots on imports. These steps, It self up from scratchbelieved, will set the suge for. In Hungary, this plunge was not as 
ire growth and renewal based on painful as elsewhere in the former 
d mrket principles after a brief Soviet bloc because its economy was 

ustment period more geared toward agriculture and 
Infortunately, sack therapy isot Commerce But In Czeclovakia,
,oud with reality. It ltlnores t whose economy Is oriented toward,,,. ,. ,., o ., , .,o. . .. ,..and 
act of such an approach on the heavy Industries, this means begin.
t •ducaad, skilled classes of East. 

Europe. In C ,echoalovaia, 
,m radial reforms have been in 
,e for a year. the outcome in 111 It took Thatcher" 
- 22 percent falldf in sidustrial 
out, an increase in the unemploy. toy
%;rate from 21 to S1 percent, an 12ye rS 
fiti rat, of Wpercent, a 3 per-
! ,decline .I domestic demand privatize Britain.Ipercent shrinkage in the ros 
Ilic product. Although these Eastem Europe
dIare the consequence of 40r o Communis mismag- gets two years. 
it,their sudden intensity results 
shock therapy 

irhermor., no available ev1-
:a. statliical or anecdotal, .em- ning anew, without the mainstays like 
rates that thes neative treid capital goods and steel that stabilize 
reversing In fact, a sironeg case all modern economies. The results
be made that they are mlerait. tar at the counity's social fabric
tid are more the result of shock Instead. Eastern Europeans need 
spy than of structural defcien. Io draw on their strengths In key
in the eonony as a whole. A nubafaifctuting sectors, like precision
-which began sc thfrapy Istruments inCzechoslovakia. in or. 

itsix months earlier than Casicho. der to Join the world economy. Major
ikia. has suffered an eves great. ledustrisa - electronics, for example
menorauon - Need to be protected until the)
Woi is one of ume, not iltent. hsave been prepared, with the help ot 
em European ecnomistu agree Western tchMical aid, to compete. 
a &ed to establish market war, Governments need to make sure their
% The quesius Mwhether it citizens are not cast adrift 

k! e damiover two years or I@. This approach would allow the at-put matters in perspecuve, can. 1ultres time to stabilitz. II would 
that Iehas taken Britain more provide i.eaathuin We for the cre-

12 years to make the transition anlon of a banking system able to 
its brand of asclalism to captaI. channel domestic savings to support 

corporate growth based on market
Kosnorek, former Deputy prrciples Tout revenues could be 

r Minister O CzechoslovoiaL. is fmneled into infrastructure projl :ts 
lor of W Forecastiong Institute to build a hospitable environment for
WeAcademy of $cwwes in foreig and domestlic investment. 
Me. while creautng jobs and tickling do-

c demand In much ihe same 

way tha public works like buildmin 
highway system or putint a man on 
theIn oi~teayomof the grosspuW ineff~caencsdo tie ast 

of Commumsm, domestic demand or.Caechoalovaka was sufficient to sus 
being in IS Why was it imsufficien 

to do so INI3l? The excessive and 
edless damage of shock therapy is 

largely to blame 
Because of the plul¢ in buying 

power a newly freed prices ruse and 
the value of the currency fell, domes 
tic demand has dropped nearly 50 
percent in real terms it the past t,*D 
years In adto. Cechoeovas 
Irade. which had Lee directed i.
ward it former Sn-ea bloc prners 
was given no time to nonriet Itself
westward Finally, eisjil mch 

Crash capitalism 
is failing in 

CzechoslovakiaPoland. Is 
n oln .I 

Russia next? 

nisms for capital investment. mainl,
the various tate ministries, wer 
eliminated. resultig in a decBne 1 
inveatment of more than AL ,hird

No all elements of shock lcrap 
a misguided For example. allow 
Ing the currency to *-iwd41 8in,estern currewits, as pre rbed,., 
the Internationil Monetary Fund i. 
certainly a crucial early step but 

ktaknas a whole. the radical ap.
proach largely elimtnaies the rolE of 

rOVemment in the econony virtuail)
o"erighi I know of so country thaI 
ould rtthsland such a shock 

To quot Samuel Johnson, -The 
chief differences among men are 
Wvfr ea.s, M ends " Sock therap)
i untased beyond the erommic lob 

atwies of Cambridge, Mass Its vi. 
slu of the market has ever been 
completely realised inany industrial. 
Lid astmain this century, Includin
the Uaitad States. i is a means that

g 

col bring about an awful end, par
ticullrly whi ome considers its cut. 
rent aplication in Russia and ca-
Soviet nsublics, where cmndmans 
are moe comflicated aid seruus 
Van inEastern Europe Therc, mere 
social implications could have geopo. 
llcll and even military ove,"tones

Te time isat hand to rethink shock 
therapy We should exptnd the dis 
culsions now wider way with thc 
West to address critical Imf-term 

I m tial Implications 
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7M GLOBAL ECONOMY 

Venezuela: Reform Not the Culprit
 
sharp cutbacki in governument have to choose between free poll- his impressive leader.hip talent neist leaders and niaoi' I, -

ST M itur'l re subsidies for nmarketdelermrined Ucs and free mnarktL,. Lotmobilize suppt.,r for tu, pir. n Lat.n Aen'tn, ,i d t.rhi ,l'1111"TIubrg pnles. and for relaxed import re- But the world is not thai sim- gram.; He did not build broad that marletri.ihd itrm. -- ,
INA Few. 3kk strnctions Such adju.tmenL,, in pi- - nor is Venezuela DE'-luiing based coalitiut, among hu.e phasizwng descth'..intt %'areut,­

th- absent- of strung social blWu standard.- and rising In. who stuod It, benefit, nor Wa.' vAurk bc.s it piiid.+,- it,
safet% neL'. worsened inequitie. equality were certainly pan - but enough done to rusluun th- blit grwlh Tit c-ut.' ith,Id.l r

HOCK wa%es spread ralid)J and rimpsed neA hard.ships on not the most important part - of aniong thosi 'Ahi, i,,uld bi ad- pubhi. econ.mvI-, i,-, -, Ia'ru- Latin Amenta wht- much of tte nuddlJ- class and the explantation for the atUempted verserl affe ted C.)mpounding perceised ai,,,rh d,.-r ,.% aid
It @iezuela 'roops stormed poor , any ar'iysL quickly c-on overthrowA the problem his li-nernment al, fairly Lmp'it,'d

the pri. deitiaJ palic-v on Feb 4 cluded that clu. r'sulttig 'id-- The fact is, ever Lat.kineAen- peaied unwilling or unable it) deal Third it i I,tu-tr­
ui a %er* ni-ar stic'es.tiil at spread anger and despc-ration em. caw rountr% ha.' had to confront %iththe corruptit' tlia plagioee that enle'i, I- I-h, I, , I.tetipt to a.sa.sinatl- Prt-,.i: bildened an alread: res.tie painful econorn ajustienLs Venezuelan polit. - and soitet' te(hni al "i,, I,-.,., ii,Carlos Andres Peret Venezurl, idlitary unhappy Aith coniuiuuig and harsh auslcnt% in the past The wrong I",,in I dr..s firo sin' art a I, "' . ­aftr all could I ast uninter- cuL' Iii IL OWl.budgetL, de(ad. tinmost. fr more seert revent et'eni in i'it.etuel. I- tit' eerytr, a!,, ..-- i. 
nipted detocratic rul, si. Tei- argument appeared t be, and prolonged than i 'entezuila) demtirat, prat it t IslltuniiaI mu, r-fl., -1 i, , • , .r
1i)". Ih, loliges Sti.tch of anc a? Ie.'! pania'.li% confirmed last Yet civilian rulc has not been setri- bih' ,ith tougl v-mit re tr : teret,, - rui,,r,a .; I.. ­
couitrx iti Sualft Aei i.t: Avek 'Ahen President Perez AhJ, ou-sl challengied at lea.%',s, far ii or free-market detsvlnpr tir, Ti,. (aJ - o rn-al, , ;.- II,..

For [lit past rtu t,'Jr-. \vn- phed,:gig Io sustain. his e'ollort.. an' other of tlh. regitis maljir right les.,uit htme~er nia. bt reur, it, -r'. .... " ,
ezitI, had a]',, enj,,ed 'hii iii . reutrnt; program a)-i anJntun(ed 'ouitrit. even nmr, sobenti managed p,,h , .,h,es' ratl- (i econuit gi ct'Alh of sizable redu hut-' in peitruleu' l'rs. denitrdit rul, I- it,,i Ti bith.,f iti. i- it,., it- i
alt, (iat'tr'i in th Al,eritit- and fuid prii ," among other ."RKET ecuno:it re- full svcitre in ati Latit Arnt-rit an c-ra( gii i;,t , ...-,, ,
NMirutli ct. almost eer u t had nicasur,., intient(d to ea-e the form' and at untipait- c- untrA The+ trend tlo'tard di.. refoirn 'uh%'.,u r,! I.
though' iliat Velezuela's Arlim pain ri reforn, LEM ing austerity di nit au- mrra,, in bi. regmlalltA i 'ri, (ink? IF Nll'it, h u: u .. •
%liiih spearheaded the attertpi.,-d "ths explatnation of Ihe \en- tormattcall lead ti political wide' ' en(ouraging but it i h se, itlq.t,,, I -

I; 1 
,­

takeo tr of p,,er Aa.r'"(- rl.' (zii-ii t cIi ailttnpt If it L, (ir- troubi V'hat iscriltcal L'tht' skill earl' to .elc'brai,- its "truriplh- natli.'i' Hif. Ih.' I- I~ 
under v.iclIai aithontt If dut iu - rwc would suggest that gier'. and sensitivit %*lithwhich such B then.,'hes el tioti d& n: rea.on t,, gi' 'p i, -. 1,it 
rat ia. under In mns vatnt eailJ% budd prugrani, are carried out - guarante dt'eiliiorauti stabhit)% bet ( lltIW d. It , I,'I.I..;­siegt 'entzii east 
t]a it cutuid hardly be ronside(ed de',icra(c',%at Ht same turne. tht' wheitier the%are mianage'd c'red. elected gcernmt-nts mut b.e it,. - or lit,.' l, ,
salt- anvI er. iit Latin Anmri, i art' turning ti, n arkel-ba.ed (,. ibl and fairly and ,hether thi'y 'ome mnoit(artes,il, a(cuUt', ot. lit, oth 

Blamrre f ii Vent'zutl..% trut, .- n-or, houldt % fur her sugg'st IT'ptr co'd'it,ineu a naltilt.,s abl,. and effi. itt'd 
%a. quit bkl pat ed ott I,# criu. tha' fragii, de,-ot'ra,"ips - not irstittutnins and leader- Pultit, Seconid it Is a]' Ii-," earlk It) • h I i. ,, .H; I',l,, ,
Ir; s eti',i''tl refo'rIn pr.,gt~il o,' . 11iLat. -h1ierica but als. ir not econ nirt.s. Lithe ke - and Ili celebrat the 'triunlp0++ ctf fret H+iti., w' Ii .. 
FUl ipt" d by% the nerltatiial East ern I--lp. aind the. reput'.li s Veiteauela the politiclJ leadershijp markets There IN a gri'it ig con Doil'i., l.. ',.. ', ..,.
Nti-.'r-'t Funld It i'il.- fu, of the firnir So ie Lnuuit - ma) fell short Perez neglected to un' wien.su' amnig eliulurlist' bust. II, A/I..'.. 

http:reput'.li
http:arkel-ba.ed
http:pania'.li
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A Latin American Renaissance
 
My DOUGLAS CAMPBELL 

On his first visit to Canada 30 
rers ago. John F Kennedy said, 

"IZ hasI us neighborspMy made 
History hs made us fnep Fco-
sonics hu made us partners And 
uscuty baa made us allies Those 

whom s,,t r a joined toSether lot 
no man put Asunder 

President Kennedy's words could 
well be ,pplied today to Mexico. % 
the pesdi g North American Free 
Trade Are-.... could indeed c-
ate a inque partnership 

The proposed agreement, wLich 
ia b negotiated by the United 
Sttes, Mer.io and Canada, has run 
Itass-lo ddLfhcvlues The re-
taILty underlying Apotential agree. 
ment adds a new dimension to t 
evaluation of investient ortu-
ties in Mexico 

Until IOU. Mexico pursued a pro-
tectionist, inward-onrented econonic 
development strategy With the ex. 
ception of mquiladora, or 'twin 
plants along the U.S.-Mexican bor-
der, no foreign company Luc d own 
more than 49% of a Mexican compa. 
ny Tariff protection created a high. 
ly Inefficient Industrial base The 
Mexican government owvied, con-
tolleid. regulated or mbsidised near-
ly every business 

The profits from these oligopolies 
worsened the unequal distribution of 
income, with the poorest 20% of the 
population earning only 2% of in-
come The governing party, which 
has controlled Mexico since the 
120%. began to subsidize food, bous. 
Ing and health care to prevent revo-
lution and loss of power 

Huge deficits were supported by 
the 1971 discovery of 51 billion bar. 
res of oil When the price of oil 

coUapred in 1M, foreggernr 
were depleted and Mexico faced cri-
at$ 

Into this picture came Miguel de 
la Madrid, elected president of Mex-
ic) t IM2 He decided Mexico could 
514 remain a cloisei society. In short 
crier, Mexico joi. -d the General 
Akleement n Tariffs and Trade, 

oid ff 40% of government-owed 
cot.raut. .d reduced food, bos-
Ing and health ca,. subaidles 

Busineses became more compet-
ilive. Foreign companies were al-
kowed to own 100% of their Mexisan 
OPeratios By 19M. earnin from 
oil, which had accounted for 71% of 
the county's exports in I2. de-
cined to 25% of exports A devaloed 
peso stimulated manufacturing, 
which became 40% of the total grow 
national product Wages and prices 
were frozen and Inflation dropped 
from 160% to 14% 

Carlos Salinas de Gortari, Mr. de 
is Madrid's chosen muccesor, took 
office in December 135 In May 
1l. revised piKlcy permitted dl. 
ret iLisotment by foreigniers of up 
to $100 million W th 100% foreign 
ownersup, and without government 
authorization Ford, Nissan, Volk. 
wagen. Hewlett-Packard. Nestle Pod 
many other companies have taken 
advantage of this policy 

In July IS, the Salinas adminis-
tration reached a debt settlement 
with some '40 banks As a reult. 
Mexico's overall debt ia down from 
SO billion to about W40billion 

Finally. privatization was accel-
erated Laading companies put on 
the block inclu-d Cacnanea, which 
productes 6% oi the world' copper, 
Mexicans and Aeromexico. the two 
national airlnes. and Telmex, the 

Mexcan telphone company 
hese and l AtreoUterlr c-

Uom paid Almost immediate divi-
dends The Soli& de Valores. the 
best performing stock market in the 
world, was up 100% In IlM. 71% in 
1M6, 7% in 1N0 and 130% in IlI. 
A dollar iivegied in the Mexican 
market in 136 was equal to $IUI 
a Dec I. 161 

Other Latin American cocntries 
ar following the Meo n model. In 
the early l3. Argenisna was me 
of the world's san richest conw 
tries With .1 milln square kilo-
meters of fertile land, ample natural 
resources and a highly educated 
population, Argentina bad all the ia 
pedients of a developed country 

Under t o regime, stand-
ards of living fell more than 60%. 
President Carlo Menem and Is fi-
mnce minister, Domingo Cavallo. 
are now trying to compress several 
of the stages Mexico went through 
to revitalize Argentina. 

In a vital move, the Argentine 
avStral was tied to the American 
dollr in March 131 This effective-
ly eliminated inflation, which had 
been at a 400% annual rate in 1N. 

Mr Menem's post-election dereg-
ulaton decree abolished the detailed 
rules that camed Argentine inla. 
tion, spawned inefficient industry 
and allowed creaJes to carv indus-
try Into personal cartels 

For example, most import-export 
regulatiom sand taxes bave ben re-
scinded, Perts must stay open 24 
hors a day and cestom officials 
may not block trade The gevern-
meet prope to privatize energy 
sI. ports. roads. IdeAeoe dustre 
and petrochemicals by the end of 
this year The diramatic turnaround 

baa oi mesed by the Ag.­
sock market, which more than 

I lt yer
Ulike Mexico And Argentina. the 

Kraixilian administration has little 
power in the highly fragmented Bra­
glan Congress To haitthe inflation 
they created, the sstloo's leaders 
taged sudden imter.wasos in the 

economy. haturia iew crr*eecies. 
Ainet nflocatlcm. In -etion.de­
ladeutlo, price freezes and ex. 
chaep devaleaucos Not until ll 
did leaders repect the old formula 
might be right That is. cut public 
speeding and keep wages down and 
interest rates high 

Although still precarious and un. 
predictable, the outlook is more en­
oogiag than before Fernando Col. 
Jos. the curret President, took office 
in 1N0 Budget austerity at the fed. 
eral level has been inaugurated pri­
vatization has started, and Mr Cl. 
lot has escouraged Congress to cut 
civ service costs and reduce barri. 
eA to trade and forein mve.rient 

The Mexican example is t0 corn 
plling a model to be ig;.ored by 
ether Latin American countries, or 
by long-term Investors Tere are 
still opportunities to find value in 
Mexico. provided investors art cau. 
tiom The Same is ale trut In Ar­
gentina, but It probabiy involves 
making private deals with private 
companies and buying a piece of 
their equty 

Brazil will likely join its two 
seighbors in turning the ecemunic 
corner, making its market wot y of 
investor attention as well 

Difla A Campbel) a president 
of an ifrufufol sioc* brOkersge 
in Seas Monica, Calif 
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PERSPECTIVE ON LATIN AMERICA 

Do-It-Yourself Recovery
 
Thew t- iIIwntI iti. art sip 

Mtxico. %%hihc.i off Iht nifi.ait 1a. u., [he% ni- no 
Sinlllrnttional de'hi crit. "om , l'id "11 l'ht putE ltutcS rl Ir, drsrloperd l'on 

It Ictl.ds in dOCdhping tri', a.tuerriit fur Latinno 
strauit. stfor so~llnc%,. Anitr ,d Hlahtr the)>relpr,• atlribiohs of su(ce.ful 

intLosiiten and growth. program, drvelpud hi, the
SWI-LAM IE.RNODES 

By WILLIAM R. 11N 

I 
rdAd' almost 10 ,C.r. ag,. that the 

terntion, at', cr,i ,.r ,lith 

MeXiCtS disclosure thai t I(ouid ni 
longer scr.ire ilb clerna. debt Ot,ijga 
Ions [uring the nest eglt: .%cars an% 
intentor% of gza,.i econom, probie'r 
*Outo include most Ltin Anria((n
CiJunlnrics 


User the p..: %,.rho...si .. h.,,.

see¢n a se. ce*angi ,n h .. Iri sa, rJ3 

tn~etor, Ion. a: !he rrg ,r. Ira: 
change i idcr t i Ih perrrrr . I 
Lair. Amre, metrna rr,,rkr. , 
itl! as in the rcpwo", a(it,- IL nci( 

vointar cap-to Ictn frrr itera 
tiona: mark(,i-t-tLnOc. .. eq...:-:'ir 

La'n Amer.d L,.' , par.,r , r,,ar aeaofg~aittt iwrsI 

Mexic.. Cri Vinezu,,. .,, u : ri 
cent, Argeorn rd. d '-r.,r 
le at .,;, t. Sice t"a ul, ",'A 
reforr p:,rn. !.tri ri,a , 
order t., atiri(I caV,;':. from r(o, i,-
ant n.rn-resici ni, ... a.,t tr c pr, I nr 
and reL..rn to tir nternaii ,.a rnark, ; 

A CCiOlI la .: ii. cpt-rt('f'(i. of 

thou ru-Ire r see..., crtm.",::
. ('ea:s 
meats..'lp:he %reurdredkt-. , uror- i. 
surres sf!l , imrit-.rr: thir prugra-.­
Wh,it no: nee dsr,. d hlm.., IC-: f,,r 
al! deteisung eronorni-, the fl., g 
flie eemcnts Inlltt. i.-,,Jr1,,: ic ruti, 
for d g sirrnmrl l. i, ta.c s,' ecentn,,( 
reform ant1re:,;r, t, the rr ci(( '.rsda 1,- A head of t d( Mon.tri1c. 
political %it and-trung i.atit r-r ,-A %ialtle coherent an.' rompreh( r 
ive eonomi pig! 

-A molstalec and conpetent eco. 
somic ierr that vor.s together not 

aga:nt each oth(,r 
-A beif ir the plan and a Sharrd 

Comtmrer: to Sia the course or Ihi 
part of thi president his cabim,: and 
tther senior off(.ii 

-- An integrated mea,. prugram it, 
wtn public ait pt.riL tOf Ih :dr; 

ciuntrr i I..ti. rhi, 
____ In louling at Ihi ind.,dua 

UiiUnrf - an appropriate 
pla, I I,, lgin IS Mexic-o %hiCh trused 
it, Pionomi( Hubicon in i9f( ' %her; the 
gsernmcnt of Migiei dre I. Madrid 
aplid fur member hip in GAT'l i the 
Cener: Agreem(nt on Trade and Tar-
ifl, . I sme time thi Mexsadr 
guoerrnieiii L'grl liu T(haiipr,-
grtn. io ritl , Ih r1, I, Iht. 

. r n pr-oi,.... i.i! hi 
c' l g ti' dr,.mt~qi r" O' iilt iiR and 

mcne .iloii tat( i-iiin, 
ik tar,, S ij .Si (,urlr. su 

record i ,i Mauiret a. I)i i e"mlr 19- , 
hi" Cailnucc im14 mertflilt ecut-wir 

-

The success formula 'is 
derived from the experiences
of the countries themselves, 
rather than being formulated
and imposed from outside.' 

i 

ref '71r iT d ur ...i ctnsi-:d
d..f 

sin INt ,er.. Oi: prisalizing 
S:.d*' rut ind.tri-. t jilt the cuun. 

t a marKe, ecicnor, restoring
jntemenz and g"Oulh opening thi 
po.i.I .(, em diii announdIng a fr ­
r r,.i:p agricultrd reform packae 
Th(i, rffl' unMtenscreo the imlts, 

u Orunii In leacllr-hir inordir 
for or. tulumit program i' I fd luig 
term surr, -

Tn re.Jit- of the Mexican reform, 
are sutmtdrtiai and Ih benefit to 
Mic in the iurld mrketplrt are 
be'uriog more apparert eier.' di, 
Among the example. 

-The budget deficit ha, teen reduced 
frit, Ifh-, of gros- dunesti produt in 
19.i, t 3Y- in IteoUand I 13 in 1991 

The 19VI budget i.uuld acualls hate
be(i. it) surplu, if the proceed, from 
currrnt pirivatizati ur. iere iclld(d 

-There has also been suhstanhw. 
si, Ing,.on fitiascing internal dett . it,. 
gosernmeni bonds called ('eet .,'eldi g16'q versus neari. Efi arourd theetime 
the negutiijuns began twesen Mexico 
and its furtigr c'ommerciii bank trod,.ors i. April 1989 The resultant sat.inp, 

from the lu.er interest rate is atc,ti 
11'ibilion a sear 

-Inflation is dow)n significant, a: 
)ear-end runnng aruand 16": from a 
high of more than 20 t',in 19_ 

-Economic gro th reached 39* in 
9i and sightIh more than 4' 39in 1 

forecasts cdli for rougnrl the s4me lesel 
ofgroth.ni 12 

-"eign insestmen into Mexico 
cOlhfnues to rise witht about $10 b-)of it ne- priate inestmeent in'iud n'g 
portflu insesmetne: flosn Inio theC'ourlfrit in399 Indt'li lon 53 taioiOr t. 

14 blion of flight capital returned i tht 
cuuntry last tear lnei'nticnail reserse. 
hase noi risen to $1l bon, 

Chile and Veneuela are also gtu­

exampier of countries that hase suc 
ces-fui!: implemented struclur. e(
nomic rforrs.Inciudng pr",taz-i.on; m of aci(he Jng
a, ii 0 susLio nrc 

gro eitnandr,returning to the sountar* 
cap,, rarpeit 

Argentina s economic reform pmz 
gram %ithc noi in place as long as th, 
others also is beginning to sho, results 
The goernment has beg,' nerOtdtiOd'i 
sith Its commercial bank creditors an " 

thenIniernatona, Monetar, Fund has 
announced thai a net. medium,. err 
IMF loan should be in place in Argentina 
b) March 

In con ersations %th th sen or 
members of the countlries econorni 
leam. there is clear agreement that tre 
componenL of this fise point formuta 
can lead to successful economic reform 
What mae, the formula eser more 
appealing though is that its der,ed
(rum the experiences of the countries 
themsektes rather than beingr formuli.:. 
ed and imposed froni outside That I 
be iee is a point esperall, ,ortir 
rnaking %hen 'ou consider the state of 
economic reform in other developing
countries parisularlN those in Eastern 
and Central Europe 

"L'Wium R Rhodes U a tire rhat mar, of 
Cittficinrk/('atirorp iniA'tu I'ork 
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Higher Rates of Economic Growth Projected
 
For Developing Countries This Decade
 

espite weak performance in 1990 

and 1991, the economic outlook 
for developing countries in the 

1990s is promising in comparison with the 
1980s, according to a new World Bank 
report. 

Global Economic Prospects and the 
Developing Countries: 1992, published 
April 16, says that improved policies in 
developing countries hold out the prospect 
of higher growth in this decade, even in a 
minxed economic environment that is likely 
to include slightly slower growth in the 
major industrial countries; lower real in-
te t is bAsnthanin the previousdecade (yet 
still high from a longer term perspective); 
an increase in real commodity prices, espe-
cially in the latter half of the decade; und 
scarce external finance, with access to 
private credit markets restricted to coun-
tries with strong creditworthiness, 

Improved domestic policies in quite a 

few developing coununes, including some 
of the larger ones, should offset these 
external fictors and result in a rise in the 
overall growth rate to 4.9 percent in this 
decade, up from 3.2 percent in the 1980s, 
the report says. 

A cornerstone of this higher growth will 
be better export performance, which can 
be aided by lowered trade barriers in indus-
trial-country markets. A successful Uru-
guay Round would make a 'big differ-
ence," the report declares, referring to the 
so far incomplete global trad,r negotia-
dons. A 50 percent reduction in the trade 
barriers of the European Coramunity, U.S. 
and Japan is estimated to raise developing 
country exports by over $50 billion--al-
most equal to the total net flow of official 
development assistance in 19Q. Higher 
growth in industrial countries r ould also 

help. The report states that an annual in­

creaseingrowthbyoneperceatage point in 
member countries of the Organization for 
Economic Coopers­
tionand Development 
(OECD) that is sus­
tainedoverthreeyears 
would raise develop­
ing country exports by 
$60 billion annually. 

Higher growth for 
Jcveloping coun, les Lawrence Sum rs 
through beter export 
performance will necessarily increase ex­
portsofmanufactured goods. Lower trans­
port and telecommunications costs have 
stimulated the globalization of production 
and marketing of manufactured goods, the 
report observes, and several developing 
countries have taken advantage of their 

See PROSPECTS, page 
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Developing Countries' Per Capita Income Declined in 1990-91 
?IOSPECTS.from page ) the war-affected economies of the Gulf, Commodity prices, in rul terms, arc 

the rest of the develophig world experi- cxpe:tcd to remain near their present lowlow labor costs and seized opportunitics enced a slowdown that can only be com- levels in the short term but should increaseprovided by new technology to become pared with the past instances of major during the second halfofthe decade. Priceslow-cost suppliers of these goods. recession intheindustrial countries. Mean- for commodities other than fuel are-Countries with a well educated labor ex­
while, East Asian economies continued pected to rise about 15 percent inreal terrnsforce, and with open international trade their rapid growth, and Latin America after1994,asrealinterestratesdeclineand

and investment flows, are likely to absorb performed substantiallybetterin 1991 than gloLal economic growth rates increase.
innovative production and management in the previous year.

techniquesrapidly,'and these capabilities 
 The seven largest industrial countriesshould help them successfully compete in are expected to grow at a lower rate in the Developing Country Prospectsexport markets, the report says. 1990s than in the 1980s--atl least for the The repon offers projections of develop­'If we have learned anything in the last first half of the decade, after which they ing-country growth during the 1990s, war,.25 years from comparing countries that should equal the 2.8 percent growth ingthat the projectionsshould be interpretedhave been less successful, it is the impor- achieved in the last decade. with considerable caution, as they are basedlance of manufactured exports as a crucial Investment growth is expected to be on a single set of global conditionS.engine for growth," said Lawrence Sun- weak in the first half of the decade. Short- The aggregate GDP of developing coun­mers, WorldBank Vice PresidentandChief term real interest rates in dollar terms are tries is expected to grow 4.9 percent perEconomist, at a press briefing in Washing. expected to average 3.3 percent in the year ;i the 1990s, higher than the 3.2ton where the report was released. 1990s, compared with 3.8 percent in the percent growth achieved in the last decade 

latter half of the 1980s. Reformsintrade and macroeconomic poli-The 1990s But, over the next four years, the report cies, initiated in the 1980s, are expected to 
cautions, a significant rise in rates may continue, leading to increased savings andThe decade has not started well for de- occur, relative to the recent cyclically de- investment, and to greater efficiency inveloping countries. While the aggregi.ie pressed levels. "Traditional sources of resource use.gross domest2- product (GDP) of these external Fimance for developing countries But economic growth will vary fromcountries grew by 1.9 percent in 1990 and will be scarce," the report warns and coun- region to region, the report points out, with1991, per capita income declined in both sels that developing countries must expect a "key uncertainty:" the performance ofyears, the first time this has occurred since to finance their domestic investment re- Eastern European nations and the formerthe WorldBank began collecting such data quirements largely from theirown savings. Soviet Union. "We ae most optimisticin 1965. Grants and bilateral loans are expected about growth in East Asia and Icat opti-Wars, radical political and economic togrowatroughly4percentperyearoverthe mistic about per capita income growth inchange in Eastern F,,otc and failure to next five years. Multilateral loans are ex- sub-Saharan Africa," Mr. Summers said.successfullyimplement economicreforms pected to gro,. 9.4 percent annually. EastAsiaisunlikelvtorepeatitsimpres­

in some countnes have combined with Additional demands for concessional re- sive economic performance of the pastslow growth in the industrial nations a sourcesfromnewr cipientsarelikelyinlhis decade; nevertheless, it will remain thecontribute to these msults. decade, even as supplies of such funds be- fastest growing developing region, and perEvenifoneexcludesEastemEuropeand come tightefromtraditionaldonornations, capita incomes are projected to rise at a 
rate over 5 percent annually. 

Percapita growth in real income will beGrowth of Real Per Capita Income smallinsub.ShramnAfrica, averagingO.3
(aveaQe annuaJ percentage change of real per capta GOP) cantly better than the ducline seen in the 

L290 IM 1922 1980s.All developing countries -0.2 -0.2 2.9 Latin America's economic performanccSub-Saharan Africa -2.0 -1.0 0.3 is also expected to improve sharply, WedEast Asia 4.6 5.6 5.7 on a continued resolution of the debt crisisSouth Asia 2.6 1.5 3.1 and on a marked shift to market-frierdllLatin America -2.4 0.6 2.2 pcoicies. Percapita GDP, whichshrankO.5Middle East and North Africa -1.9 -4.6 1.6 percent annually i, the last decade, isEastern Europe -8.3 -14.2 1.6 expected to average a positive 2.2 percent 

All high income countries 1.7 a year in this decade.2.2 3.6 Structural reforms in the major SouthNote: The forn- oviet Union i3not includt in the totals. Asian economies will serve to keep aggre­

gate GDP per capita growth at around 3 
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percent ayeau, ethcrate achievedinthe integration with the global economt, these policies, as a number of countries 
1980s. 'The experience of the 1980s suggests have done, remains a 'priority,- the report 

Pea.e.,recostrcdon andpolicy reforms that dcveloping countries could consider-	 urges, even without major reducdons in 
industrial countries' protectionist barriersin the countries of the Middle East and ably increase their exports in the 1990s 

North Africa are projected to support an even if industrial countries maintain their However, a reduction of 50 percent in 
current levels of protection," the report the trade barriersofthc European Commu­aggregate per capita GDP growth rate of 

1.6 percent annually in this de.zde, com- asserts. This takes into account the rise in nity, the United States and Japan would 
pared with adecline of 2.5 percent ayear recent yeazu of new forms of trade resric- raise developing-country exports by over 
in the 1990s. tions such as voluntary export restraints $50 billion. 

The rate of export growth is txpected to and direct subsidies to protect domestic Global Economic Prospects: 1992 is 
rise in the developing countries, from 5.8 industries against import competition. priced at $10.95. Journalists may receive 
percent in the 1980s to 7 percent in the Export performance for developing acomplimentary copy by writing on com­
1990s. This expecLtion reflect, in Pam countries has been limited more by their pany letterhead to the World Bank, Pub­
sweeping market rforms and renewed own domestic policies than by constraints licationsDepar=nent, Marketing Unit, Room 
recognition of the importance of increased in indusrial-country markets. Reforing T-7054, Wasingtn, D.C. 2D433, U.S.A. E 
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Summers: 1992 Will Be a DifficultYear for Developing Countries 
Percapitaincomesin the developing worldfell in 199Qforthefirst time in more than 25 years. In an interviewwith World Bank News,World Bank Vice Presidentand ChiefEconomist Lawrence Summers predictsthat many of the events of1991 will make 1992 another 

difficult periodfor some countries. 

WBN: The OECD announced In late 
December that the world economy faces 
months of sluggish growth and rising 
unemiployment. Do you agree with this 
prediction? 

Summers: This has been a difficult pe-
riod for the world economy because the 
economic train doesn't have a strong loco-
motive. The current slowdown in Europe 
was expected as Germany deals with the 
strains associated with reunification and 
while the country takes steps to resist 
inflation. Meanwhile, Japan's efforts to 
keep prices under control are reducing 
economic growth in that country. 

And to the surprise of most observers, 
including myself, the American economy 

has not recovered. from the recession, 
primarily because ofconsumers' and busi-
nesses' reluctance to borrow. The reluc-
tance is partially a matter of confidence 
and partially a matter of the large debt 
burdens that were incurred during the 
1980s. But although the situation is bad 
right now, I think that the policy measures 
of the past year that have brought down 
short-term interest rates are likely to bear 
fruit in the form of more rapid growth at 
some point in the future, almost certainly 
by the end of 1992. 

WBN: How will the developing coun-
tries be affected by the slow growth that 
has continued into 1992? 

Summers: Slow growth in the industrial­
ized world will be transmitted to developing 
countries in three major ways. Most obvi­
ously, slow growth in the industrialized 
countries means reduced demand for goods 
producedin the developing countries. Slow 
growth also means lower prices for com­
modities, which are the main source of 
incomeformanydeveloping countries. And, 
slow growth means increased pressures for 
protectionist trade measures, including bar­
riers to imports of products from poorer 
countries. 

I think all three of these things will make 
1992 a difficult year for the developing 
world. A rebound that ad beeu anticipated 

See SUMMERS page 4 
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Difficult Year Ahead for Developing Countries, Bank VP Says 
SUMMERSro,,m page I 

for the developing countries in 1992 was 
premised in part on an expectation of in-
eased growth for the world economy. 

But because the world economy is not 
likely to grow es rapidly as anticipated, the 
rebound may not happen. 

WBN: If tOe Industrialized countries 
fail to climb out of recession soon, will 
foreign aid programs be in jeopardy in 
1992? 

Summers: Foreign aid is seen too often 
and wrongly as a luxury good. And that 
perception does create the danger that aid-
donor nations may turn inward in 1.92. 1 
think you can already see this inward trend 
in the American political climate, with 
oppositionto the Mexican free trade agree-
ment and with recent calls for taking care 
of Americans first. Both the right edges 
and the left edges of the American political 
spectrum are flirting with dangerous isola-
tionism. 

W3N: What will happen to the econo-
mies of what used to be the Soviet Union 
in 1992? 

Summers: It's hard to imagine a bigger 
economic problem than the one the coun-
tries of the former Soviet Union face in 
1992. Resources are underutilized. De-
spite vast natural resources, petroleum re-
serves approaching those of the Middle 
East, and a pool of scientific researchers 
larger than those of the United States and 
Japancombined,hospitalsarebeinglighted 
by candles, water runs black from the tap, 
and people are living without heat in sub-
zero temperatures. It's clear that the vis-
ible hand ofstate control has broken down, 
-andthe invisible hand of the market has not 
yet taken hold. 

The challenge for 1992 will be to get 
some kind of basic market system in place 
so that the food will get to ieL,, so that 
workers will have a reason to work, so that 
trade continues, 

I'm encouraged by the developments of 
the last several weeks. There appears to be 
some degree of commitment to maintain 
trade across republics' boundaries. There 
appears to be a commitment by Russia to 
serious and -cl economic reform, and a 
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Lawrence Summers 

The end of commu­
nism crates both 
oand 
opportunities
dangers for the de-
veloping world, 

braveand bold team ofreform-ersisdesign-
ing the transformation program. I don't 
knowif the reformswill work,but all these 
things raise the odds of success. The task 
will be a difficult one, and reforms are 
likely to proceed two steps forward and 
one step back, rather than moving ahead 
smoothly. 

The countries of Eastern Europe are als, 
going through very difficult times, but 
their problems are not nearly as severe as 
the problems confronting the countries of 
the former Soviet Union. 

WBN: Howdoyou think recent events 
In the Soviet Union and Eastern Europe 
will affect the global economy in 1992? 

Summers: The end of communism 
,:eatesboth oppoitunities and dangers for 
the developing world. It means that much 
less money needs to be spent on arma-
ments, and that will help the developing 
world. It means that in negotiations with 

the developing world, the aid-donor coun­
tries can focus more on economic strategy 
than on political loyalties. 

The eno of the Cold War means that the 
international community can focus more 
on economic and environmental chal­
lenges, and that is good for the developing 
world too. 

But the collapse of the Soviet Union in­
volves risks that are obviously enormous for 
Eastern Europe, which depended on the 
Soviet Union for trade and economic assis­
tance. 

The collapse could also lead to large­
scale migration, which could easily change 
political dynamics in Western Europe. 
Migration of this sort is a real risk. 

In general, as the old proverb has it, you 
don't want to be in the woods with an 
injured bear. I think that's the way the 
world should approach the new Common­
wealth of Independent States in 1992. 

WBN: As all eyes are focused on East­
ern Europe and the Soviet Union, is 
there arisk that developing countries in 
general and Africa In particular will 
face cuts in aid? 

Summers: It's too early to know. Not 
enough time has elapsed for it to be pos­
sible to tell whether bilateral funds slated 
for the new Commonwealth of Indepen­
dent States and Eastern Europe will come 
at the expense of other foreign assistance 
programs. 

WBN: India has just launched a mas­
sive economic reform program. What 
will happen to the country In 1992? 

Summers: The benefits of India's bold 
reform program are already becoming vis­
ible in the form of restored private credit. 
worthiness and increased reserves. Re­
form will be a long, slow process, and there 
arvmany entrenchedinterests, particularly 
in public enterprises. But ifthe momentum 
of reform continues, India could be the 
miracle story of the 1990s. 

'WBN: What is the outlook for the 
major economies of Latin America? 

Summers: The situation looks brighter 
in Argentina than it has in decades. Real 
progress has been made in privatization, 
inflation is lower than it has been in many, 
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many years, and market access has been 
improved. The crucial question for Argen­
tina is whether it will restore a serious 
taation system that makes possible sus­
tainable deficit reduction. If so, I'm opti. 
mistic about its future. 

I think the critical question in 1992 for 
Latin k nerica--and other developing as 
well--will be how many countries will be 
able to follow in the paths of Mexico, 
Argentina and the East Asian coimtries. 

WBN: What isgoing to happen to the 
General Agreement on Tariffs and 
Trade? Will efforts to promote free 
trade die In 1992? 

Summers: We'll soon know what is 
going to happen to the Uruguay Round of 
trade talks. But I think that we are more 
likely to see in 1992 asuccessful comple­
tion of the Urugilay Round trade talks 
rather than the completion of atruly suc­
cessful Uruguay Round that brings down 
trade barriers on alarge scale. 

The unfortunate truth is that even if the 
Uruguay Round is completed successfully, 
we wouldn't eliminate even the extra pro­
tectionism that built up during the 1980sin 
in develnped world. 

The world will need tofind otherways of 
reducing trade bariers in 1992. There has 
been more emphasis on regional negotia­
lions in recent years. These negotiations 
can have an important role to play in 
driving trade reform forward. CD 
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Hobart Rowen
Looking for 

When the big names on the international 
financial scene gather here this weekend for a 
regular spring meeting of the Group of Seven 
industrial nations, what should they do to reas. 
sure th,! world that Japan's current financial 
sickness won't spread to the rest of the world? 

What they should do and what they are lkely 
to do are two different things 

If past is prologue for the G-7, they will echo 
Fed Chairmun Alan Greenspan's recent bland, 

assurancesDot-to-worry Things are under con-
uol Japan. they will It's an
say: health that 

tosustainaple bubble Japanese
tpeculate a 
ealestate and in stocks apnst,has 


In a limited sense, all of that is true But it 
gloses over the fact that the crash in Japanese 
faLncial markets could he a trigger for enor-
mious eft",nimc problems in a world already 
beset b a capizi stiorlage and other ddiiulties. 

Financial markets and government bureau. 
cranes all over the world are struggling e 
answers to questions such as these 
a Dors the collapse of Japan's stock market 

mean that the Japanese business recession will 
get worse thi.,',earl 
a Does it mean that Japanese banks, which lent 
huge sums onteralued real whleaid 

stocks., will now retrench so dramaticali) that 

their overseas loans--especiU) to American 

customers-will be curtailed" 
a Does it mear. that over the long haul. this 
comeuppanct to the Japanes eonoh lhreupce t optie Ja e econom will 
Suce itscompetive threatto the United 
Stairs, 

According to analysts here and in Japan. the 
answers in order, are yes, yes, and most 
assuredly no 

It is a mistake to thnk that the bursting 
speculative bubble in Japan is a termial ilness. 
The colUapse of Japanese stock prices, at least in 
pan. was deliberateiy preciptuted b) the JaFz'-
tese central bank. which chose to shut oft greedy 
speculation before it got totally out of hand. 
'd, .'d. the recession is fundamentally posi. 

tive for Japan. for what is occurring is that the 
economy is being purged of many of the excess 
es of the 1980s." says Deutsche Bank analyst 
Kenneth Counis *In the process, Japan's econ-
om) is being once again restructured and is 
poised to come out of the recession still stron-
ger and tougher than ever before " 

The problem facing the G-7 is that all of the 
world's leading economies are in the grip of a 
recession that runs deeper and longer than had 
been fore-cast 

Europe. asCounts notes. his been desta. 
tielid by the costs of German unification, 
per of capital into acapital importer. On top of 

that. the inPation-fraring Germans have boost­
ed nterestrates. causng economic pain else­
where .i Europe 

The United States, England and the Scan. 
dinavian countries are going through a re­
cession caused by excessive consumer booms 
and speculation in the decade of the '80s-with 
high debt and weakened banking institutions 

Now comes Japn. finally paying the price for 
the enormous speculative boom that begun 
after the Plaza Accord of 1985 raised the value 
of the yen. That result was sought by the 
United States as a way of choking off Japanese 
trade surpluses and averting highly restrictie 

trade legislation. Fearful that the high yen 
would hedefationary. Cm Japanese authorities 
flooded the nation with easy money, which 

helped skyrocket Lan'iand stock values. 
Jeffrey Garien o' the Blackstone Group Inc. 

notes that with tte three big nations of the 
world-the United States. Japan and Germa. 
ny-now all operating below par, there is no 
'ocomotive for the global economy 

That casts great doubt on the International 
Monetary Fund's forecast for global growth of a 
shade under 2 percent this year and a shade over 
3 percent in 1993 'There is simpl) no basis for 
these projections d we look at the behavior of the 
three major contrnes. Ganrenciysi

i
'Their policies are in confict German) i! 

following a tight morey policy for its own 
domestic reasons, and Japan is c6zarly headed 
for a period of slower growth and an eas) 
money polic) In the United States. it is unreal­
istic to expect a strong Amertw recovery
when everyone else is in !rouble.' 

In this circumstance, the G-7 should first 
offer a more realistic proection for 1992 and 
1993 and acknowledge that a troubled period 
les ahead. It could be exacerbated by potential. 
lydevastating weakness in the former Soviet 
rates. which clearly will not have available­
by a wide margin-the amount of capital that 
IMF Managing Director Michel Camdessus last 
week set as mniumum for their survival 

If G-7 cooperation is to have any meaning. 
the major nations will ha e to refocus on global 
concerns-rather t..an narrower nationalis­on 
ticgoals-that nrotivated them from about the 
mid1970 to the mid-1980s The first priority 
should bepressure on GermAny to lower inter­
est rates, which would be a tonic for recovery 
here and in Europe. 
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U.S. Budget Projects $352 Billion Deficit;

President Proposes Recovery Program
 

Sn January 29, 1992, U.S Presi-
dent George Bush presented to 
Congress his adrrumnistration's 

budget for fiscal year 1993, which be-
gins on October 1, 1992. The elec-
tion-year budget, which projects out-
lays of $1.516 trilhon and revenues of 
$1.164 trillion, will result in a deficit 
of 5351.9 billion. 

Bush's proposed tax changes are de-
iigned to spark the nation's listless 
economy-without adding apprecia-
bly to the ever-widening deficit. The 
proposals include: 
*an increase of S500 in the taxpayer's 
personal exemption for each child; 
. a first-ycear wnte-off of 15 percent 
for investment in new equipment; 
e a reduction in the capital gains tax 
to 15.4 percent for assets held for 
more than three years; 
* a deduction for so-called passive 
losses in real estate for those matenally 
participating in such endeavors; 
* a S2.500 nondeductible Individual 
Reurement Account whose earnings 
would be tax-free; 
0 a $5,000 tax credi for first-time 

home buyers, and 

* a permanent 20 percent credit for 

business investment in research, 


To help pay for some of these pro-
posals, the President called for a de-
crease in overall defense spending to 
5280.9 billion from S283.8 billon cur-
rently. Actual defense spending for the 
fiscal year would be about $5.2 billon 
less than allowed undt r the 1990 
deficit-reductnon agreement between 
the White House and Congress. Over 
the next six years, defense spencang 

5o 

would be cut an additional 542 billion 
below the spending plans the Adminis.. 
tration submitted to Congress only last 
year. The biggest source of the spend-
ing cuts is the cancellation of the 
Stealth bomber, the Seawolf subma-
rie, and other major weapons systems. 

The White House presented two 
sets of economic assumptions in its fis-
cal 1993 budget--one based on pas.. 
sage of the President's program and 
the other on "business as usual." 
Under the former, real GDP would 
grow by 2.2 percent in 1992, 3.0 per-
cent in 1993, 2.5 percent in 1994, and 
2.6 percent in 1995 Under the latter 
scenano, growth would be 1.6 percent 
in 1992, 2.4 percent in 1993, 2.5 per-
cent in 1994. and 2.6 percent in 1995. 

Under Bush's program, the cilian 
unemployment rate is projected to be 
6.9 percent in 1992, 6.5 percent in 
1993, 6.1 percent in 1994 and 5.8 per-
cent in 1995. Under the alternative 

scenario, the jobless rate would be 7.1 

percent in 1992, 6.9 percent in 1993, 

6.7 percent in 1994, and 6.3 percent

in 19:5. As for inflation, as measured 

by th.- GDP deflator, the Administra-
tion projects virtually no difference 
between the two scenarios, 

Key Elements 
The key elements of the President's 
proposed budget, not including de-
fense, are as follows: 
Agricalture. This category, which is 
one of the few categories that would 
decline each year, includes farm in-
come supports and agricultural research 
and services. For fiscal 1993, $15.7 bil-

lion has been requested, down from 
actual outlays ofS17.2 bilbon this year.
The administration forecasts a drop to 
S14.5 bilhon in fiscal 1994 and to 
$12.1 billion in fiscal 1995. 
Bank Insurance and Thrift Bailout. 
This category includes deposit insur­
ance obligations and capitahzation. 
The cost of buying out faded institu­
tions is far higher than was anticipated 
a year ago. The Adiunistration has 
asked for $55.7 billon in fiscal 1993. 
up from actual outlays of S47 8 billion 
last year. Ths is projected to drop to 
$6.6 billion in fiscal 1994 and to 32.0 
billon in fiscal 1995. 
Education. Education research and 
training as well as Head Start fall into 
this budget category. The Department 
of Education would receive a budget 
increase of 7 percent, the largest of 
any cabinet department. The request 
for fiscal 1993 is $49.6 billon, up 
from actual expenchtures of $45.0 btl­
bon last year. The projection for fiscal 
1994 is 551.5 billion and for fiscal 
1995. S50.3 billion. 
Environment and Natural Resources. 
Energy regulation, public land admin­
istration. 
 and cleanup of hazardous
 
waste 
 dumps fall into this category.
 
The request for fiscal 1993 is $25.1 bil­
lion, 
 up from actual expenictures of 
524.2 bilhon last year. The Adrrurus­
tration projects outlays of $25.1 bilbon 
in fiscal 1994 and $25.4 bdhon in fiscal 
1995. 
Ifealth: This is the most rapidly grow­
ing sector of the budget and includes 
Meccare. Medicaid, health research, 
health care trainng, and consumer and 

February 17, 1992 

V1 



IMF SURVEY
 

occupational health and safety. Bush pared with an actual cost of S200.3 compared with outlays of $17.8 billionasked for expenditures of $237.5 bil- billion in fiscai 1992. This figure is last year. The projection Is for an in­lion in fiscal 1993, up from an actual projected to rise to $231.8 bilhon in crease to $18.6 billion in fiscal 1993level of $213.2 bilihon in 1992. This fiscal 1994 and to $243.0 billon in fis- and to $18.9 billion in fiscal 1995.amount is projected to nse to $265.7 cal 1995. Jobless Benefits and Family Spport.bilhn in fiscal 1994 and $297.2 bil- Inlemational. Tkis category includes This categor . includes housing. foodbon in fi, a2 1995. foreign economic and military aid (in- stmps, and child welfare benefits, asIntetest Paymnts The AdmInistration cluding a two-year $500 million pro- well as unemployment compensationassumes that, while interest rates will gram of hurnanitanan ;ud a' techrcal The budget assumes a jobless rate ofcontinue to decline, the amount of the assistance for the former Soviet re- 6.5 percent in fiscal 1993, down fromnational debt will rise over the next pubcs). diplomatic activities, and in- 6.9 percent thi' year. The Presidentseveral years. It has estimated outlays ternational financial programs. Bush's has requested $199.5 billion for fiscalof 5214.0 billon in fiscal 1993 com- request for fiscal 1993 is 518.0 billon 1993 compared w,th actua! outlays of 

Outlays, Revenues, and Deficits
(Excluding Comprehensive Health Reform) 

(billion U.S. dollars) 

1991 1992 1993Categotles Actual Budget 1994 1995 1996 1997Budgel Budget Budget Budget Budget 
Outlays 
DiscretionaryDomestic 1954 2162 224.7 229.3 232.2 23, 236 8

Defens..
Department of Defense 309 0 300 4 278 7 2702 269 6 271.8 274 4Other Defense 107 125 12.9 134 13.9 147 153Total Defense 319.7 312.9 291.6 283.7 283.5 286.5 289.8International 197 201 206 214 21.3 21 5Total Discretionary 534.8 21,2549.2 537.0 534.3 537.0 544.8 547.8 

ManOatory
Deposit insurance 66 3 80 1 75.7 -25.0 -27.2 -21.7 -32 2FeOeral retirement 758 78.3 81.1 85.6 887 91.2 964Means-lestea entihtlements 62 6 74.8 77.4 825 87.5 89 4Medicaid 95 5525 725 84.5 982 1137Medicare 131 1 15071020 1160 126.5 1401 1560 
 1762 197.7
Social Security 
 256 8 284 3
Unemployment insurance 299.7 315.1 330825 3 32 0 25 6 25 0 347 4 3648

Other 24 7 24.3 24 6-557 -109 -4.6 -120 -17.8 -282Subtotal Mandatory 593 7 -249
727.2 765.9 
 709.5 756.3 809 6
Net Interest 872.6
1P4.5 1988 213.8 231.0 242.2 2530 2632Total Outlays 
 1,323.0 
 1,475.1 1,516.7 1,474.8 1,535.5 1,607.5 
 1,683.6
Revenues 
 1.0543 1.0757 1,164.8 1,2634 1,3435 
 1,427.5 1,501.8
Deficit 
 -2687 -3994 -351.9 -211 4 -192.1 -180.0 -181.8Deficat'surplus (excluding interest) -74.2 -200 6 -138 1 19.6 50.1 73.0 81 4Deficit surplus (excluding deposit

insurance and interest) 
 -7.9 -1205 --62.4 -5.5 22.9 
 51.3 49.3 
Memorandum
 

Defc on an accrual basis 
 -268 7 -365.2 -3327 
 -242.8 -217.8 
 -193.7 -203.3

Social security (included above)


Operating Surplus 
 535 502 634 
 759 86i9 101 1
interest 1150
202 239 
 27.0 
 31 1 357 
 41 1 474
Total 
 73.7 74.1 90.4 107.0 122.6 142.2 162.4
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$196.0 billion in fiscal 1992. This fig­
ure is projected to rise to $206.4 bil­
lion in fiscal 1994 and to $216.7 bil­
lion in fiscal 1995.
 
Jutice. Law enforcement, irnrugra­

non and customs, the drug war, and
 
courts -nd prisons fall under this
 

rubnc. The request is for 515.4 billion
 
for fiscal 1993, up from actual oudays
 
of $14.1 billion last year. The forecast
 
is for a budget of $16.0 billion in: fiscal 
1994 and 515.7 billion in fiscal j93. 
cience and Technology This category 

covers the space station and the Na­
bonal Science Foundation. The Presi­
dent has requested $17.0 billion for 
fiscal 1993 compared with actual out­
lays of 516.4 bilhon in fiscal 1992. The 
projection is for an increase to $18.1 
billon in fiscal 1993 and to $18.4 bil­
lion the fol.owing year. 
Socia, S31rity Pledging not to reduce 
benefits, Bush called for ou'.Jays of 
$302 3 blbon in fiscal 1993 compared 
with actual outdvs of S286.7 billion in 
fis.J 1992. The total is projected to 
rise to S317.7 bion in fiscal 1994 and 
to $333.4 billion in fiscal 1995. 
Transportation The budget proposes 
cuts in mass transit and increased out­
lays for highways. The President has 
asked for 535.1 billion in fiscal 1993 
compared with actual outlays of $34 0 
billion last year. The projection for fis­
cal 1994 is $36.7 billion and for fiscal
 
1995, 537.0 billion. 

Peterans. About half the money is ear­
marked for pensions and the rest 
mostly for health care. The Adminus­
tration is requesting 534.3 bLilon for 
fiscal 1993. up from actual outlays of 
533.8 bllion last year. It projects out­
lays of $36.2 bilion in fiscal 1994 and 
$35.9 the following year. 

The President's proposed budget 
now goes to Congress. which is likely 
to alter substantiay his tax proposals 

Gerald R Rosen. 
Editor. IMF Sanne 
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Policy end Politics in Brief 

On the spending side. the President is 
seeking increases in education, children's 
programs. antidrug efforts and research 

AD G TTOand development designed to increase the 

W ILL ITBE 
A UDG TTnation's long-term productivity- deep 

RUN WITH ? 
BY LAWRNC| J. NAIS 

esident Bush's fiscal 1993 budget 
'eems designed to maintain control 
of the soaring deficit %,hilestill 

appealing to Republican conseraties 
who have urged a bold. and presumabl 
expensive, anti-recession strategy. 

Bush included some high-profile pro-
posals. particularly on the ta\ side. in his 
$1.5 trillion blueprint. The President. ne\-
ertheless. continued to adhere to the tight 
rulesofthe 199tbudget deal. 

A question no\, is. %sill"'deficit ha\k,' 
and right-wing conservatke' both em-

P 

brace Bush's budget ' Or wsill 
one side turn assay because of 
compromises madc to the 

other? 
The centerpiece of the White House's 

tas agenda is a proposal to raisc the per-
sonal exemption b\ 55M per child That 
measure accounts for nearly%all of the $24 
billion in revenue losses oser fise years 
from his ta\ measures. Also contro\ersial 
will be Bush's plan to cut the top ta\ rate 
on long-term capital gains to 15.4 per cent 
(from the current 21,per cent top rate). 
rather than the 19.6 per cent he has 
pushed before. 

E 

defense cuts: a freeze on total domestic 
discretionar) spending. including the ter-
mination of 246 programs; and a4per 
cent cut in people on the federal payroll. 

Also included are new ideas about con-
trolling spending on entitlements: acall to 
enact nenmoney proposals, such as the 
President's energy bill. that hase stalled 
on Capitol Hill. and DL',h's promise to 
unveil a broad health care reform pack-
age in Februan. Originall, the budget 

had included some details of Bush's com-
ing health care proposal, but opposition 
from key GOP lawmakers prompted the 
White House to order them deleted, 

The Administration projects that the 
defici!. expected to reach S399 billion in 
1992. vuill fall to $352 billion in 1993 and 
then to $211 billion in 1994 before settling 
near S181 billion through 1997. (See :abh. 

tus pagt ) 
Assuming that Bush's program is full) 

implemented. the Administration projects 
that the economy \kill gro, 1.5 per cent in 
1992 and about 3 per cent for each of fi,.eclas." 
year, thereafter. Inflation will drop to 3 
per cent in 1992, then hover around 3.2 
per cent. according to the President's 
numbers crunchers Unemployment %-ill 
average 6.9 per cent in 1992 and graduall. 
drop to 5.3 per cent by 1997. 

For weeks. Bush has been pulled in rmo 
directions within Republican circles: On 
one side are Office of Management and 
Budget (OMB) director Richard G. Dar-

man. Treasury Secretary Nichola, F 
Brady and such lawmakers as V ilh, D 
Gradison Jr. of Ohio. the House Budg,­

Committee's senior Republican. all sires­
ing long-term deficit reduction Or Ih 
3ther side are right-wing Member, of 
Congress who seek deep personal 3nd 
corporate tax cuts and seem more sillhn, 
to let the deficit risc 

Democrat,, who control Congres, are 
similarly split. While ke% part% leader,. 
particularl%in the House. %%antto "ork 
with Bush on an anti-recession pekagL: 
man% other part leaders as %ell a,rank­
and-file Democrat%seem more in6n, or. 
further blooding Bush befor. the P'J0" 

election. 
Earls reaction to Bush's budeLt ma' 

offer some hint' of hov. th deh.i .-ili 
unfold 

"The President proried t, offrer h1.. 
changes and he did not del,.e.' sail! 

House Majority Leader R:chird A 
Gephardt. D-Mo "Rathcr th.ir unle.r,. 
ing a serious economic reo'.er procrar... 
with real inestment.. he un~eiled a h1,to!
 
Band-Aids and political idea, that %0! 
help rich and posserful interot-, vhil. \i!­
tually ignoring the concern, of thL muJd, 

Senate Appropriation, Commilt 
chairman Robert C B%id. D-\. ,:, 
added. "The American people sc'R 
expecting meat and pottct on the mene 
tonight. and instead the) got potluck and 
lefto\er,.... The President's proposl­
amount to a v.armcd-o'.cr stess of old 
ideas." 

As is almost al\as- tht ca,, the ness 
White House budget offer, ,omething for 

PRESIDENT BUSH'S BUDGET AT AGLANCE 
billioiu, by fisal year)(in 


T9ld eal ys $1,123.0 $1,475.1 $1,516.7 $1,474.8 $1,3S5.5 1IA07.5 S163.6 

Dbaeuiomirw 54J 5491 537.0 534.3 537.0 544.8 547.8 

Domstk 195.4 216.2 224.7 229.3 232.2 236.9 236.8 
2137 23.5 21365 239.3Dm86 219.7 312.9 291.6 

21.3 21.5 21.2bhmutiol 19.7 20.1 20. 21.4 
7093 I 7S4.3 1109.6 872.6NMduory 593.7 7271 765.9 

NouintoIt 194.5 198. 213.1 231.0 242.2 253.0 263.2 

W.0543 1,07,7 1,14. 1,263.4 1,3433 1,427.5 1.S01.8 
150.0 181.81111 26111.7 399.4 331.9 211.4 19"Vi 

WMMRU o% of Mme pmAut ad hdpi 
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eiverybody. The President, for instance, 
pressd support for the 1990 budget 

deal--designed to control the deficit by 
Uniting new spending and tax cuts--but 
miggesrd he'd be willing to fiddle with it. 

Within that framework, he unveiled a 
plan that Darman views as "acwp'hen­
m* program to address not only the short 
term, but also the long." (Formore on 
Daann we usm sue,p.256.) 

Tax cuts, however expensive, would not 
necessarily rule out long-term deficit 
reduction. But. Darman and others fear, 
election-year pressures could prompt pol­
cy makers to cut taxes and not fully offset 

the costs with other tax hikes or spending 
cuts. If his budget is any indication, Bush 
wants to avoid that scenario. 

For exanriple, the President proposed 
$30.4 bill-ion in entlement cuts to finance 
his tax cuts. While the 1990 deal bars 
Washington from financing tax cuts by 
cutting defense spending. Darman said 
Bush would consider changing the rules 
to defense cuts could finance his plan to 
raise the personal exemption. (Formore 
on defensexpendng. see this iss, p. 279.) 

Pas Bush budgets have been as nota-
ble for their style as their substance. For 
the 1991 edition of the budget. Darman 
wrote a colorful "director's introduction," 
with lofty phrases and soaring metaphors 
that attracted wide attention. 

For fiscal 1992, Darman toned down 
his rhetoric considerably, sticking more to 
describing what was in the budget than to 
finding poetic phrases to illustrate the 
broader budget situation. In the latest 
version, Darman's essay iseven drier than 
last year's-almost totally a description of 
tax and spending measures. 

"Tbe President's agenda for job-creat-
ing growth is comprised of both short-
term measures to get the economy mo-
ing and longer-term measures to secure 
American growth for the future," Dar-
man wrote. 

For the short term, Bush proposed 
some measures that be can take on his 
own and some for which he needs con-
gressional approval. The latter, tome of 
which have been previously proposed in 
other versions, are far likelier to attract 
criticism. 

On his own. Bush said, he will cut the 
amount of taxes withheld from paychecks 
by a yearly average of $345 for joint filers 
who want this done, accelerate spending 
on already-approved items, cut federal 
regulations, address the so-called credit 

~ ' ' ' 

. 
.. 

eWhhJ U . budt Ml6hrs e 

crunch that islimiting borrowing and jaw. 
bone the Federal Reserve Board to han-
dle monetary policy better. 

Also for the short term, Bush said, he 
will seek congressional help to extend 
unemployment compensation benefits 
(beyond the extensions that Capitol Hill 
enacted last year), cut the tax rate on 
long-term capital gains to 15.4 per cent, 
enact a new 15 per cent corporate "invest-
ment tax allowance," loosen the corpo-
rate alternative minimum tax, provide a 
new $5,000 tax credit for first-time home-
buyers, allow penalty-free withdrawals 
from individual retirement accounts 
(IRAs) for first-time homebuyers, allow 
personal deductions for losses on homes, 
ease restrictions on investors' eligibility 
for deductions for real estate investing 
and extend avariety of low-income-hous-
ing incentives, 

Bush's long-term agenda is lengthier 
than his short-term one. In the category 
of 'investment in the future," he wants to 
increase federal spending to "record" lev-
els in research and development ($76.6 
billion), children's programs ($100 bil-
lion), the Head Start program for disad-
vantaged preschoolers ($2.8 billion), pe-
ventative health programs, mathematics 
and science education, anti-crime and 
antidrug programs and investment in 
infrastructure. 

Along with the S500 increase in the 
personal exemption for children (from 
the current $2,300 in 1992), Bush's pro-

W­

m- MdeiMns Iprems..• 

family tax agenda includes a restoration 
of the deduction for interest associated 
with student loans; that would partiall. 
reverse the phaseout of all consumer 
interest that was enacted in the 1986 Tax 
Reform Act. 

As expected, Bush also proposes a nem 
IRA through which investors could make 
penalty-free withdrawals for medical and 
educational expenses and first-time home 
purchases and withdraw money tax-free 
after seven years. 

Aside from his proposal to raise the 
personal exemption, Bush's tax agenda is 
a variation on an old theme. Again. he 
suggests that a capital gains cut would 
raise, rather than lose, revenue over five 
years. That increased revenne, this time 
totaling $6.9 billion, would be used to 
help offset the costs of his revenue-losing 
provisions. 

Again, Bush wants to extend medicare 
payrnll taxes to all state and local emplo.­
ees-an often-rr" .!ed proposal that 
would raise $8.' ,illion over five years. 
Among his repeat revenue losers is a plan 
to extend the research and development 
tax credit and related tax benefits, costing 
S8. billion over five years. 

Also for the long term, Bush has made 
a bold proposal to control spending on 
entitlements and other mandatory pro­
grams. Entitlements include such pro­
grams as medicare and farm programs. 
through which hundviduals get benefits on 
the basis of age, income or other criteria. 
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Spending on federal health program,. 
such as medicare and medicaid. ha, hbc¢n 
rising at rates that far exceed infldtion 
and also exceed the grosih in non-haclth 
entitlements. 

The President ',ould limit annual 
growth to 2.5 per cent-aboi. increSt.' 
tied to population and inflation-in the 
absence of health reform. Alter reform. 
he would limit annt'al growth to 1.6 pLer 
cent. 

Growth above those level, %ouldtri.­
ger either "'reconciliaton"-throuch 
which Congress requires its pohL.-mAk­
ing committees to cut program, und!rUtheir jurisdiction--or acro,-thc-h wJ 

...And for a new $5,000 tax uedit for first-time bomebvyers. 

Other mandatory programs. for which 
Washington has little or no discreti.in 
about whether to make payments. inciude 
federal deposit insurance,

"Apart from returning to strong eco-

nomic growth." Darman wrote in his 
introduction. "slossing the grossth of 
'mandatory' programs is the most impor-
tant keN to bringing the deficit under con-
trol.' i-lealso referred to "%hat is in-
escapablN the cae: The budget can be 
brought into balance in the intermediate 
term onl%b%enacting hoth agrowth agen. 
da and restraint on the grosth of 'manda-
tor\ spending -

Over the years. mandatory spending 
has absorbed greater shares of federal 
spending. While it m'ide up just 30 per 
cent of spending in 1962. it totaled 4h per 
cent of spending in 1991. 

Under Bush's budget. all mandator% 
spending for fiscal 1993 totals S766 billion 
and-not counting deposit insurance. 
which will fluctuate in the coming years-
is expected to rise an average of 7.2 per 
cent ayear through 1997. 

The President. in essence. hoped to 
respond to what some critic%hase consid. 
ered a btg problem with the 1990 budget 
agreement: It sets limits on nonentitle-
ment-that is. discretionary-spending. 
such as for defense and domestic pro-
grams. but allows entitlements to grow as 
inflation rises and the population of eligi-
ble recipients expands. 

To address this situation. Bush has a 

278 NATIONAL JOURNAL2 1.9: 

Mo-pronged approach. First. he suggests 
a series of program changes that are not 
much different from what he's offered 
before 

He proposed to save $14 billion oser 

fie years from medicare. nearly $ billion 
from farm programs. $4.1 billion b%open-
ing the Arctic National Wildlife Refuge 
to oil and natural gas exploration. $3.s 
billion b%auctioning parts of the broad-
cast spectrum. $5.1 billion through 
changes in civil service retirement and 
$3.5 billion by making changes in veter-

programs. 
In a controversial measure. Bush also 

counts on $3h billion in savings b%calcu-
lating proposed changes in deposit insur-
ance and for the Pension Benefit Guaran-
rvCorp. on an accrual, not acash. basis, 

More dramatically. the President pro-
pose,, a cap on the growth of total mandi-
tory spending. His is not an original idea. 
hosseser. In its December 1991 report 
"Restoring America's Future: Preparing 
the Nation for the 21st Centur\.'" the 
House Budget Committee recommended 
a"growth cap" for entitlements. 

"The committee recommends the de-
sign of a cap. enforced through the bud-
get proces. on the growth of entitlement 
programs. in order to reduce their under-
Kying growth rate to a sustainable figure." 
the committee %rot: " 

Under Bush's plan. his cap would 
change if the White House and Congress 
agree to overhaul the health care system 

ans,' 


cuts in mandatory programs other thar 
social securirs. 

"Ifenacted. this addition %kouldfort, 
legislative action on %khatis ns. uncon­
trolabh.' " Darman Arotc. "Its.ould 
slovk the growth of the 'mandator% 
spending that is the largest part of th, 
budgetary problem. This one procedur,,l 
r.orm would go a long %%aytoward rem,­
dying the most serious seaknL', in thc 
discipline of the current Budget Lnloio.' 
ment Act " 

As for health care reform. that i,clear­
h.amajor item on Bush s emergini. J'-Cn­
da. But the President chose not to includ& 
the specifics of his plan in the buJdet. 
instead, he promised to do so in Fehru­
ar. That decision carrie after Repuhh.ar, 
lawmakers. unhapp. Aih some dtail,. 
appealed to Bush ' so days belot the: 
budget's release 

Nevertheless. the issue is clearl a 

front-burner one for Administration oftil­
cials. especially Darnan. He argue, tha, 
not onl is health care beginning to 
absorb a greater share of the budct andJ 
economy. but also that "millions of Amcr­
icans have inadequate or insecure insur­
ance coverage." 
Inhis introduction. Darman dismnisd 

to increasingly popular approache, to 
reform: a Canadian-ssle system and so­
called play-or-pa propoals pushed h% 
prominent Democrats. 

"Such approaches necessaril imolke 
comprehenise govcrnmental price con­

governmental rationing or malir ta\ 
increases." Darman wrote. "O\er time. 
they threaten to degenerate and require 
combination of these undesirable chirac­
teristics. 

But what health care reform \,ashin'­
ton will choose in their place. and Ahen. is 

an open question U 

troit,. 


i 
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Economic Policy That's More Than a Political Quick Fix
 

NYtFi t S. fwmIsames 

T HE .Aencan evonomy is in senouL trouble The 
reessior has brought imo stark relief man. of 
the problenL built up over more tita. a decade-

of esunorru rusmanagement After ignoring the re es-
sic'i, for a yea., the Bush adniuutr-atirc ha . come for1 
with: proposals that sole neither the shnrt-rur, prnbler 
of rete,,.n nor the Iong-term detenorLor. r OUr rit.-
nom( fundamentals WiLhout a signfricant change u, 
course the Amencan economy appears. he.ded for a fu-
ture of Meo%growth and diminished oppurtuniry 

The most recent cyclical indicators demonstrate the. 
tenacity of the curren" rtetemoon. The uneroplo men: 
rait- u, February ruse- to 7.3 percent repre.senLt11 9 2 
militier unemplityed worker, the highest. lesel during the_ 
recession Another 1.1 millor, peopl- haf g c- .e e -ft 
c'OUravgd aboaut the LaIor., matrke, tfwp ha',f g:,er up,
louk.ng for %%ork In addetit 6.5 tubir pop %i,,J 

want full-trm work car find ord par,.tip. ilt, Tri 
Labor Depan.ment calculae that if the d ourag.d 
uorker and incoluntar pan-time ,orken- (counted 
ore-halrF are included it the unemploymen: rat that 
iate for February would be t0 i percen' 

Tne number of long-term unercphied - thus. out of 
%,orkfor 27 weel or longer - rote I 7 rrulh,ir u. 
Februar. more that tu-and-a-haf time-' the long-terr 
unemploed at the beginnrg of the re(es ,cr We knot 
more job lost-, art- coming s-r-ee-many laxr' firr- sut I, 
a.sGM IBM and Bethleheni lit-,l hase an-unced larg, 
pe'rmatittnt staff cut.-

Eer the-- mit, steaty .cb- fird : hard r i, ntil 
end- meet Rea per 'apll. al'er-ta.\ t, , tic' L- 1'st I 
t,,da, tha' it %%a. a, the end WcI w'- Tv:- i., fi:.' ­
Uire,-ear pen,, since- tre,( Girea' ui P,-itvicT'ssi. I 

teal income han fallen It L hardl surprising that con-
sumer conftdeno = 

L%hear an alJ'tule- Ins 
Unfortunate the pre-ident's proposal. are not ade-

quate to the chall-ne-t. The indicate that he L mill un. 
derestimiauig the sesenty of both our short. and long. 
term economic problem, 

The president 5 Ecnoinit Repor predict, that the 
econom will gro% by 2 percent in 1I.411if th,. presi-
dents plar i', adopted Without the preiden, s propos.-
al.L,toe admirutra:tir, predict.- tht et-tnom% Ad!stil! 
gros at I (, pents., Thte the pregrn' the adirunt.ra. 
to, ha.' subnutted sould by ILsowT, a.J(lulati rb add 

, 
1""'"monetary potlcy' and more artise Lmaintie . .1cc:, 

diplutiar' in support of gJobal grvs'l, 1, - ,,i, I,' ­
an easing nf the tas burden on the mrudd,,­c 

In addition to these short-terrm rvc'\vry 1c,, -, -
Ae called for a fundamental rearrazcgcetr' 4-1 
prorities to emnphasize ensestnen tn. Aitet r, ,c 
bete it's po,-. ,lh to shthl sub.vnnl re,our,., ft !w
rmlbtar budget to fund a Marsh. L Pier fi: .sitcic. 

public investment or.progrws tha' epai,! ,.toxc'.. 
tr. s capacty in produce and corpet itile.ittit i: f,'. 
sircturt,, education and r,-%earc-, and dt tlc.;rt' 

Our major trading partner, wtth %lo~t-r"ue 'otri,,:, 
have been ivesting a higher percentag, of GI}Mtitti v 
do in such prograrmrs and have enjoyt-d lug, rI,I- ' 
producusut.y grovth which is the key, to ris;, ,%" St- L -
Potential reducton., in mlitar. spending art ane ., 
to be large enough to fund not only nec ine'*,', 
Amenca but iii ito redu(e the federal d-,. i, 

Dramatic change, u the emernan,t! . n.,., 
thLs 'hanige of course in econotiwr pol( - 'c'..' 
nation's plight makes surh chatngt imttite'tci 

U 'aiec PidSS S',lcmr , ..(' hte'-t' 
e'eeeec-'aseectII Jolh: Lowetee,-te, cI.it,c( (#,, 

V i E s 1 R Ie 
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only six-teetlh. of a percentage point to econorut 
groi thi, year It Ls predicted tc have about tie same 
impart annuac) half a pon: ihrouglz P07T 

Tif gre w-. forecasted by the administraon vi. far 
weaker thar th' caton ha- ever exp-rienied after a re. 
cessi n In preieus re'osene- sne 19"i., the earbe-s, 
.va. for whuch grtm domestic producit ( ta are avad. 
able griwt.n A.erage- o 4 per(ent 

Nor d,,e' th adrmnistration hold out much hupe for 
tht jit,,- Th( repcn prijecti, that it will be 19147 be-
fiore tc. unemjil,,erTnnt rait- w'l get bit( k t 5 3 pertcent 
suher it %a.. j.i' before ttI., retec.ht, legan 

Earcer t,- %,ext'Set. Jit, Satcr Illi of Tennes"( 
charnar, ef it, S na't Budget (uimhmit' and I pit lft 

wArd a cornprehensmoe program for ret,:, 
growth both to mome the econom out if thc,r. . ­
ind tournprove long-term the overal'! le'e :, -" " ' 

v'stneen:. and Uw real income, of i wli!:,. 
Anortg other thungs. the program all- I,'.: 
cyvbt(aJ stimulus throuj'h an emergenc. pa, i.-, 
porar as-istance to state and Iora! g,.(rc ­
ined to keep and create job and,! i, 

destruriecruts in educauon inlra.tru'tur, '. 
safety prigrarr, Current thes, go erI : '-: 
tracting thereb. putting a do-nAard i-l,, 
eeonom) tryg t,.gt, badcl, on it- fect a!'. - "' 
to the dnwn%%ard spiral of the naliona e' ,,e . 

Our recove plan aLsu c.a- for nwr, ft/cet.,. . 
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Deficit Dynamics
 
It's not apparent from 

this year's campaign 
rhetoric, but there'sevd e ce t at

evidence th 
Washington policy 

makers are feeling••aho~ui 

increasing pressure to 
come to grips with theco et rp ihte 

spiraling federal 
deficit. 

BY LAWRENCE J.HAAS 

corrcctsL, i 
he general drift of this ycar'sprsi- Little ferment for
1 surg!ery i,, eidet.n amo~ng r\J -,.,I, 

littl comfort to, Wshigtof:,,- d an:,. and think ankLs'Unhik , '" 
i dential campaign debate ha,, gpen 

budget expert, 'sho hasc night-
mare, about escr-ec ating federaldeficit,. 

On thi' hutinm',. no on: ha, been talk-

o , icmclit.inh,,u, ia,,,,,,,.hn Knn 

m,(,-CaN,, .ot,cuts, in the ballhoning fedteril 

health care program,, that are Aidcl\ 
dto hold the kcs to balancing the

bud t:t.' 

To dflect the rghi-ving in.urenc' of 
Patrick J. Buchanan. President Bush ha, 
loudl: stressed his commitment tot social 
securits. forcine Buchanan. 'sho no\" 
stand, behind social sceurjI. to ackn,%kl-

.di:,th,:h,once ,rotcthat itshould b, 
m,;dd \,oluniar\ 

On tK l)Cmticratic side. fron-runner 
Bill Chion and ,sinLt-,k hdrj\n ri\,a 
Paul E ousted Ior support inj",nm.i, 
Floriida, Niarch IlIIprimar\-\ith it, 

laree ,itmi: blotc of senior citizcn,-b 
Iraddintg char c, that each had supportcd 
past elort, i limit social securit\ ben'-
fit' Clinton also asserted that Tong.t, 
'sould cut mcdicarc 

For ih, deficit hask,-thos, mot 
concerned about the p,rsistent and gross-
ing fcdcral budget deficit,-such politic-
a,-usual gi\e, plcnts of reason for de-
spajir. "It jJs amazing. 'hen peopl; 
come on the national mtagc. it just seem, 
likc thcs, lo,,e their necw." said Rep Jim 
Slattcr.. D-Kan.. a longtime hassk He 
acknoslcded. hose,,cr. that thc %ot.r, 
dont seem it) he demandin such br.s-
er "'1 dont hear people ,asing. 'kv 
need another candidate inolcd to 
addrcs, the deficit. 

Both gmernmcnt and pri, ate estimate' 
suggest that annual deficits 'ill .oat after 
the mid-lP49t., perh.?,, escn exceeding a 
mind-boggling SI trillion in 21115 if the 
econom'. pertorm, poorl. Yet there's li-
Ile epectlain among V\ashingion bud. 
get espert, that the White House or (tin-
gress 'sill bite the bullet next year \Ahen 

the political presures of the presidential 
campaign are behind them. 

fe" arc noA %,orkington dcficit l 
proposa:, tu influcncc a fulu,, dch.,. Anoable exception i",h,'( eiit ,,, , 

.Strat gic and lnh.rn.mkhn.0 StudK' sL" 

complem.o, tin ]5.m,nhi,t, 

suoperi.ianIpip.crn
But superficial apptear,in,:,'-,,1m .t:!1.­

can be dcccin.: Allhout:h t-L d1,,: 
issue ha. thus ,x e.a'., , s, -,: o. 
the 11492 prc,,idential co~mp:ml,tn, . h,'r, 

nonethel,,,. ,,o , .ophiii,.jiLJ rn.iL.i
 
,ering under 'sa n \ir 'h I,tr ,i
 
th stage.or om ard .' ., .. ,
 
sion makin, in the future
 

There are sonic , ,,n,. ho: c\.tmp. th.,:
 

th' continuin,,flkm'ot f,,,,ra, rci ink is
 
escitin2 nct. politil.d prc,,,urc, o (
 
tol Hill las makr, I do thti. iht
 
there',, a certain nc" rcco, niin'n , inIh,
 
deficit proble:m here. .' con:',­

sion.il aidc s id '1'. ,cere- ih, "k. g .i
 
pendulum that ,Ain,' h. ,k ,nd torth'
 

And all ot a suddcn. \%c '!cn nomt,ie;,. 
in it 

The potcntial for fgrcatcr-lh.in-uu.i!
 
turnos\cr a, a result t! t hi' \€.is ' Lon­
grcsional elc i ion, could add it, II,
 
momentum th.it is buildin, fo fi,,'. 
chantc. the aide ,,upi' :,,td 1h, rn:r,
 
thait bajb hoonicr,. get' Cj''tCd. the m,
 
that Congrc.', "ill includc those ssho ,11
 
concerned that thcir social sccurit\' ret r­
mcnt benefits ;irc threatened h. ih.
 
deficit
 

Recent Democr.tic-led effort, it nid­
if\ the 191,111
budget agreemcnt tIo pernut
 
a shift of delensc spendin, it doni-,tI
 
programs, ran into unespcctcd oppo'­
tion. not iu,, from la%\makers, Ah,, %.int. 
ed to protect hometown 'seapons pr,'i, 
and militar base,, but from con,Cr\.ti', 
in both parties thopreferred it, ust 
defense savings to help reduce the- dt.hi! 

I The Senate this \car ncarl.\ p,,,dt 
tas bill amendment that 'sould ha\ ,w­
ted a proposed middle-el,i,, ta\ cut and 
used most of i ,, ito:the resultit: s\nc 

deficit reduction Althoug h the amcnd­
ment failed (and the bill 'sa, ultinatcls 
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vetoed), the incident triggered a lo. L, gross. But they haven't becn able to reall% 
fioor discussion of the embarraqsment (!: prove that anyone isworse off because of 
big deficits. 

Durin. that debate. Warren Rudman. 
R-N.H.. a deficit hawk who since has 
anrounced he will retire from the Senate 
after this year. delisered a blistering 
speech. "Weare literally not watching the 
fiddler fiddle %hile Rome burns: we are 
watching the entire orchestra." he Said. 
'Ho%% is itthat in the early spring or late 
winter of 1492. kith a federal budget 
deficit reaching S4thi billion. sith a coun-
try in economic disarra%. hoA can Ae 
responsiblh stand on this floor 
and talk aixiut doing anything 
that has even the slightest 
chance of adding. not a dime. 
but a penny to a budget 
deficit'?"' 

Perhap, more significant i 
the consensu, th.it ha, he,_un 
to emerce among. Bush 
Administration otlietals. cer-
tan key lasmaker, and pri-
vate expert, ssho Ir\ to shape 
public opinion thai something 
must be done about the soar-
ing increase, projected in fed-
eral entitlement programs, 
principall medicare and mcd-
icaid. the bic health proorams 
"Ithink there is a grosing 

realization that a critical, 
probahly Iti, critical. ,tep in 
controlln-i the defi.it i, to 
contro' -." mandatory pro-
grams. .ob.rt E. Grady. 
depui dcirector-dcesignate of 
the Office of Manacement 
and Budget (0M13. said. 
referring to entitlements and 
related program, sshos cost, 

deficit,, 
-Itis not at al' inevitahle that the main-

tenance of today's large budget deficits 
will bring on some kind of c'clical cotsi." 
Brooking, Insitlulion economist Charles 
L Schultze wrote in a widels cited 1949 
article from the Brookingt Reviti. "'There 
arc risks ahead that could be reduced if 
the deficits were smaller. Neverthclss. 
with compelent management by the Fed-
eral Reserse. the United States can prob-
abl%continue to muddle through. main-

are drisen not b the annual IE.Re?. Bill Freniel, 4 Breekings Institutien guest sdlr tsso authors quantified th, 

appropriation' proce,,,. but by Censtituents ask more about jobs then balaing the brdbet. effects of loss national ,a\ in', 

the gro\th in the number of 
eligible recipients and t, price lag of the 
benefits insoli.cd 

In recent speeches ind seminars,. liber-
al Democrats and cons-.;irati\c Repuhi-
cans ha\e echoed a similar :efrain: ")ou 
can't sole the d.ficit problem Aithoui 
olving the health care problem" NCNim-

ber, of that chorus include Congressi inal 
Budget Office (CBOi director Robert D. 
Reischauer and Pete \. Domenic. R-
N.M.. the Senate Budget Commlttec', 
top Republican 

DOES DIT MATTIR? 

laining economic stability despite high 
budget deficit,, as it has done for the past 
six\ears. 

Schultze. who was chairman of Pre-.-
dent Carter's, Council of Economic Ad-
\iser,. compared the deficit Aith 'ter-
miles in the baement--Iikelier to ea't 
assas at the foundation of America's eco-
nomi" house than iopresent artimmi-
neni. politically potent threat. Schulzc' 
insight, hie prosed keen: the deficit 
issue, sO far. appear, to hase little impe-
tu, in the .lectoral arnna 

It anything, concern about the deficit 
seemed to fall a,the problem gresw larg-

As the hawsk, hase long lamented. it',er. Espressions of alarm over 52(M billion 
hard to consince ansone that the deficit 
really matters Many experts ha\e talked 
at length about hims U.S. government 
borrowing i,absorbing capital from ssorld 
markets, thu,, lea\ ing less for pri ate 
investment that souid help the economy 

deficit, in the mid-l9ht, h,%e gisen w\a\ 
to quiet frustration. as the horroswing 
so. red to near S4ti0 billion thissear. 

"Constituents are hothering [lassmak-
ers] more about jobs than thes are about 
balancing the budget." said ex-Rep. Bill 

Frenzel. R-Minn.. a Brooking. Institutinn 
guest scholar. "And Congressmen arc. 
among all things. extremel) represent.'­
ti\e and extremel.s sensiti c."" 

At the White House. where aides ate 
on constant alert to deflect allegation, (i, 
fiscal mismanagement. there is reiel th,it 
Bush has faced relatisel. little criiism 
about the deficit in his reelection efhort , 
date. 'The good thing is that notod% 
seems to give a shit about the S4111 biilin 
deficit." an aide said. -'t'saiok." 

But that situation could chanc. \ot 
onlh hi, economic grosih been anemi. 

since IYM. but ..\nmcricsy, 
b notot seemn more J%%l? 

that since the earl% 1'4"1 th 
pattern of steadil. impro, in. 
living standards ha, cist.n "a * 
to stagnation. Some bude;.! 
experts see ; r'lt,an opp,' I,, 

channel public ang, ,ti.,,U.'
 
port fOr brini.ino dclii­
under control­
"Ithink there's a gromss. 

realization amon' the Amen­
can people and their Iead't 
that deficits are sappin-. thL 
vitalir\ of the American .co­
om.': Reischauer said "An,! 
that. of course. is the pr,:on­
dition for addrc,-ir, h. 
issue." That's \,h%. he said. 
little piece of me h,' b,, 
more optimistic in th. 
\ear." 

Just as sicnifi: ntk, c,,
 

.	 nomic'theor) appear,' 
to be gainini confirm.ir, 
concrete esidcn,:L. In stuJ, 

for the %%inter I'; ,! ,! 
7 :he Federal Reser%.. Kn, o,. 

New%York's quarterl% orti.:. 

n the I'-S0i,. The vdcrA! 
deficit. because it aborb, capital. \s.i, 
identified as a key component i thel lo 
saving, rate problem 

.'slu sasing made possible a surc i" 
consumption in the l'*.,. hut at conid­
erable long-run cost." Ethan S. Hirt, 
and Charles Steindel Arotc. "-B\ 1 
los sain, had cost the U.S ecoo,,ns 
aboul )5per cent of its capital stock ,n. 
about 5 per cent of its potentiil (1\l' 
(gros, national product]. Furthermorec. hf 
the end of the century. the accunml.1tJ 
loss could gros to 2 and Ill pet Cet 
respecti.el.'" 

Simqarl\. the CBO recently estinhit 

the potcnlial economic ellect, tt loe: 
deficits that could result from prec't'! 
defense spending cut,. It usd the 
Administration's 1492-97, plan. submite.'d 
in early 199)1. anthat call, for infl.,or­
adjusted cut of about 20 per cent 

"B\ the next decade, the di\idend rc.t 
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ized under the 1991 plan could result in a 
permanent increase in GNP of around 
S5; bi:lion a year (in 1992 dollars)." the 
CBO rt~aorted. The $50 billion is the 
equivalenl tfnearly I per cer, of today' 
economN. 

Experts. studying the effects of deficits, 
also point out that net interest rates-
interest rates minus inflation-have per-
sistemily remained high. Noting that 
short-term net interest rates noss hover 
around 3 per cent. Treasur Secretary 
Nicholas F. BradN recentlN told rerKxters, 
"That is aboe the secular trend that 

er areDEFICIT 	 N TO 0o 
(inhIism) 
$ 

_ 

',eoe w "t% 

= 2.t%isa 
AFwead 1.1% 

pldvgivirty 
-i wI2.3% rIel 

grot -awd t.1% 
lplo'uivity growthfuture 

.______projected 
-, 

! 

I I 

t . - i 

iO a: Off ftofMane4ntim d ledw 

economists sa\ Isuch! incre ,trate% 
should be. which is some 2-2.5 per cent." 

Nor ha', it escaped notice that fsith 

Washington's election-Near talk of tai 
cuts raising fear,, of higher deficits on 
% all Street. lono-term interest rates ha\c 
inched upssard in recent sseeks. Mans 
experts %arM thai the short-term stimulus, 
of a tax cut ssould he far outvseiehed b 
the compensating obstacles, to grossth 
that higher interest rates would bring, 

GLOOM FROM 0MB 
When the lead stor-, on the front page 

of The Aev 'orA Trnici on March 23 
reported federal forecasts, of -Aidening 
deficits for the mid-1990s. there \;a, a 
flurr, of dismased reaction on Capitol 
Hill. But longtime conpressional aides. 
,ho had been \karning their hosse, for 

y-ears that the long-term deficit picture 
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was particularly distressing. simply shook 
their heads at the Members' response. 

"I'm a little disappointed %ith our 
elected officials who say. 'Oh.my goth." ­
a top Senate aide said. 'All of a sudden. 
it gets a headline in The New York 
Time.L" 

Actually. the picture could he much 
worse than the newspaper reported. The 
article detailed projections by the CBO 
showing that the deficit, after declining 
from this Ncar's nearly $400 hillion it) 
about $2( billion h ]995. will increase 
to more than $400 billion b the scar 

2WK12. 
What's less well-

even gloomier possi-
bilities foreseen b 

l Administration bud-
get analyts. In a doc-

ument prepared for 
O0MB director Rich-

ard G. Darman',, use 
at a March I I priiate 
session with Senate 
Appropriation,, Com-
mittee members. 

deficits are 
under vari-

economic scenar--ous 

---, los. 

With annual real 

economic growth of000 2.3 per cent. federal 

deficits \kould le el 
off at aboLt S2(iI hil-
lion from IqY4-2(t5. 

cMos\to sI crnment 
economist,, expect 
that long-term gros h 
will settle at that rate. 

or. perhaps. Some-
\k hat lo" et. The 
CBO. for instance. 
project,, long-term 

growth at 2.1 per cent. 
If the CBO's forecast of an average 

grossth rate of 2.1 per cent is correct. the 
0MB analysis predicts that b 2tKS. the 
federal deficit ssould exceed $ tKI billion, 
And if growth averages onlN I per cent a 
year. the deficit %\ouldexceed $I trillion 
b\ 2WIt5. a staggering amount considering 

slays level and discretiion r spending 
plummets as a share of GDI' 

Current efforts to restrain health 
spending offer little prospect for stm­
ming the deficit tide. Under Bu,h, l '-J 
budget. which suuld limit mdjcare. 
spending. the Urban Institute's C. 
Eugene Steucrlc and Jon Baki., project 
that ever% major function of ,pendin.. 
would fall as a share of GDI' from IL1i". 
97 except health care. Other functioin, 
are defense: social securit%: incom,. S,,.­
rity: veterans* benefit%. agriculture. init.. 
national affair,,: education. tranin,.: e.m. 
ployment and social srice:. ,nvr . 
natural resourc, and enironrmcni. and 
communii\ and reional deslopmrn;e
and transportation. 

Darman has long fretted about Ib. 
trends In earlN 19 L.he told thLe SLen.!' 
Finance Committee that medicare. nof%, 

at 7 per cent of spcnding. %hill h,,.rb,3 
per cent b%2025 The rest ol the budL:; 

vsould ha.v to fall b\ more thir 2' pe. 
cent to make room. 

No\,. the OMB direct,,o i, tr. ir.et, 

build momentum for a scriou, eftori at 
limiting entitlement- in cenral an,. 
health care in particul, He an' other, 
hope to gise the issue 'iibi thi, \.,jr 

and address it after th. Cle%,1t. 
Virluall\ e erNbod. c.p.i, o \a h;,. 

House-congressional ncoii.,tlion o: om,. 
sort. particularli if Bus.- ree.CCle'ct::d andt 
Democrats retain contro 0 ( on'r." 
don't kno of an\ oth'r s.,,%t,do it. 
other than morkin out ,0Lmp:i,,;,s. 
said William J.Becm.'mr. rh, p:%.ItL--'­

r Committee for Lconom, De0s i,,­

mcnt' director of econom, iudi,'-Bu; 
the hiici after.aste (of I i-1, budei dt.,; 
wil] make the next round tri,:k, 

An\ future negotiation s,0r t be c,,illc'd 
a summit. experts agree Tha \Aould ,on­
jur. up images amoni disgrunlled rank­
and-file lawmakers of closcd door,. se,':ic 
decision and unsatist minresult, All,t, 
all. the Administration ard Icislati\ 
leader, argued in l)Q4, that \xith I;.ir 

deal. the deficit t~ould almost diapp-.,i 
b\ 195.
 

The \,ide gap beo:cen that promise 
and the realit, of recent budget proie',­
lion, is vulnerahle to sidespreid nriun­

that the entire 1992 federal budget i, 	derstanding. The ILJJII budget d., \sill 

about S1.5 trillion. (uSr'chian.thrispui 	 keep the cumulatlie IYQ]-q.5 deicL ', 
almost $StXl billion lo\Aer than thes d oi; 
erise be. But the performance ot Ilh, 

CONTROLLING NEALTH COSTS economy has been ssorse than e\pectcd. 
An\ "saf you look at it. the road to while spending on health care enitl.­

deficit reduction runs through health ments and o:hor items has for eseeeded 
care. experts agree. In explaining it,,expectations. 
deficit estimates, the CBO assumes' thait Under those circumstances, hoth Ad­
together. medicare and medicaid so.r 
from ,4.4 per cent of gro,,,,domestic prod-
uct (GDP) In l-97 1,5.s, per cent in 21MI2. 
Net interest on the debt inches up Irom 

',.N per cent (h GDI'. .ocial sceurit33 it, 

ministration officials and ,oneresion.,l 
leader, heh¢ic that a nev,bud..t ac':LL,­
ment o sone sort "sill h.i\ beit, nrc ', 
ated ncl ,cr In thcor. t l.',! c ,'r. 
t ik.­one \%ill ham\v sorncthitiu it,aiLi 
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want more discretionary domestic spend-
ing. conservatives want pro-growth tax 
incentives and everyone wants to see a 
lower deficit. 

Also, Darman wants to eliminate what-
ever loopholes exist in the budget process 
that let lawmakers evade spending limits. 
Last year. he told aides to start recom-
mending changes. 

Is there room to satisf) everybody? 
Proba':,. if all sides agree to limit entitle-
ments. In fact. Administration official, 
and GOP lawmakers regard higher dis-
cretionarv domestic spending--esen $ltt 
billion-S20 billion a year-as a "small 
price to pay for %,hatssere talking about" 
in terms of entitlement reductions, a con-
gressional aide said 

CAPPING ENTMEMENTS 
Darman has methodI,:all% been t.ine 

to generate intcrest in limiting the growkth 
of entitlement spending He has briefed 
Bush who. in a March 2ti speech that po 
notice more a: an attack on Congress. 
repeated his ]993 budget proposal to 
impose such limits 

In addition to his prisate meeting .sith 
the Senate Appropriations Committee. 
Darman continue,, Iomeet in one-on-one 
session-. \,ith kLs House and Senate 
Members and i,%sorkingwith Senate Re-
publicans on abudget resolution address-
ing the issue. The House Budeet Com-
mittee has alrcady endorsed a so-called 
cap on entitlement, 

Though t,implication, are profound. 
Bush's and Darmjn',, idea s simph in 
concept Spendmin on entitlements, par-
ticularl. health care. is risinr atrate, far 
abo\e the pace of inflation and the in-
crease in beneficiaries It the rise in enti- 
tlement spendinr could be limited to 
inflation and caSeload ncreases. V\a,,h-
ingion Asould save a s,hopping S2 trillion 
from 1993-2('t2. OMB predicts. The sa\-
ings achieved ssould compound oer 
time From 1403-, the projected gain 
would total almost 5411 billion, from 
l9)'J2-2(I2. more than SI .6 trillion 

Bush hasn't proposed going quite that 
far. He sould limit totl entitlement 
spending to inflation and caseload in-
creases, plus 2.5 per cent If a comprc-
hensive health reform" packae is enact-
ed. the 2.5 per cent Aould drop to It,per 
cent under his plan. 

Addressing the Senate Appropriations 
Committee at the invitation of chairman 
Robert C. Brd. D-\k\a.. Darman 
pitched for support from a logical group 
of potential allies Appropriators ha\e 
long chafed under limits on discre-
tionar\-or nonentitlement-spending 
under their jurisdiction. As entitlements 
absorb larger shares of the budget. discrC-
tionars spending gets a smaller piece. 

In a document outlining his position, 
Darman argued that "mandatory pro-
grams have taken over the budget." Not-

ting that un sk changes are proposed. 
entitlement prOgrams do not come up for 
annual review b)Congress. he said that 
"as a matter of budgetar management. 
this is preposterous; as a matter of public 
responsibilit), this border s on the scan-
dalous -

To be sure. the March IImeeting pro-
duced seeds of discord. Some Democrats 
noted that in any deficit cutting package 
that included cuts in entitlements, Demo-
crats %,ouldinsist on higher 
taxes on the well-off. To sug­
gestions that Washington 
could address the deficit with 
tax hikes alone. Darman said 
the problem was too big 

But Darman also hinted to 
the Appropriation, Commit­
tee member,,. almost all of 
whom attended the meeting. 
that an entitlement cap 
would free mone. for their 
programs "Without acap on 
mandatory programs." his 
document stated. "it\kill not 
be possible to achiee a bal­
anced budget-and the pres­
sure (squCeze) on discre­
tionar programs \kill tighten 
(perhap, dramaticall I 

Not suprisings. that mes­
sage \,as greeted %karml\." 
Hosseser obsious. Darmar' s 
attempt to "bu\ off the ap­
propriators, expertv sas. his 
stratee ma. hold the ke, to 
a mandator, rap or an. 
other measure that \&ouid 
limit the grosth of entitle­
ment,, "Implicit in this sa,, 
the outline of a deal." a t 

televised chat with .)avid Frost in Jan­
uar%. 

After all. the world had changed dr,.i 
maticall) since 1991). The Sovict L nion 
wa. g(,ne. and the U.S. recession linecrcd 
longer than most economist, pred;cid 
Surel%. Washington could safel] h.-,: 
domestic spending-particular. for ,uh 
investment areas as infrastructure. cdu .,­
tion and earl)-childhood health-and %ftil 
not cndanger defense,. 

The budget wall, had been a m.,w,: 
plank in the fise-year deal cratted If. 
1990. Republicans sought them for ill 

"
 

e 

senior Senate aide said Itg diredw lichard G.Darman 
Asked about the chances UO1tflWvi @wOltiteSWNh 'btl dlw 06 the mndalou." 

of gathering votes for such 
measures, former OMB deput, director 
William NI Diefenderfer Ill said: "It 
kould be \ers brutal. But remember what 
the re\sard would be. if you \,ere trading. 
for example. the -peace dividend' to the 
domestic side in exchange for the limits 
on mandatories. There is a short-term 
benefit to these Congressmen because 
the\ 'vegot money to spend" 

A CHANGE IN MOOD 
As 1992 began. Democrats on the Hill 

predicted the\ would tear dosn the "fire 
walls" erected as part of the 1991 budget 
deal that bar shifting mone. back and 
forth betoeen defense, domestic and 
iniernational aid progra.,ls. Even Repub-
licans thought that such a mo\,e ssas like-
IN.Bush talked up the prospect during a 

five years. as a %%a\ to protect del en,, 
Democrats. hoping to boost dome-Ii, 
spending. didn't want them at all A com­
promise %;a%reached to ha\e \%all% from 
1991-93. but none in 19W.*.; 

But here's the ke. legal point For 
1991-93. the deal set ceilings on sh.ai 
could be spent for defense. domestic and 
international aid program,,. But it doesn I 
require that all the mone\ be spen: 
Unspent funds in an% categor\ uould h, 
applied to reduce the deficit i the %%all, 
stay In place in 19,93. for example. Busts 
request for S2 8 4 billion in delense" 
spending \kould mean a S-.t hillion 
reduction in the deficit. 

In crafting Congress's IQL)3 budget 
plan. proponents of increased domei ,5
spending argued the\ Aere seeking onl i 
small change: elimination of the budgc: 
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walls a year before they would disappear 
any~was, 

Democrats proceeded accordingl. In 
the Senate. Budget Committee chairman 
Jim Sasser. D-Tenn.. gathered 47 co-
sponsors for legislation to knock down 
the walls. they included most Democratic 
leaders along with one Republican. Mark 
0. Hatfield of Oregon. the Appropria-
lions Committee's ranking ;'iinorily 
member, in the House. Government 
Operations Committee chairman John 
Conyers Jr.. D-Mich.. moed a bill 
through his committee. 

Supporting those efforts ssas the 
127-roembe- Invest in America Coali-
lion. a vi .. rous collection of prisate 
organizations that has made this issue 
acause cebre. complete with slogans. 
breast-pocket patches and other 
props. bread for the World. a coalition 
member, constructed a 25-foot ssall at 
its headquarters. alongside a wrecking 
crane. to attract attention Ito the cause, 

The campaign gre from a late-
19tl consersation between Lance 
Simmens. assistant executise director 
of the L'.S. Conference of Ma\ots. and 
Ed Jayne. associate director of legisla-
tion for the American Federation of 
State. Count- and Municipal Emplo\-
Ces (AFSC.iEm. LlohSenate Finance 
Committee chairman Llo\d Bentsen.
D-Texas. and GOP conseratises talk-
ing about using the peace disidend to 
finance tax cut,. Simmens and Ja\ne 
feared the los, of agolden opportunit* 
to shift defense funds into domestic 
programs. 

After checking with collcaues in 
other group,,. the tMo discosered deep 
interest in the issue. Attendance at 
sseekly meeting, of 5-11 people soon 
blossomed ito 7108t) Soon in the coali-
tion \,ere such poserhouses es teach-
ers' unions, consumer lobbies and health. 
religious and charitable groups. 

",c belie\e that for our groups,. for 
our constituencs, that this is the most 
important vote thi, year for the domestic 
agenda. because of the need. because of 
the clear-cut nature of the %ole and 
because of the precedent that it establish-
es.*" said Jerrs D. Klepner. AFSCME's 
director of legislalion. At the Masor', 
Conference. officials installed a six'rtle-
phone bank. through sshich they urged 
3111 ma\ors to lobb\ local lassmaker. 
Other organizations also ssorked the 
issue hard 

To cynics who took Bush's veto threats 
seriously, these lobbyists had an anssscr. 
The President tkice vetoed bill, to prTO-
side more jobless benefits before signing 
a third bill It the econom doesn't pick 
up. he might change his mind ton this,. too 

Lobbyists for the domestic spendini. 
coalition challenged lawmakers sshi seck 
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the support of their various member 
groups to put up or shut up. "This is the 
most definitive vote in a long. long time. 
when we will knoA Aht, is with us and 
who is against us." Simmenssaid. 

Despite such efforts, momentum 
stalled. House Democratic leaders, lack-
ing a majority for the Convers bill and 
seeking a compromise. delayed a floor 
vote. They wAere reluctant to "tyist arms" 
on the issue. largely because the% did so 
recenth to gather votes for the lax cut 
legislation that they considered a top pri-
orit. 

4 

Ellen Nissenbaum, he of bWdge fire wells 
Members are "off the reservefienf ofithe issve, 

Senate Democrats,. who had long ago 
decided to assait House action. recenll\ 
mosed ahead out of frustration. But. in a 
procedural sole on March 20. the\ fell Wtt 
.oles short. Then. on March 31. the 
House defeated Convers's bill h 7-238. 

Lobbyists,. seeking support for the meL4-
sure. encountered sariou,, problems. 
Some House Democrats. taking Bush's 
veto threats seriousl\, figured there \Na, 
little to gain by voting for "more spend.
ing" at a time when their .candal-ridden 
House is under siege, 

Others,. such as Rep. John hl. Spratt 
Jr.. D-S.C'.. who serses on the Armed Ser-
vices Committee. ssere loath io let liber-
al, \khack defense in order to finance 
domestic programs. Still others, partlicu-
larly some strong supporters of Isrilel. 
ssorried that Congress ssould di\ert 
moc'% rom internaional aid and use it 
for domestic programs 

And ,ome liberal'. sht othe r,, ise 

would gladl. vole for Io,,er delt' 
wanted to protect exsting seapiin
jects and bases in their districts. esp,'
with unemployment remaining stuhh 
ly high. The most notable case mu', 
Connecticut. sshere both Demout 
Senators and the local DemocratiL H 
Member are Irving to sa.c the Sea 
submarines built at the General D.sr 
ics Corp.'s Electric Boat Disi,,ion 

The multifaceted nature of opp,i
 
gave fit%to the domestic-spcndine.h
 
forces. "There isn't one clearl% ildr
 
able enems." said Ellen Nissenb,,um. 

islatise director for the ( cntL 
Budget and Polics Priorie, **Nil 
got people oft the reseratiin ,ft 
differc.,it reasons. There, a 
odd collection of Members vith 
funn positions" 

But maintaining the fire ssall ad-c 
ment gase laswmakers ssh,, arc 
cerned or embarra,,ed b'% hi dcl 
a chancc to reduce them Thou-,l1 
savings amount to merci%a fes Nd 
dollars. it is a far less politicall. e\ 
sive ssa\ of ackno\,ledging the dc 
problem than b\ cuttine entitlemci 

"Let's face realit\. Rep Jim (, 
er. D-Tenn.. \xho oppose, the C 
ers bill. said about entitlement,' 
ther political party has had 
courace to face the real issue,.
the [presidentiall candidate \xh,, c. 
the closest Tmsnga, .ust \, ithd 
from the race." 

Nonetheless. Cooper %alue, the 
%N a call \ote. "I'm glad that there' 
tal-clear %ote on fiscal diciplini. 

_ hard to ha.c a clearer soic on 
you feel about the deficit " 

Off Capitol Hill. the symbih,r 
equally important Consider thL \i 
of John W. Snoss. chairman of Ri
mond (Va.-based CSX Corp

tranSportation companm. He chair, 
budget task force of the Busin 
Roundlablc. amajor corporate group 

Addressine the Democratic Bud 
Study Group. sshich includes modcr 
Democrats vi ho discuss budcet issue, 
often hear from insited speaker.. Sn 
recenly said that. if passed. thc fire v 
bill \,ould \iolate C'ongre,,s' de.il %k 
business. 

W'hen business interest% reluctar' 
agreed to accept higher ta\c, as pari 
the lY9tl deal. the\ understood if 
unspent defense mone\ would be used 
help reduce the deficit'. Noss. Snoss co' 
plained. some Democrats ssanted 
change the rules. "I think it ssill be int 
preted as bad faith b\ a lot of people." 
said later. 

But budget espert, has e a relit 
\korr\ that thi, light sill di\crt atinti 
from the far bhiger i,,su' ol limitine cr 
tlemcnt, 
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A Straddle Into Irresponsibility 
"The deficit has not been apriorityfor President Bush." 

fBbDole had been elected o 

president m 1988, dealing with \ ._ h" 

Sipartisan 

-

.
 

the federal deficit would have been *, 

haa top priority, and there's little 
doubt inmymindit would beuder 
control by now. 

hasn1t been a prioC
 The deficit 


ballooned from $154 illion to .-­brief perid in 1990. and so ithasty for President Bush, except forhedictasntbeair-has . 

5400 billon a year. Given the 
Course of his campaign so far, 
there's every reason to expect 
more o(the same d heis reelected. 

The Post rightly honors Dole as 
one of a small group of senators 
who have courageously fought to 
eliminate the deficit over the years. 
And he realy paid apolitical price 
for his coui:ge in the New Hamp-
sure Republian prunary of 1988. 

Dole cam ino New Hampshire as 
the front-runrer, leading ci the polls 
and having beaten Vice President 
Bush ti. Iowa The vice president 
actually ran third inIowa, behind bth 
Dole and the Rev. P., Robertson. 

Bush came out swinging in New 

charging that Dole would increase 
taxes, simply because that was 
among the options Dole felt a presi-
dent shouldn't categorically rule 
out. Senator Suaddle," the ads 

Ttt an.'
That wasn't the end of it. Dole 
had auprorted estblshment of the 

Natfonal Eonom Cor ­
nmision to find ways to rut the 
hugc federil budget de,.cits. Many
believed the commiscn-headi-d 
by two savvy political Insiders, 
Democrat Robert Strauss and Re-
publican Drew Lewis-offered the 
last best hope of finally breaking 

that way. In one of his New Hanp' 
shire TV ads, he said the comms-
Sion exists to provide pobtIcal cover 
for a tax hike If it doesn't recom-
mend atax increase. I'll notonly eat 
my hat. I'll eat Bob Dole's hat." 

tter beating Dole in the prim-
A nts. the vice president went 
on to the Republican National Con. 
vention, where he was niominated. 
In hiuacceptance speech, to ensure 
that everyone knew of fI adamant 

4'\ 
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said. would bslance the budget by 
1993 and do it -with no new taxes.-

But afew months later. facing the 
need for lower interest rates to 
mOften a coming recession, the presi-
dent ad mtted his flemble freee and 
budget gimmicks weren'tz p to the 
job and entered budget ne,oratios 

iih Congres This ulturaatr'y led 
to ht'ement on asenes of spenciii 
cuts and tax Increases intended to 
reduce the defiOt by sone 5500Meffort to make a significant dent in 
blm over ive years. the federal deficit isdoomed at the 

outset, and we're so getting that
T n New Hampshire this elkctionkind of leadership. 

theimpasse that had nearly para-never have made in1988. 
hrzed It was the president's reaction tothe budget process for most 
of Ronald Reagan's tenure. the BucIhan challenge, far more 

Vice President Bush didn't seeIt than the challenge itself, which 

circle. 
The issue again was taxes, only
this time Bush wasn't attacking 
Dole for refusing to rign a "no 
taxes" pledge. He was under at-
tack himself from Patrick Buchan-
an for breaking apledge he should 

1year. the wheel came full 

convinced me his reelection would 
likely doom us to another four 
years of ballooning deficits. He re-
acted. first, by pulling away .om 
the relatively modest tax increases 
inhis own 1993 budget, adding 517 

billion to the deficit over the next 
five years. Second. Bush reacted by 
disavowing the 1990 budget agree-
ment as a"mistake" 

I am encouraged by rcent bipar-
tiun signals that the Senate may be 
getting senous about deficit reduc-

tered his famous "read my lps
pledge. The commission, which iad 
become a political football in the 
New Hampshire primary, broke up 
in disarray a year later. Unable to 
reach agreement, It issued two 
separate reports in early 1989. 
Neither report recomniended a tax 
Increase, but there's no evidence 
Bush made goodon hisoler toeat 
both his and Dole's hats, 

Preuidrnt Bush insisted his "flex. 
iblefretse" was the way to ehms-
nate the deficit. That and some 
budget sleight of hand. During his 
first year in office, he proposed an 
S&L bailout that was not only fi-
nanced with more government bor-
rowing but, at the Bush administra, 
tion's insistence, was exempted 

from the discipline of the Gramm-
Rudman budget law. This drove up 

the cost of the bailout, which is 
adding more than $100 billion to 
the deficit this year. 

In his 1990 State of the Union 
address, the presidon: was st daim-
Ing he would bring federal spendg 
urder coOL IlLSnew budget, he 

the recent tax bill would have elm-
nsted a middle-icom tax cut and 
instead have used money from an 
upper-income tax increase to re-
duce the defcit and help replace our 
aging transportation inirastructure, 
On the Republican side of the aisle, 
there i growing discussion about 
the need to rein in entitlement pro-
grams, which account forthe bon's 
share c4the federal budget. 

I have reservatiors about both 
approaches. The defiit is not or 

only legacy from the 198s. Another 
a tax system tIdted in favor of the 

well-to-do. A tax reduction for mid' 
dk'-icome families usneeded it we 
are to restore a m of fairns 
to that system. As to entitlement 

0 .:
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drady pushed prIvate health assur­
ance beyond the reach of reerly40 
mdbon Americans. 

But disagreeing wit these pro­
pouls foes not mean I dismiss 
them. Both are worthy of cosider. 
ation as good starting points for a 
nesoro'.a debate ondeficit reduction. 

V thout leadership from the 
White House. however, any 

Consider the president's tax 
plan. Republican and Democratic 
senators alike agree that he fails to 
.Ayfor ha proposed tax cuts, and 

the Joint Tax Comnittee estimates 
his cuts would add $32 billion to 
the deficit over the next six years. 

His own administration main­
taims that adding to the deficit pos' 
es more econogmic risk than titum,­
is. The Office of Management and 

Budget wrm that abandoning the 
dlstslie of the 1990 budget 
agreement "could trouble financial 
markets, cause interest rote,to 
rise .. , slow recovery and threat­
en jobcreation." Many of the same 

Republican senators most con. 
cerned about the budget deficit­
though not Il of them-felt com' 
pelled to vote for the president's 
tax cut, budget buster or not. The 
political pr~saure to support an ini. 
tiative by a president from one's 

stand against tax increases, he ut. tin. A Democratic amendment to own political party can be rresist­
dile, peally m an election year.

I would like to ee President 
Bush prove me wrong. I would 
urge him to campaign on a pledge 
to eliminate the budget deficit no 
matter what ittakes, and I would 
urge lusDemocratic opponent to 
try to outd him in this regard 
rather than seek to undercut hum. 

It is not my purpose to lay the 
blame for our defrit 2t the feet of 
the president or at the door of the 
Republican Party. There's enough 
blametolo aound. WeDemocrats 
in Congress have added our fair 
share to the deficit, and there's no 
question that some of those among 
us would adamantly oppose the 
best efforts o any pesidento to deal 

cuts. d by ths my Republican col- with the deficit. 

leagues refer to cuts an Medicareand Medicaid-the federal govern-

ment's primary health care pro-
grams-they need to carefully con-
sider cause and effect. The cause as 
the risng costaof health care, which 
not ony threatens to push the cost 
of Medicare and Medicaid through 
the roof in coing yean but has 

The p ddn't cue the def-Tby prne and can't be expected 

to deal with it lcase. either. But 
tleteh president takes thekad. 

ther' be so dkngwith itat l. 

The weste, a Democratic armiar 
Itmw Tax. ischairman ofthe 
finance committUe. 
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Foreign Affairs 
LESLIE H. GELB 

Clinton'sPromise
 
New" Yorkers have the power to 

debtroy one of the most promising 
Presidential candidates in decades 
Or they can give Bill Clinlon a chance 
to be heard fully and clearly for the 
remainder of this campaign 

More than anyone now on the na. 
tional scene, the Governor from Ar. 
kansas could be whst we most ne 'd 
a Great Experimenter in foreign and 
domestic polic 

No one has good answers for the 
kind of world descending on us. nor 
for the complexities of health and 
educatior ir pos-industrial societies 

A leader through this haze and maze 
must be committed to solutions. as are 
Democrats, and possessed of a practi. 
cat skepticism about means. as are 
Republicans Such a leader has lo be & 
bleeding-heart conservative, a bold ex. 

perimenter like Franklin Roosevelt, 
HarrT and John KennedyTruman 

To get a sense of these qualities I 
Mr Clinton. just compare the world 
he talked about in his foreign polty 
speech :;' week with she worlds of 
Jeryv Brown an fieorge Bush 

Tl.,, world skeirht. stingils. by 
Mr Brown seems lobe a very simple 
place inhabited by destructivt env. 

ronmental Martians - and Itll e t 

Mr Bush's world seems still pec 
pled by dictators like the Chinese 
whom he wants to protect and tyrants 
like President Assad of Syria whom 
he seeks to befriend Ih is son old 

rumbngJerry
play with each other andwre ingders 
plt wth ec t 
enMto their subjects 

Mr Clinton does not pretend to 

W e need a bold 

experimenter. 

understand or describe the world of 
the 21st century Instead. he concen-
trates on what he does know and on 
what really matlers - on people. 
their problems and aspirations 

Unlike Mr Bush. he is committed 
to doing something dramatic to com. 
bal global warming But he is "oI 
bound to particular actions regard. 
less of cost and before clearer reme. 
dies are at hand. unlike Mr Brown 

Unlike Mr Bush. Mr Clinton still 
worries about L S energy security 
and dependence on Persian Gv'; oil 
Bul he is still searching for rYmnicatly 

palatable solution& like ir..reased gas 

taxes, unlike Mt Brown, who never 
seems troubled by political reaillies 

Unlike Mr Bush. who would keep 
U.S military spending near -'.rrent 
levels and have Americans j,,,:e the 
world alone. Mr Clinton would make 
significant cuts in the Pentagon budg 
ei and stress the need for collective 
military action against aggression 
Unlike Mr Brown he would do so with 
a scalpel, noi with a meal cleaver 

Above all, Mr Clinton's every pro, 
nouncemen centers on the new artd 
profound connections between foreign 
and domestic affairs This connection 
is at the heart of modern diplomacy. 
and Mr Clinic.,i understands this NL, 
nation, even one as mighty as the U S 
will be able to exerciae suslained tnflu 
ence abroad unless it is economically 
strong at home, and Mr. Clinton under 
stands this too 

So Mr Clinton speaks of Amerita 
firs , but never of America only 

In his treatment of domestic issues 
he also brings commitment to ends 
and flexibility about means 

He accepts the necessity of a new 
national health care plan But gie., 

the massive disagreements abla'u 
means and costs, he talks about try-
Ing different approaches., about ex 
perimenting He presses for reform 
in education And while he highligMs 
the idea of giving parents a choice (.f 
schools as a way to generate quality, 
he is open io other ideas as well 

Brown talks as if he rea
had all the answers - end they aor 
all simple But mostly it seems that 
he has returned Irom his latest deep 
space probe is Jack D Ripper. full of 

anger and nastinc:s Mr Bush. by 
contrast, seems to hve no ideas and 
ofes gimmicky slogans like "family 
values" and "Congressional reform " 
His new "change thing" is every bit 
. c as his "vision thing 

Bill Clinton may not have vision 
either We do not yet know But he 
does have energy, drive, ideas and an 
incredible fund of knowledge about 
domestic poltry issues, second only to 
Senator Pat Moynihan of New York 

Yes. we all have questions &ad 
doubts about somebody labeled SI.k 
Willie And we should have lots of que, 
lions and doubts about Turnstile Jerry. 
No hew Taxes Bush and a Paul Tsdh. 
gaswhosoabruptliy quit lhecmpaign 

But Bill Clinton coul, be specral-I 
bold experimenter in a world search 
Ing lt answers New Yorkers coula 
defeat him or they' could wask 
through the tabloid garbale Ic 
glimpse that promise - and put iL -o 

a further lest L 
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The Long Good-Bye
 
Why won't the 

recession go away?Whytisel%

Why has the vaunted 

Bush recovery refused 
to materialize? The 

answer: a debt-soaked 
nationalal balanceb l a nc sheet.t .n ati o sh e 

What's more, America 
may be on the verge of 
an economic comeback 

donf't hit the pu ic 
button fi st.n fis . 

BY JONATHAN RAUCH 

I i i,the recession that makes no 
sensc" B, most conventional mc.-
ur,,. the downturn ha, been rt'dmild. Lne:mphloment hit. 

een much loer than in h e pre,,ou 

mo rccessions. The same goes for thedcline in national output. Yet American 

Here I,Greenspan. from a ,pcc h n 
Decemher to a meeting of the Sc,uti.. 
Industr\ A%%ocldtion"The in BcdRa,-li.:normal forcet of econoni%. c\prx. 

, are running up against countr.,W­sion 

ing force%that I has likened el,. hurit)a 5o,(milc-per-hour hc.,dv, nd 1,, 0, 

thougehconsumersthehaveGreattaleDepression ha, re- hetent. th, fao,and behdcd a%considering exp;an~ionbL ate v,orkini ,,.tr',r.throu.. 1ht
 

turned. Moreocr. the vaunted Bush re-

c°h,refus,\ h toappear Where i,itisthe Bush econom \ so suhh ornh' 

sl' \k h so much disappointment andglhorm? 


Among anal\ks of the econom\. the 

outlin, of ananssr ehCLn toforma 


if the politicians ,,d h tt 	 isr "BSSII' (pronounced B,,/ fori sho~rt To,f~cti, (inthe recession proper. 

tht hcor.-%ge',, isto 	mis the more 
,mp,,ortant hal of the Bush-era economi:shrt, 


The n.h',n briefl i,thi,otht%,., stated. 
The econoim is slos I squeezing out 
unprecedented excesse, of debt and debt-r,ccd re alesta te .¢fin ,d co mm ercidl Th i . 
squrtzing appears to hdC begun %kell 
before the Yli9l recession and no", 
appear, it,he outli ng ii.For more than 
a .edr before the recession, the econom% 
greys at an annual rate of less thin 1.7 per 
cent. mdking George Bush the President 
ssho has presided oser the slowest period 
of grosth in the posmar er,1B% the same 
Iokcn. the econom.%ma\ 	sta. disappoint, 
ingl% ,lov for a shile after the recession 
Nonethjce,. the current adjustment 

appear, to be a health% one-if nohod,, 

panics and tries iohlock it 


Not eserw nc accepts the balance-

sheet shocl, h.polhc,,is. *'There i,some 

balancc-shect restructuring that need-. io 

be done. R,;ert Giodano. the director 

of economic research at 	 Goldman. Sach, 
& Co. in Ncs York Citr. said in an inter­
\tie,. "hut I dont see it a,that much out 
ot the ordinar%- Still. adherents of Ihe 
thcor. inClude such luminirics js Alan 
Greenspan. the chairman of the Federal 
Rcce Board. and Dasc Stockm..n. the 
director of the Officec oif Management 
and Budget in the Rcgn Admini-

str3ion 

financial sector. For esarnpl, a h'e­

oserhang ,fdeh. an accumulation ,'bj+Io ins and dou btsa bout h ., futu TL h. % 

produced inunusual degree (if I.,uL.And here i%Sltockman (nottk ,ain'r.t.,:. 

ment hanker ,ith Bi.ckhnL (irour In. 
in Ness York Cits spAk: inDIot. ,a.
 

En,crpri,. Institute forRe,.' ( %_L, "*1think ",,Pub!,.hxv.... .	 n,,,., 

cla%i, rce.,,,ion. but ,I hl,,n11...hL', 
sht i -k.a correction pro. ,, inl .:un,,u,,ti.iuhi,' husnc-., hOU.,h,,6Idt,r;
 

esei puhl.secthr debi 	 ratio, ir,h.,..

1
gcarcd oack dosn Lrdual, it,I\el' ,o! 

si,.ent "th ,u,,ain*hL c.rnjn-,, ,.a,,
and dcl1.md as,,set .,%ilu 


All that the politicians, %jn: it kno,% I. 
when it-%ht,:%cr v i-%sI; .OW. 1. 
that quctvi-n. econoniii, repi,. pr,,ni: . 
and uneeL1,'c-cdhl. \L .dunn, 
"It%#il poh.ihl.* unind .idudl.d 

Jobn !H.Makin. an ALI ceOrio.'nm. sol, 
in an internes "But '.outell me \ ht.r, 
are people going Iodecide th tlicithol­
ance -heet, are hack lint
in I don =
 
kno%% Neithcr doe,, ,'
ancel,. 

To understand shai's h.ippenin,. no , 
in term, of b lanc-shce shock. it, n,.­
ess,ir to forget about the IL)J( l.0ree.­
&ioni .nd lok at longr-tern forc. p.'-
Icularl% at io ,.i\,in %;hi0hth, 
expansion of the l'~sui ss., %s ,c,.'ion.! 
One. debt 1%o. real CstIte 

TrE DIMUNT INTO DEBT 
The stor% of Ih e ,ontn t lih.i 

stouldn' hounce back h..im imthIk I. 
iffis. " en high and unpredictable inl.,. 

tion hecime a hacl of lift in Iht L nitl. 
States In the I7T1k. Amcrican, V0t usId 
it Ithe idea ihat real tate %A.'a "IC.0t 

%%a ito ride the infloijonar\ %pir.il i, 
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wealth. You could borro%% against the 
ever-rising value of your ho.ne or office 
building %hile repaying your mortgage 'n

1 4K~t. finan­
debased dollars. In the earl. 

cial deregulation and tax gieaways made 
real estate inveslmcnts morc attractic­
still. New loopholes made investors eager 
to speculate on office building ; dcregu-
lation and heightened competition made 
the bank%and .,aving, and loans able and 
eager to help. 

Speculate they did The toti stock of 
commercial buildings in the United 
States doubled during the 1%9hi. despite. 
as Greenspan noted. "ahuge increa,, invacancy rates.- Stockman cited the Iti,,| 

square feet of retail space 'for ccry 
man. woman and child in the Unitcd 
S,aies. compared to 7 square feet pre-
1980.-"Thomas W. Svnnott Ill. thL chief 

economist of U.S. Trut Corp in Ne% 
York Ct. has noted that the He burst of 
commercial real estate lending pumped 
an extra $3110 billion of credit into the 
econom, from 1S-,sS. 

Consumers were engaged in a similar 
practice. The prices of home, and other 
assets %ere rising smarilk: those higher 
asset value, became collateral against 
which banks could lend and houkehoders 
could borro.&-%hich the% did Accord­
ing to Merrill Lynch & Co InL.. about 411 
per cent o( 61e grossth in consumer 
spending during liYS3*-S s a fina,,d h\ 
installment deht. including home equit.0y 
loans. compared "ith about 2i per cent 

during earlier expanion,. 
-There's been a iteads increase in the 

debt load in the 19.,iis." said Joarne R. 
Kerstetter. the presicent of Consumer 
Credit Counseling Sersicc of Greater 

Sawhington "Cliens reacted it, the 
preapprosed line, o1 credit and thht.. 
'if I'm preapproeCd. I must be able to 

afford i."[ 
People horroued most hea\il% to bu\ 

real estate. According ioMerrill Lynch. 
mortgage debt row,from 46aflei-ta\ income in lWs2 it)5hperper ceniocen, in 

197."a far higher le el and steeper gain 

than in presiou, expdnsions - The spurt 

in home horrowing. Snnott write,.
 
-meant close to S9 I billion in additional
 

mortgage credit outstanding h\ the end 

of 19s. "' Yet ne¢-homc (instruction 


was not abnormdll. strong 'A hat seem, 

to ha\e happened." S.nnot, obscred. 

that the rapid gro%%th in mortgage credit 
fueled a surge in home prices.- This is 
what's knnn as aset-price inflation, and 
it can't go on forc\cr. Eentuallk the 
ccle-debt chasing prices chatsing 
debt-had to stop. 

Mean,,hile. cotporati, ..w:rc also 

bus loading up on debt. Companies can 
raise capital by issuing either equity 
(stock) or debt (bonds): in the IllK. they 
moved sharply from the former to the lat-

THE 1980s-A DECADE OF DEBT 
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ter. Fror,. 1982-88. more than S4(MN e; under the weigh' of dehtbil-	 Down %ent. vie"S "We can no%' run out husinc,, %.thlion in corporate equir%sas replaced h among many othcrs. Integrated Re. the long-run inlcret (if our ,harehldJL r,debt. Leveraged buyouts mortgaged sources Inc., Campeau Corp.. Bank of in mind. rather than being fi\,,t:d on some companies up to their ey'ehals B. Ness England. Drexel Burnham Lambert debt."the end of 1989. interest payments, ab- Inc.. Eastern Air Lines Inc.. Pan Ameri- Because of RJR',, cnrniou, ,is.anJsorbed more than 21 per cent of corpo- can World Airways Inc. and. most recent- cash flov, the .ompan *%,,fligh! from. d,.Nhrate cash flov%. a lesel previousl seen It. R.H. Macy & Co.. -Ahich filed for is of exceplional magnitud. But 	th.only during recessions 	 bankruptcy in Januar. directton is typical "*W'remah, Ilh,tirPut together households and corpora. The failures were not, in themsell.es. of of the iceberg." Zuckerman said. "hu,it1tions, add record gosernment horrossing great economic importance, but the% a big iceberg there.*"and top it off Iiith see-through office Aere clear signs that the age of borross Mcansshilc. hou,,eholdcr, had th ,,building; from Lo,, Angeles to Boston. and borror,. buy 3nd buy v'as over. "For owkn balance sheets to ssorr\ h.u: ( a.and you ha\e in the 1980(s a decade of the first time in eight )cars." The Hall tion %sa,.emcrgng heflrc ihL 'it. 'serLdebt. (Sec bo.i.p 439 "Americans just StrectJounal reported in 19. "the hal- over. Stagnant or declinin,- homL 	 l.,went into debt on a scale ssithout prece. ance sheets of nonfinancial corporation, reduced household, vcahh anJ. Ih,'dent. and basicall %ke'\ exhaused 	our will end the year %kithmore equir. rela- fore. their borross ne cap.1ct '%'A,,,credit lines right no"." Bruce Steinberg. tirc to debt than the\ had Ashen the year ing to the Federal RC,,s.r'.. ih.cv 	 !,'
 Merrill Lynch's senior economist., said in started - On Wall Street. "deleserag. consumer debt pcdk.d in l-. 	 ;,,\an interies. "I'ts going to take a long ing"-the shedding of deht-i the 'sord off in 19?% and begin ,hrinkin. L..,l.I.:-'time to reliquif%household balance of the day. A spectacular example RJR ycar.' Albert B (renh., r.'.- .,sheet-.." Nahisco Holding, Corp ported in Th" Ilu i,h,,:'.' . 

, -- . - .spring, con umcr,,,sert.p . ,'!,d." 

-
an annual rate (it mor. thj. " hIL.,
In I Ss. bs contrd,!. Con'ursu,,fl , 

adding S5ti billion a \car it,ih.am .,!r 
the\ olscd. That %hi!:. cconmii. ,,•. 
reduced consumer spcnd-r. ,,s"--.. 

thing like 1-2 per cent ot gro, dim .: 
product (GDP) 

M ost im portan of all %k.!, th . ,t ­
shock of the but in comrn .,,it,.,i 
e tatc. Deleloper. s rU' tu.A ssw - " n,!
1(-\ear supplies of emp:t *% ,, ... 
No longer 'sould bank, thnar.. p"n.'s, 
ecis. and so commcrc;,ia c4'rr,,:.1 -I. 1,I. 
began to disjppe.'r Hu ; s.J..-, ra!., 

W tled to morlte 'de iuli, and ,, onr., 

Bad loan,,and fallhn.-,j-:! t Ir,C, :-
dragging the bank., ,andS&.[ dL,I' 
He ;Ith'\institution, pullk'd i th,r horn, 

and unhealth. one,, scn h*ll. -up "Ih, 
banking mes, mjL'nih d IlI. r,..', .. :. 
mess b. tightening credit and sp, ,,kw.
the public 

The end resuh %s th,,th' thv tin,.Alln Glenspon, e choirman ofle Fsloderl Reserve Bordt Bush's term vsa, a few nionih, old 	 th.Via itOmremolfrmaing 
 up ,,i,,t Iv 5O n*JL hoodwind.f 	 econom vas,in s.hat Das.ud 1) ItL. ih. 
chief economist of emp r F ina .nlW'hat goes up must usually come In the spring of 19)89. RJR became the Cos in Chica.o. callsdosn. According to the bealance-sheet target of the biggest leveraged bu\out in 	 . "'cul-d5 -%..,Thmi %asn'i terrible. it jui sivn.t i
shock hypotheis. here's hos it hap- hisior-a Staggeri-ig $25 billion deal. grossth until excesses of debt and ri.'i
pened. 
 When the dust had settled. RJR had a estate 'sere 'sorked off.
Rising debt isn't a problem sshen it's mountainous S3I billion in debt and onh 
 And then came Saddam Hu,LinMnJoffset by rising assets (increasing home $1.5 billion in equits. according to Frcd the shock of ssar That m, sseh h.t,.vslues. for instance) or by rising incomes. Zuckerman. the compan\'s treasurer been 'shal tipped the econom mI r. -But by the time Bush came to office. That kas, a debt.to-equity ratio of 21-1. cession It's Asorth noting. hoi i.r. Iha,
assts in general and real estdc in partic- The compan. ',securities had the status the recession neither causcd noi cored
ular Aere oser'alued. The economic ofjunk bonds 
 the undcrlying condmon, of th. Bu'1expansion sa,, getting old and inflation Since then. in a series of financial econom In the spring of 101)l. ih, 	.was creeping up. to more than h per cent pirouettes, the company has rushed io om, climbed out oft he ie .,,. ,s1r1by, 1990. In response. the Federal 	Re- issue stock and clear it,,hooks of hich- dttch--onl). to find that it \s.i, ,.t; in it).sene: had been Sledil. tightcning 	the cost debt billion inToday. RJR has $14 cul-dv-sac Expectation ol , / ,iin, .mone\ suppl. In reaction to Fed pohlie debt and Ss billion in equil.. In othcr takeot %e'rcsdl. disippii.d A ',
and office building osersupply. asset ssord... RJR's dchl-lo-equily ratio ha,, 
 of gloom built in the puhh, ind the ni..%.,prices began to fall 	 come do" n from 21-1 to1under 2-I in les media,Signs of trouble appeared in 19H9. mth than three years. "c nov.are a flexible S Robcrt Lichier. the co-darcd.o: ofa string of high-visibilir business collap,. compan.' Zuckerman said in an inter- the Center for Media and Publh, .Alt.Hr, 
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in Washington. counted a sudden dou-
bling of economy-related netrork news 
stories in November and December of 
1991: the great majorit. tere negatic. 
with particular emphasis on unemploy-
ment "it was like something atful hap-
pened. but nothing had-it sa. a p,,\cho-
logical shift." Lichter said. "Partl%. there 
was a loss of optimism that the economy 
was going to sing up quickl.\ "' 

The gloom was deepened by the open-
ing of the political campaign-in Ness 
Hampshire. Ahere balance-sheet shock 
,ais intense l97o.i-t.particularly From 

Ness England's speculati.e building 
boom had doubled the office space in 
Boston. Accordine to Th Eco,:ontiot 
magazine. Nes Hampshire's emplo.ment 
in construction rose from 20.81 tt'at the 
beginning of l%' to 3t)3(1(1 only three 
years later-and then. sshen the bu.t 
came. t%') of eCry three construction 
job,- sere lost 

Because Ness Hampshire has the 
nation's first presidential primar.. it,suf-
ferimg reerberated through the political 
sMstem The President himself rushed 
there to announce that the economy \ka, 
in "free-fall." It \san't and isn'tBu: in 
politics, perception is realit\ iFor more 
on N Hanip.%lirc p(,ihii.i and ci ,-
nonatcs . c \J. 2 S v. p S" a 

WRINGING OUT TH OLD 
Tod... the iso leadine qutions 

about the shifting hilan,,. sheet art:}ln 
%killit affect grosth 'And Ashal should be 
done? 

The consensus ansvs.r to the first ques-
tion i,that balancc-sheet adjutlmenl , 

shouldn't preent a recoser\ The *%]] 
probably just makC the recocr' le%,. 
robust for a~shile than it othcrsse *sould 
hase been A' Stockman put it. the com-
ing reco\er\ "islkt.s to be back-loaded 
into the mid- l940, rather than front-
loaded into 1992 and 19K. as ,\ould nor-
mall occur" 

Tht -onsensu, ansser to the second 
questior, is that the adlustment should be 
allossed to run its course Other than loss-
ering interest rates, Ashich the Fed ha, 
already done. there doe,ni appear to be 
much that Washanzion can or should do. 
mans economist, ,a 

Indeed. what's happening noss i.just 
%%hat the expert,. Aere calhng for fi\e 
years ago. In the mid.l9N(Is. the U.S. 
trade deficit soared a,,the countr\'s huge 
appetite for debt sucked in import% and 
foreign capital. (The Japanese o\An a lot 
of those empty hotels and office build-
ings ) What the countr\ needed. pclicy 
makers agreed. a, to dest,e more re-
sources to manufactures for exporl. fc, er 
to debt-financed office buildings 

NoA it's 19Y2 The merchandise trade 

deficit has fallen sharply. from more than 
$150 billion in 19S7 to half that amount 
no,. Wh.? Because the countr is pro-
ducing more manufacture-, for export and 
feer debt-financed building, 

"We\e done exactl\ tkhat the polic\ 

current reliance on export-led groth 
such a ssorst-of-all-ssorld, outcnt. 
couldn't catch the econom\ at a m,,r, 
vulnerable time 

Montaigne wrote in 1577. "Men alL In 
agreement about nothing. I mean e.n 
the most gifted and ablest ,cholars,. no: 

bod\s vringing their hands about it." even that the sky is ocr our head "i1, 
said Mackc\ D. Le,3. the chief economist might have been talking about moderr 
of CRT Government Securities Ltd. in economist%. But even the economit, 
Net York City. "'It'!.craz\." agree on one thing: After a thile. bal-

The good ness is that \he got what the ance shects \kill 

maLer,, said %%e should do. but e\,cr%,-

be righted and BSSH %kil; 
doctor ordered. The bad nesss is that tke be amemor\. 
don't like the good news. 

A look at the GDP tables vividl\ illu,-
irates "shat's happened. In 1985. the 
trade imbalance (as measured by net 
exports %%a,,about 3.6 per cent of GDP. 
b\ the third quarter of 1991. it had fallen 
to only 0.6 per cent Yet oser that period. 
imports. as a share of GDP. had actually 
grossn a bit So %%heredid 
the United States get the 
estra goods to ship ­

abroad' Ansser. It shift­
ed resources out of real 
estate and into export,, 
The share of GDP desot­
ed to building, fell from 
9"4 per cent in 1415 to 6 7 
per cent in lql. Mean­
shilt. e\ports grey, from 
1.2 per cent c,f GD11 to 
12 per cent oer the 
san period-a remark­
ahk 4-polint s,"sine.
 

In plain Enilih. e\er 
since the horros-and-bu\ 
real estate boom ran out 
of gas. the economy has 
been running on exports. 
"Commercial construc­
tion %%ill make no contri­
but ion to economic 
grossth in the 199Us. that 
sector is basically dossn 
for the count." Merrill 
Ls nch's Steinber said. 
"\Eport, ssill play a 
major. major role in 
keeping thi,. economy 
mo\ing forsard " 

By implication. then. 
the he.alth of the domes­
tic econom\ may be 

The ke\ word,, there, hosseser. art: 
"after a while." American, are impatient 
for robust growth. and yet balanc.-sh.ct 
shock may bring a period of diappoim.­
ment as ttko decades of inflationars 
expectation--manifested as a height­
ened preference for borrosing-a., 
%\rungout of the system Election-scat 

,
 

bistsldgsCwp. 
outcome of the market- -We're me* theipef Oke belt, bwt WEa big kebrg."
strongl' influenced b\ the FPid Zudwkrman, tro"m m oRJR N mo 

opening General Agree­
ment on Tariff%and Trade (GATT) talks 
in Genesa. \%hich hase been hanging by a 
thread for si\years Y t.in his recent trip 
to Japan. Bush \,eereC toard import and 
eport quotas ('managed trade"); the 
European, are drifting in the same direc-
tion Ifthe tisemen toAard quota,. con-
tinue,. or if the GATT talks sink. the 
upshot could easily be to reduce U.S 
amporis and exports. Gi\en America's 

politics tends to magnify, disappointment 
into hysteria One Democratic candid.ia. 
Paul E. Tsonga,. has already announced 
that "as, President. m. first act \kill be to 
decl're an immediate economic em.t­
gency If the balance-shcct shock 
hspothesis is right, then the ceononis%, 
doing %hat it has to do. and ih,re.il 
question is sshether the priltain, \kil leI 
at U 
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Killing the Economic Debate 
a lasting econoilitc recov- o1 a long-neglected debate over the 

By WILLIAM R. NEIKIRK If an improving economy enables chance of 
future of their livelihoods As it 

Just hke learn,'ASHI.NGTO% ­

a little recovery is a dangerousIng 
ting 

Even the slightest upturn changes 
to spendmoods Ii causes people 

more of their mone% It creates 

some new hiring It make- the coun. 

try feel better about itse!! 
It makes people tilant to forget 

even who might havethy past or 
caused their hardship Thes just 

to get on with their ives andwant 
the business of accumulat-on with 


ing income and assets 

But on. how deceiving it will be 


this year The emerlinft economic 
as a ecoi.brightlgreval wil serve 

unstable eco 


nomic structurv 

ored facade to a weak 

a little recovery isThat s why 
potentialls ijurmos It would push 

the economic issue into the back 
make it less likely thatground and 


the candidates 
 will resolve to do 
about the economy san) thIng 

long-term structural problems 
do I sound so cynica: about 

this' M% two-word answer 
Whs 

is this 

past elections The American people 

have prover. to be easil) hypnotized 
by the rosy glow of ejection-year 
rhetoric and short-term economit 

wilt. theThes wentstimulation 
flow They belieed an invisible 
hand guided their holy economy 

For many irsonth$ analysts have 
is differ.been saying that this year 


ent People 
 have been genuine! 
the economic outfrightened about 

look after 	 a wave of layoffs and 

bankruptcies and collapse of local 
real estate markets 

Now though the economic news 
Economists 

David Jones of Aubre% G Lanston & 

Co and Stephen 

is getting a little better 

Roach of Morgan 
reStanley Inc believe the ensuing 

bound will be lust enough to put 

President Bush back into the V ,te 

House for another four years 
They lament as I do that this 

could be accompanied without any 
on the nation ssignificant debate 

long-term ecommir health It s a de. 
bate the country ha sorel) needed 
for more than a dt(aod 

him to sneak b). Mr Jones said. Mr 

withBush will inherit an economy 
savings and investmenthorrible 
a huge overhang of debtproblems 

a glut of real estate dysfunctional 
banks lagging competition of busi. 

ness and a country uncertain about 

its economit future 
plans to addressWithout any 

said the countrythese problems. lie 
will continue on its lo.ig.term eco-
nmic slice 

ago he'll be"Unlike four years 
his own problems.' Mrinheriting 

Roach said "The onburden will be 
him to make his place in history We 
face some real challenges - compe. 

tition productivity job creation. ed-

ucatior. 
he said the coun.In other words 

try needs more than a mood change 

a yearlong 	prescription of economic 
solve these deeper prob.Pro ac to 

lems Mr Jones who a year ago 

correctly forecast a lengit) v eco-
ne s 

nomic sluggish s said he aw no 

try until 	 1994 He believes this 

years spback will last just long 
to get Mr Bush into theenough 

White House 
economic discourseAlready the 

has deteriorated with Paul Tsongas' 
race Neitherdeparture 	 from the 

seemsBill Clinton nor Jerry Brown 

Interested in laying out a long-term 
York. theeconomic plan In New 

media don't relish candidates with 
(read 'boring')thoughtful. sane 

angry, petty.ideas They like them 
sinful, mean-spirited and shorutight-

ed and Mr Clinton and Mr Brown 
have obliged

The president is lying back with 

no inclination toward candor about 

the United States. economic future 

With business activity belining to 

perk up he hopes to ride the im-
cycle to re-electionproving busines 


as the Democratic 
Party tears itself 

apart 
The emerging direction of the 

will cheat Americans outcampaign 

country appearsstands now, the 
doomed to a long-term econorric 
growth rate of roughly 2, 

toIt needs to be higher than this 
into the laborworkers 

to drive incomes up Atabsorb new 
force and 
2' growth a year federal and stats­

a problem anddeficits will still be 
life in the United States will be 

in the ensuingmeaner 
fight over income shares 

Allen Sinai. an economist for Bos­

ton Co Economic Advisers. says' it 

does not have to be this w2y if 

Americans demand for the first time 

tougher and 

in their history that the candidates 

come clean on the economy 
'We're the bosses' he said -We 

what we wanthave to tell them 
toSorry. Allen, but they don't seem 


be listening
 

William R 	 Neikirk is a senior 'i 

er for the Chicago Tribune based 

in Washington 
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THE EdUDGET 

Senate Yields to President
 
On Size of Defense Cuts
 
$1.5 trillion budget resolution headed for conference; 

House version would hit defense harder 

U nable to use defense savings 
for anything but deficit reduc-
tion, the Senate yielded to 

worries about job loss and a rapid de.-E 
lense build-down, and decided to stick 
with President Bush's moderate de­
fense cuts for fiscal 1993. 

Senators approved a fiscal 1993 bud-
get resolution (H Con Res 287) on April 
10 that included $281.0 billion in dis-
cretionary spending authority for de-
fense. The vote was 54.35. With their 
horizons sharply constricted by budget 

rules and election-year politics, senators 
barely touched the other four-fifths of 
the $1.5 trillion federal budget. 

The decisive vote on defense came 
April 9, when theSenate rejected,45-50. 
an amendment by Jim Exon, D-Neb., 
that would have roughly doubled 
Bush's defense cuts. Exon's defeat con-
tinued a pattern that has developed on 
defense-related votes in both the House 
and the Senate this year. In this case, a 
nearly solid bloc of Republicans joined 
with 13 Democrats to hold the line. 
warning that deeper cuts would 
threaten both hometown defense jobs 
and national security. (Vote 69, p 975) 

The Senate regolution will now 
have to be reconciled with a House-
passed measure that contains deeper 
defense cuts. 

Bush's proposal, as re-estimated 
and approved in the Senate budget 
reso',.tion, would cut the 1993 defense 
bud )y about $8 billion in spending 
autnority and $5.3 billion in outlays 
below caps set by the 1990 budget 
summit. Thore cuts would put dis-
cretionary defense spending authority 
at $281 billion and actual spending at 
$291.5 billion, 

Despite a lengthy debate, the Sen-
ate sidestepped efforts to change po-
litically sensitive mandatory spending 
programs, which make up more than 
half of federal spending. 

And save for the defense debate and 

Bit George lager 

_ 
3 T 

BOX S C 0 RE 

Bill: H Con Res 287 - fiscal 1993 
budget resolution. 
Latest action: Senate approved, 
54-35. on April 10. 

Next Nkely action: House-Stnate 
conferince. 
Refoeeme,: Serate commiztee, 
Weekly Report, p. 867; Aouse 
passage :. 523; House Budget 
Committee, p. 457; paace 
dividend, pp. 479, 394; Bush's 
budet, p. 217. 

a largely symbolic move to cut legisla-
tive and executive branch spending by 
25 percent over the next two years, the 
Senate resolution would make only 
minor modifications to the one-third 
of the budget devoted to discretionary 
spending. Budget Committee Chair-
man Jim Sasser, D-Tenn., conceded 
when his committee was considering 
the measure that Congress is likely to 
spend as much as budget rules allow 
for domestic appropriations, despite 
the budget resolution's attempt to cut 
that spending back slightly, 

With both the House and Senate 
having failed in the last three weeks to 
change budget rules to permit the 
shift of defense money to domestic 
appropriations, neither chamber's 
budget makes aviy of the sweeping 
changes m..ny members expected in 
the wake of the collapse of the Soviet 
Union last year. 

Congressional budget-drafters ap-
pear resigned to waiting until after 
this year's presidential elections to 

make wholesale changes to the 199(0 
budget summit agreement. But in four 
days of debate on the budget, the Sen­
ate provided a preview of the difficul­
ties Congress will have. 

EMtlti~ t Caps Dobated 
Debate on the final day centered 

on a bitterly con'roversial amendment 
by Budget Commawt.e ranking Repub­
lican Pete V. Domenici of Nw Mexico 
to cap spending for entitk-ment pro­
grams such as Medicare. Medicaid, 

farm subsidies and food stamps. 
While virtually all sides agree that 

limiting entitlement spending is criti­
cal to gettirg control of the deficit 
there is no consensus on how to do 'i 
The plan, sponsored by Domenici 
Armed Services Chairman Sam Nunn 
D-Ga., Warren B. Rudman, R-N.H. 
and Charles S. Robb, D-Va.. tracks e 
proposal first aired in Bush's 1993 bud. 
get and pushed since then by Whitf 
House budget director Richard G 
Darman. 

As modified by Domenici and oth, 
ers, the plan would impose a cap on al 
mandatory spending, except for Socia 
Security and interest on the debt, be 
ginning in 1994. The cap would allov 
for increases to accommodate popula 
tion growth, inflation and an addi 
tional factor that would start at 2 per 
cent in 1994 and fall to zero by 1997 
Any violation would presumably trig 
ger unspecified, scross-the-board cut! 
in all non-exempted entitlements, al 
though that process would have to bi 
determined by subsequent legislation 

Domenici said the plan was thi 
only way to constrain out-of-contro 
entitlement spending that threaten! 
the nr.ion with bunkruptcy. 

But critics warned that cappirg en 
titlements would harm elderly anc 
needy Americans who depend on sucl 
programs for survival. "They're in herq 
trying to chisel down what's left of th4 
programs that help the people in thii 
country who rely on that kind of help,' 
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said Donald W. Riegle Jr., D-Mich. 
Opponents argued that the realFiscal 1993 Budget Resolution problem israpid growth in Medicare 

and Medicaid, and the real solution is 
(In Wholkms ofrdoular, weals may not add due tW l) c)omprehensive health-care reform that 

constrains costs. Countepd Domenici:bult', asse Ponu Penm "You will never get cost containment
until you set a targe.' for the money that 

ti.. Osaw.. is available for health-care expenditures
&100 Auomy $231.0 $ 8 4 $ 274.4 $2604 by the federal government."
O'Awas22 	 2962 267.2 290.9 Domenici withdrew the amendmentmaummn e AfW 

A 0V 19.7 19.0 after the Senate approved, 66-28, what1.4 19.0 
Outlays 17.5 16.6 17.4 16.6 promised to be the first of a series of 

ScinW Andthrit. 4 1 amendments exempting veterans and 
Outlays 17.0 16.7 162 16.3 other groups from the cap. "The hand. 

OWW writing was on the wall," said Rudman. 
det Authorlty 5. 6.1 5.9 6.0 

Outlays 	 5.0 6.5 5.4 5.4 Battle Over Defense"im Resmil'Ce 

Bude Aut"o 21.3 22.2 20.9 21.3 Debate on Exon's defense amend-
Outlays 21.0 21.5 20.6 20.9 ment illustrated the divergent ,.iews in

Apkafuu 	 the Senate on the issue of defense 
Budgtt Aufortty 16.2 16.6 16.2 16.5
Outlay 15.8 16.3 16.0 16.1 spending. Exon characterized his rider
 

Commerce a,j as a modest and reasonable attempt w
 
Budgo Autot 83.0 126 824 824 save a small amount of additional de.

Outys 75.4 15.6 75.4 75.4 tense money by leaving big-ticket weap-

T11fenportirtim
Budqt Aurwq 39.7 41.6 41.0 40.9 onsoystems such as the B-2 bomber and 
Outlays 35.2 36.0 35.4 35.2 a proposed aircraft carrier alone, in­

coaulft Daveloe stead cutting increases in procurement
Buget Auortry 	 6.2 7.6 6.9 7.4 and research and development costs for 
Outlays 	 7.0 7.3 7.1 72 

b r.W scores of smaller projects. 
B&det Authony 51.8 51.9 51.7 50.7 Th" defense budget "can be cut
Outlays 	 49.4 50.2 49.6 49.8 without pink-slipping troops by the 

104.5 1050 105.2 104.3 tens of thousands, as many in the ad. 
Outlays 103.7 104.4 104.5 104.0 ministration -'ould have Congress be-

A 	 ir lieve if we dare cut a penny below the 
Bd A ' rtV "0 9 132.4 132.2 132.2 president's numbers," Exon'said. charg.
Dota 129.2 130.5 1304 130.4 ing that arguments about job loss were 

Budget Auftrr y 1968 199.2 199.5 196.6 an "artful, emotionally charged, yet in-
Outlayt 195.0 197.0 1967 196.8 herently dishonest snow job."

SOget AuVffrWy But John H. Cha~e, R-R.I., warned 
Outla 	 36.2 306.2 36.2 306.2 that "we're dealing with human beings

VOW$" 3330o2 	 0 here." knd Ted Stevens, R-Alaska. said 

BdW Auth omy 34.8 35.5 35.3 34.7 Exon's cuts "would seriously harm our
Ouay" 	 34.4 3.3 3.0 34.7 present defense oosture" by disrupting 

Bud.t Authirety 15.8 15.3 15.2 14.6 an orderly tram ition to a peacetime
Outlays 15.9 13.3 15.3 14.8 military. "There is no way to absorb the
B.iW Ate111t 	 outlay cut in this agreement solely
Bu a n 	 13.5 13.3 12.312.6 tough procurement and R&D cost.'"

M 	 2. he said, arguing that personnel cuts 

Midget Autwny 2138 214.3 213.8 213.8 would be inevitable.
Ouay-	 213.8 214.3 213.7 213.8
owAmendments onsid d 
Budget Auhornty -0.5 .0 -2.3 -4.1 
Otys -0.4 -0.3 -3.5 -3.8 During debate on the budget reso-

Oneft Fmmeap 	 lution, the Senate also:
Bud01 Atthortry -41.5 -39.9 -Q.6 -39.9 * Approved, 94.3, an amendment by
oulyS -41.5 -3.9 -40.6 -30.9 Lloyd Bentsen, D-Texas, to impose a 

lTAtLS 60-vote point of order against any
eudge AAtortty $1,516.9 $'.,.0 U.513.0 $1,514.7 budget-resolution floor amendment 
CLOy$ 1,503.0 1.515.5 1,497.9 1,500.8 that violates the Social Security "fireFFWVW 	 1,171.2 1,173.4 1,173.4 1,173.4 wall" by raising Social Security bene. 
!1Jt 	 31.8 342.1 324.5 V27.4 fits without incresing the payroll tax. 

H"" AI~ Cmwmitlft bwima. lIM wiuni or cutting the tax 
bond I,n pm) &ohs. 102 &Wt benefits. There is a 60-vote point of 

, Z"aWa mill offiwi, em -,,, sA4/ - &no",wcwu mrW,:xy o.m,,al.w &/e,w without ',itting 

,*,, aM aurt a.-my ,d,,,u,.meiu n ,h,,t .1 nmaiw, bruren,,, order against any budget resolution 

sovms Congema Budget o ca. , Hous en Swale BUdG cowmns that comes to the floor containing a 

provision that would break the fire 
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wall, but an amendment to break the 
fire wall can be approved by a simple 
majority vote. (Vote 68, p. 975)

0 Approved, by voice vote, an 
P.mendment by John C. Danforth, R. 
Mo., expressing the sense of the Sen. 
ate that the U.S. government should 
not condone foreign trade subsidies 
that harm U.S. industries. Danforth 
said the amendmeist was intended to 
repudiate a tentative agreement by 
the U.S trade rep,'esentative to aban­
don further action on subsidies by Eu­
ropean governments to their commer­
cial aircraft consortium, Airbus 
Industrie - subsidies that Danforth 
said hurt Missouri-based aircraft 
manufacturer McDonnell Douglas. 

*Approved, by voice vote, an 
amendment by Don Nickles, R-Okla., 
to express the sense of the Senate that 
senators should approve by June 5 a 
constitutional amendment requiring a 
balanced budget. 'rhe Senate first 
voted 84-11 to approve an amendment 
by Robert C. Byrd, D-W.Va., adding a 
requirement that the president submit 
a balanced budget every year. Then 
the Senate voted 63-32 to waive a bud­
get act point of order that would have 
declared the Nickles amendment out 
of order. (Votes 71, 72, p. 980) 

* Agreed, by a vote of 36-62, not to 
waive the Budget Act to allow an 
amendment by Bill Bradley, D-N.J., 
that would have cut defense spending 
authority $7 billion below Bush's re­
quest for fiscal 1993 and split the pro­
ceeds equally between high-priority 
domestic spending programs and defi­
cit reduction. Bradley's amendment 
was then ruled out of order. (Vote 70, 
p. 975)

* Approved, by voice vote, an 
amendment by Hank Brown, R-Colo., 
to require a study of all mandaory 
spending programs, except for Social 
Security and interest on the debt, to 
determine who receives the benefits oi 
those programs.

* Tabled (killed), by a vote of 53 to 
40, an amendment by Tom Harkin, D-
Iowa, that would have cut defense 
spending authority $6 billion below 
the president's request. (Vote 73, p. 
980) 

OApproved, 52-42, an amendment 
by John Seymour, R-Calif., as further 
amended by Sasser, to reduce the con­
gressional and executive branch bud­
gets 25 percent below the 1992 level 
over the next two years. Seymour pro­
posed the reduction in Congress' bud­
get, while Sasser added the identical 
executive-branch cut on a voice vote. 
(Vote 74, p. 980) U 
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Banks? 'What Banks? 
SR.Dan Bruobaugh Jr. 

By RD Belection. 

SAN FRANtCISCO 
n 1989,there was a po,,t-,lec. 
tlon February surprise: -the 
new Dus Administration an-
nounced that It would ,eek SC 
billion to lose iscolvent sa,. 
ngs and loans 'hts is worth 

remembering because we might sei 
another post-electtion February sur-
prise. this time involving banks 

In the 19M8campaign, George Bush 
and Michael Dukakis avotded dis. 
cussing the S. & L. mess. Democrats 
had robbed themselves of the issue 
because their Congressional leaoers 
were embroled in S. & L wrongdo-
tg Saved from attack, the PR'publi 
cans relied on the Federal !ome 
IAosn Bank Board's claim that the 
cost of closing insolvent S& L.'s 
would fal well below outside esti. 
iailes. In March 19g8.the board's 
esttmate was $2. billion, well within 

Jhe capacity of Federal deposit insur-

.R Dan Brumbaugh Jr. is author of 
'.7hrilis Under Siege" and co-outhor 
f "The Future of American Bank. 

"1V 

ance. the board said But after the 

the offitial estimate rose 

and then came the 590 billion Febru. 
ary surprise 
What have the Presidential candi, 

dates said about the S.& L. and bank. 
Ing crises in 1992') Nuthing Yet, on 

tWhythe financial mess. 

March II, the Federal Dep4 sit Insur. 
ance Corporailon .in|nt vd Iht a.. 
ets in banks on its littblim list. Ihuse 

with the gtealt.inithine of liitv', 
rose from arout $4u billion in June 
1991to more than SU0Ubiliun in Janu 
ary The Ittal is t nearly 20tugiietng 
percent of bank assei ecii.il in 70 
percent of the emontlS & I indusirV 

Because the number (t problem 
banks actuall) dii pi.d whilh. 1i.l 
assets of $he iroulbi,d institutions 
soare. it is almut ceramIthat untor 
more large banks ai on the list 1 he 
Governmrtv may be contemplaiilg 

what it has Olways said might cause 

widespread financial instability: the 

failure of a big bank 
But the F.D.I.C. is playing down the 

deterioration In January. it began 
investing in a large failed bank. 
Crossland, rather than accept privaie 
takeover btds that would have meant 
higher Federal payouts Though 
couched as a plan to save taxpayers'
dollars, the strategy islikely aimed at 
postponing the day of reckoning 

aren't the Democratic cand­
d sratsing the banking Issue" The 
answer is that even if they convinced 
Americans that the Admintstration 
was responsible for the crisis. the solu. 
tion means bad news for taxpayers, 
and niocandidate wants to tell voters 
something they don't want to hear 

In December, Congress lent the 
F.D I C $70 billion, to be paid back by 
the banks There is no political mile. 
age in coming back a few months 
later and saying that more banks are 
on the verge of failure and that more 
mrney will.ltkely be needed 

Thus, the issue, as well as proposed 
reforms that would help heallhy 
banks, will probabl) lie dormant 
thrutgh the elecion. But we can't say 
we weren't warned this time U 
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Hobart Rowen 

'The Problem IsJobs' 
Since the demise of the Soviet Union, improving the weliare of the upper middle 

some Arnericant have been lookirg for an class and thewealthy, not that of the poor. 
enemy. In the past week, theriol in Lob Their priority, as was true of the Carter 
Angeles and elsewhere in America have administration, was price stability, not maxi-
shown who the enemy is. It isus. mum employment 

Our enemy Is a national failure to make Two years ago, the BrookiiiRs Insttution 
the commitment to produce the jobs, educa- put out a study called "Policy for the 
tion, shelter. and health care for blacks and Nineties," a volume in Its continuing series, 
other minorities in the same degree and "Setting National Priorities." It made the 
quality that we provide for the white majori- point that because there was no palpable 
ty evidence of direct economic crisis at home, 

But above all, the problem is jobs-dligni- the nation was able to muddle through with-
ied work without which so many black out "decisive leadership" But the Brookingm 

Americans. especally black men, lose their authors acknowledged that the problems of 
self-respect. thc' underclass were not addressed in its 

"Stagnation at the bottom of the incrme studyv, and that millions of underprivileged 
distribution, together with the poverty. dib- persons would not share in any future 
appointment, and rage of America's disad. gro~th. 
vantaged minority population, threatens our They then added. "We think thatasustained, 
social order." wrote Tom and Mary Edball in 
their brilliant book on racial polartaauon, 
Chain Reaction" 

America isreally two nations divided along 
ngd Konomic Classlnes-the privileged
who have )obsand the underclass who are 
denied hope because they were born with a 
aun of the wrong color. This ugliness has 
been festenni for a long time: Too many of 
is turned our faces away from the obvious 
and rdkaed to look at the reality of racism. 

In a1964 book on Kennedy and Johnson, I 
wrote: "Inthe midst of plenty, the world's 
moat effimt society quietly tolerated in 
island of poverty-in underdeveloped nation 
within anation asmal to those in it as the 
desiccated South of Italy or the back bush of 
Afrlica." 

That was written tn the context of the 
nation'a casual acceptance of unemployment 
from the mid1i9)5a to the early 1940 
averaging about 6 percent-ind double that 
number for blacks. The then secretary of 
labor. W. Willard Wirtz, one of the few 
officials to show concern, said at the time; 
"One of the thangs that whips us isthe 'I'm 
slriht, Jack' attitude of those who have 
jobs" 

Nothing much fis changed, asWirtz ob. 
served last week on his80th birthday. There 
are few left, he said, "who get emotional" 
about the nation's tiability to reduce unem­
poyment to,say,4 percent. the target set as 
far back as 1946. In recent years, when 
unemployment begin to slide below 6 per.
cent, the udlation'fighters at theFederal 
Peser've andelsewhere in Washington have 
swung into action to slow down the economy 

Why has the nation, all these years, been 
unable to pursue social and economic justice? 
Presidents Reagan and Bush. over an I]­
ym piriod, concetraled their attention on 

vigorous attack on Ithe problems of the under- comes from the lack of training, or from 
ciass will be possible only when the Ame ncan IoL'ncalchange. 
peoplr as a whole enjoy a nsing standard of Economic growth is badly needed. b 
living and regain their faith ihat the nation can nonuc gro, can't del with raci,h alone 
meet chalenges at home ind abroad" Kennedy believed that "anbuig tide 

Brookings had loti, of coompiny. It, estudy i, boats," but that's basically tnckJe-do% 
cited here oidy as a convenieit metaphor It) Kb. It's,plaul t1at the nation could ach 
illustrate how he conventionl wisdon, of the overall econonuc growh rate of 6 perLt 
econ.osI, esutblsu,...i ., whole r,0o pter,.nt without making adent inthe hu% uaed the 
boat. of unemployed blacks inLos Angeles an 

Conservative econonuts, alway, worry mure urban centers. 
sboV, utilation than unemployment or uiequabty The ultimate irony is that the nati 
of Incomes. Literal economists pay more aten- depera!ely need a highly educatec 
tion to income distibution But bterals, gouwi force niady up of nearly half bl,4'i
 
way back to Walter lder inthe Kennedy days, Hispanics inanother dr cade to compc 
have tended inovetetminiae the abily of other industrialized nation,. We n 
aggregate demanu to soak up unemploynent. abandon racism, or risk shattering Ihr 
and underestimate the aniouni of an-called Ica that once was the dream of the tmr 
"structural unempoynient"-the fund that parents of most of us. 
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Hity~ ~ "r~am omrr should be.Global Environment Facility tll e 

makes its debut.m 

By Mohamed T. EI-AshryY~iI n late 1990 the intenanone) com. 

murut. took unprecedented acton 
to tade global emnronmental 

ts b' t up the Global 
Faimen It wasiry (GEFI

unprecedented because GEF was 
erpresslv intended 

that it was in their own interest to help 

40 

a pas r 'u. 
,,be industri 

and developing 
countries and 
between severalternaori ninerntonael an.estiiy 

1,'h =aneo ar countries deall envir'onmenta.l 

u ut coninesrecognid 

developing countries avoid the pt,
terns of anirimental1%degadin
growth which industr countries 
themselves had followed in the p
As, such, the facilit e' be the bgn. 
rng of a new kind of Slobal endeavour 
for sustaiab)e developmen 

But GEY is already no stranger to 
contmo,.es) Some observers ee it as 
the handmaiden to a nes international 
environmenal order which recognizes
the mutual dependency of develop,
men! and environmenil protection 
Others see GEF as iding the true cul. 
prits of global destr -non-the indus. 
trialized countrief -while diverting 
resources from d.veiopment pnonties
Questions have also been raied about 
the srructure and governance of GEF 

What is GEF " 
How does 31work' 

What does t do" What is its fusur 
GEoutalho =ponalmde with 

about S billion to spend in developing 
countries for investment projects andtechnical assistance to protect the 
global envuorment and ttnsfer 
environmenta-v.berugn technologies
GEF funds ae additional to regilir
development assistance and are granu 

A guidng principle has been to 
make GEE membersup and participa.
lion in ii open to asmany countries asposble The fu ds arnprovided
posl The fd 'unds sareprovide 
maily by industrial country membersBut an, country can become a p c 
pt 1 a minmum contrbuton of 
albtut 15.5 million About 30 countries, 

t. 

half from tnt developing world, have 
poned so fa 

Co-operation oerween ierns. 
bonal agences without osat;.-.g addi-
toal bureaucracy isanother guwdsn 
pnnci.le GEF is oveseen poi .l 
the World Bank the United Nations 
Envuonment Pramme and the 
Uruied Nations Developent P-
gramme These aeno('s have selup
email urits to nge th: tacsty,. but
overhead has been kept to a modest 4n nthe

By pooeen andtheing 

apernse. the agencis have muchmore impact co ect l %than the) 

vd ulO.llyc thet 
Vibrld Bank Admirusters the falit and 
manages the investment proti-s that 
will account for about 7 pe cent of 
GEFs spending during the pilot phase,
the dose relationship between the 

o n Anlthoan 

nes has forged acommon oense worth aome 540 millon have
strwardship that has allayed fears of an benpresnted andas had been 
inbr', )ce of power among the roika ppred by eariy Febtua.

Prolecis can be proposed b, , Pilot se 
enments, GEF implementing agencies, aon-ios 

snang the aua it ,n ty of GEF 
actties by lettung meria and prion-
tes lor pro, , selection To the griet 

There is 
consensusthat GEF 
..houldbe the 
conduit orfinancingg theClicOn"ventions onl climate
chanspe'nctseandbiodiversity 

whicn are now,
in thefinalstages
ofn, 2tio. 

a'dit o all paripan, more than 50 

and non-governienitu organizations
A panel of 16 independent scientific 
advisers has broken new ground in 

Voices for Deweloprntm 
A new phase of interr­

tfiorlco-peration around 
m1r1irr ntl i s beenThe 
inaugurtedwith the establsh. 

nsuchasthe 

G Ei ronLnt ­
(GEE.Mohan1d . El-Ash 


For the pilot phase the focus is on 
global warming. ozone depletion, bio-
logical dive'nn. and the protection of 
wtemathoral weters-il problems for 
j.hich the industrialized world bean 
historic responsibility but which w'i 

ngrowwith population pressures,
urbaruzation and industruilizaiton in 
the developing world . 

lit of problems covered b 
GEF is not exhaustive. Indeed. ane ks. 
Pon from GE:'s young life is that en'. 
ronmenuiJ problems often apread
icross acontinuum o locf, naborUd, 

(E .MoaeT E ltvblosMoti&"tadainna, of GEF aplairisthe
I role ofthe' lity. 

Wtl~iwm Paci, c -chair ofthe 
InternationalNGO Task Group 
vrt legal and lnstitutional Mat-
hr3 f6r the United Natons Con-

on Entronnment and 
rPvaisraabdr. lopme/0, egrlmses iome of 

th.rioritsof al/erko no Zsun. 

and ron-goverm,ntal 
. regarding GEF 

I 

regional and global levels. Thus severalcounuse-dveloped and developing-have caed for CEF funds to deal 
with national enrvironmental problems.
auh as lack of clean water, or regional
liWgts, auch as desertification 

Those and simular needs am 
t'4n.y acute. The best mponsre, ho-
everis probably toprovide assista ce 
through existinig bilateral and mudl. 

lateral development programmes
But CEh' paiipatiusng govern-Smbrints agree that ft must supportbneficiaries' national environmental 

haonal" wotietal aon plans 
which plce c e pniorties within 
widern In hU,way GEFE canlocal
neeU whilewromotm8 
glo i on proinumo erageOWC~ quetn of coverage am of

d~scs~o onthe trnsition frorn 

the piot to GEF l Othet isues 
klude tce ton between the 
facility and future gilal environmien. 
WItconvetions, the satuof patie. 
pants. and the way decisions an Laken 

covngsFinancing new conventions? 
In the run-up to the Urited 

thions Conference on Environmen 
athe s Ce e o theid 

DevelopmetruNCEDthat GEF should. begrowing conenus . thee
groing consensu th E oudeconduit or nanci' the convn.Wins on climate change and biodiver­which are now in the final stages 

noI~n ndohrlp et 

whichcould energe (for cample or. 
forests) Provdtrhnanc would help
developig countes met their globa
Commitments under the conventions 

but a good deal more work is 
needed to determine how th. conven. 
bans would be into the facilin A cen. 
tral isue is to aoid loopholes through 
which CEF mtiht fund proects in cour. 
tries that have not sined, or arenot ir. 

,ury wit,. the conventions 
Paricipating governments are a, 

taking &dose look at their own role 
Theris a growing snte that broader 
.eresentationwould improve theL 

d~ctveness One suggestion isW 
lower the 155 million enrn fee tr 
dvelopig countries while it.troducing 
a ormul for other contributors that 
reflects their ability to pas

A'ny changes usGE! i mandate 
must retain its democratic unnons 
Countries must have a i in decuton­
making without aipplnf the faciltn 
with msao-managmen and constant 

otiation. and other agmients 

thot Mo goraisments i.e thanebest approach is, consensua onewith recourse to some form of maonr, 
'ing only asa lat resort If all these 
thoughts become reality GEE wil bte 
new model lor promoon closer inter. 
nrtinal co-opteranon, more ellective 
glob enviroeuwental protectin, and~ development~ eo m n at 

, , 

da . a .fw ccr U. an-
I.w tr G =ydel 1v 

jmw" "s P nowo,,,inr 

march-april 1992 development frum
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Environmental and Energy Study Institute
 

PrepCom 4 Adopts Draft Declaration of Principles for Rio Summit
 

Despite unresolved differ-
ences on several points, the final 
UNCED PrepCom agreed early 
in the morning of April 4 to send 
a draft 'Rio Declaration on Envi-
ronment and Development" 
withoutbrackets, totheRioCon-
ference for further negotiation 
and final approval by govern-
ments. The Rio Declaration, 
formerly known as the 'Earth 
Charter,' is a set of principles io 
guide states in regard to sustairt-
able development. 

PrepCom Chairman Tommy 
Koh prevailed on all delegations 
except Israel to agree to this un-
usual procedure by promising 
that further negotiations on the 
document would take place in 
Rio. Several delegations con-
fu-med that tbey did not accept 
one or raore paragraphs of the 
draft. Israel objected to a para-
graph on protection of the 
environment and natural re-
sources of 'people under 
oppression, domination and oc-
cupation,' inserted in the text at 
the insistence ofArab states, and 
refused to go along with Koh's 
proposal. 

The draft declaration embod-
ies most of what the developing 
countries wanted regarding de-
veloped country responsibilities 
for bringing about sustainable 
development. It urges 3tates to 
"reduce and eliminate 

unsustainable patterns of pro-
duction and consumption' and 
acknowledges the 'common but 
dfferentiLted responibilities'of 
states. It refers to the "cpecil 
responbilityofdeveloped wun-
tries 'in view of the pressures 
theirsocietiesplaceontheglobal 
environment and ofthe technolo-
gies and financial resou~rims they 
command.' The United States 

indicated at the final plenary that it 
still objected to that language, as 
well as other principles. 

The draft urges "national au-
thorities' to "endeavor to promote 
the internalization of environmen-
tal cot" and calls on states to 
"recognize and duly support* the 
interests of indigenous people and 
enable them to participate effec-

The draft 
declaration 
refers to ME 

"special 

responsibility" of 
developed 

countries "in 
view of the 

pressures their 

societiesplace 
on the global 

environment and 
of the 

technologiesand 

financial 
resourcesthey 

command." 

tively in sustainable development. 
A key North-South compromise in 
the final text was to link the "right 
to development'-- formerly oppos.ed 
by the United States -- with meet-
ing the 'developmental and 
environmentalneedsofpresentand 
future generations.' The formula-
tion thus brought the concept of a 
"rightto development' intoline with 
sustainable development. 

The negotiations on the dec­
laration were the focal point for 
qnotional North-South issues at 
the final PrepCom. The text 
drafted by the G77 served as the 
basis of negotiations for most of 
the discussions. Itwascriticized 
by most developed countries for 
lacking balance between envi­
ronment and development and 
for imputing guilt to developed 
countries in global environmen­
tal degradation. 

One of the biggest pointa of 
contention was a proposal b c.he 
G77, that identified 
unsustainable consumption pat­
terns, particularly in industrial 
countries, as the 'main cause of 
the continuing deterioration of 
the global environment." That 
statement was ultimately 
dropped from the text. A sepa­
rate paragraph blaming most of 
the world's pollution on the de­
veloped countries also was 
deleted. 

The United States, the Euro­
pean Community, Canada and 
Australia also objected to a para­
graph on the responsibility of 
states for environmental dam­
age caused by weapons of mass 
destruction. The pargraph was 
ultimately changed simply to 
urge respect for international law 
providing protection for the en­
vironmert in times of armed 
conflict. 

When negotiations on the 
G77 draft n the 'contact group* 
broke down April 1, Conference 
Chair Tommy Koh stepped in to 
create a 16-Datioa drafting gr-oup 
under Indian and Norwegian co­
chairs. Theco-chairsthemselves 
drear up a new draft which be­
came the text conditionally 
approved for Rio. 

2 
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PrepCom 4 Forwards Agenda 21 to Rio;
 
Many Ambitious Proposals Are Blocked
 

Despite media reports that the 
UNCED PrepCom had collapsed 
over financial resources, Prep-om 
4 adopted all the remaining chap-
ters of Agenda 21 at its fini.1 plenary 
April 3-4, sending them to t-he Rio 
conference in June for final ap-
proval. 

The result isa package of 29 
documents that represents a mod-
eat advance rather than a major 
leap toward the intsgratin of envi-
ronment and d.velopment. Y'oth 
developing sd developed countries 
blocked more ambitious initiatives 
that were perceived as contrary to 
their national interests. 

Many ofthe chapters of Agenda 
21, the non-binding agreement on 
national and international actions 
on environment and development, 
still reflect unresolved issues and 
contain little concrete innovation 
in national and international poli­
cies. But they also contain a number 
of useful tools for developing a 
North-South partnership for sus­
tainable development, including the 
possibility of a U.N. Commission on 
Sustainable Development that 
could be a focal point for monitoring 
and reporting on implementation 
of the agenda. 

& Agend 21. pop 5 

\V:
 



Agenda ZL wan , from ftun pe 
7e Chapter on poverty, con-

su .ption and demographic 
dynamics has none of the targets 
for nrducing global poverty that 
were in the secretariat draft for 
PrepCom 4. It says that developed
countries 'should take the lead" in 
achieving sustainable conaumption 
pattein but does not indizate what 
Lpecific actions they should take., 
Allcountries are urged to carry out 
research onsutaintble patterns of 
consumption, develop a policy 
framework to encourage wore sua-
tainable patterns of production and 
consumption and improve price aig-
nals through environmen'tal 
charges and taxes. But China in. 
siated on the qualifier 'in light of 
country-specific conditions' on the 
latter. Policies-andactionprograms 
on population are urged only 'where 
appropriate' - #nother qualifier 
added to Agenda 21 texts in many 
pla"-bystates who wished to avoid 
commitment to the proposal. 

The chapter on international 
policy for accelerated development 
urges market-oriented macroeco-
nomic reforms in developing 

countries but offers no new initia-

tives on commercia] debt or finance 

by developea countries, 


The chapter on atmosphere rec. 

ommends pricing policies to 
discourage fuel-inefficient vehicles 
and encourage research on how to 
incorporate the social costs of envi-
ronmental impacts of industrial 
production and the disposal of 
wastes into the prices of final prod-
ucts. The entire chapter, including 
the section on ozone protection, was 
put in bracket. by Arab oil-produc-
ing states, but the Rio conference is 
expected to adopt it anyway. 

The paper on 'Strengthening 
the Role of Major Groups' calls for 
national strategiea for eliminating 

obstacles to women's full participa-
t/on in sustainable developinent by 
the year 2000 and the establish-
ment by the year 1995 of 
mechanisms at national, regional 
and international levels to "assess 
the implementation and impact of 
development and environmont poli-
cies and programs on women and 
ensure their contributions and ben. 
efits.' It also calls for measures to 
ensure that women have equal
rights wiLh men in decidng 'the 
number And spacing of their chil-
dren." 

The chapter on institutions of-
feis two options for a follow-up
mechanism to UNCED. One is a 
proposal for a revived ECOSOC (the 
Economic and Social Criuncil), 
which would include monitoring 
-progress in the implementation of 
Agenda 21 among its functions. The 
other option is a Commission on 
Sustainable Development under 
ECOSOC which would monitor 
Agenda 21 implementation and 
other activities related to integra-
tion of environment and 
development. Such a commission, 
with a limited membership chosen 
by the General Assembly, would 
provide maximum acces for non-
governmental organizations 
(NGOs) interested in pursuing the 
implementation of Agenda 21 in 
their own countries. The commis-
sion proposal, by the Netherlands, 
was support3d by the NGO work-
ing group on institutions at the 

TPepCom. 
The paragraph on government 

plans for implementation ofAgenda 
21 says that states "shouldconsider 
the preparation of national action 
p!ans" for implementation of 
Agenda 21, thun leaving it to their 
discretion. Laiguage specifying 
that reporb on progress in imple-

6
 

mentation of Agenda 21 would be 
'provided perio4ically" to an inter­
national institution was put in 
brackets (i.e., was objected to) by 
Brazil. The G77 decided to water 
down references to plans and re­
ports because of the lack of 
commitment by developed countries 
to new funding for Agenda 21, ac­
cording to well-informed sources. 

The tec.hnology transfer nego­
tiations could reachnot any 
agreement on some ofthe most fun. 
damental issues. Even the title of 
the chapter as adopted includes four 
alternatives in brackets. The most 
important proposed actions for 
transfer of environmentally sound 
technologies, including provision of 
financial resources to developing 
w'untries for their acquisition, were 
placed in brackets by developed 
countries. A U.S. proposal for 're­
gional clearinghouses" to 
disseminate information on avail. 
able technologies was agreed to, but 
it involves only existing informa. 
tion systems and promises no 
informilfion not already available. 

The chapter on biodiversity 
urges: 1) fictions to promote tradi­
tional methods of agriculture, 
forestry and wildlife management 
that maintain or increase 
biodivervity, and 2) the introduc. 
tion of 'appropriate environmental 
impact assessment procedures' for 
projects that could affect biological 
diversity. A paragraph on the pro. 
motion of 'fair and equitable* 
sharing of the benefits from indig. 
enous and local communities' 
traditional knowledge and practices 
was underzrined when the United 
States put 'fair aud equitable' Li 
brackets. 

TheMay issue ofEarthSummit 
Updatewill report on otherAgenda 
21 iiases. 
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Pi--rer nations argud'uthat ie. indit.. 
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Earth Summit _. 
j o'We are confronted not withIs just a Ruse to pure science but with highly 

politicized findings.'Rob the Rich "_____'"
 
ecolog)." says Fred Singer. direcior ofith'
Science and Environmental Policy Proj.t

a Blaming the West for Third InWashington 
World pollution is extortion; There's a question whether ihe conforence hil, 4ln) scientific bast, at all 1Jn, 

Bush should stay home. environmental scare th t ha. car.r,! 
most attention is global warminp sup,,-­

resident Bush is under consiOrr.h , . edl) induced by the increase of rdrb.r. 
preuure toattend the United lrll dioxide and other "rreenhouse ga(,. " hi

sponsored Earth Summit in Brazil earl- i,, fact. there has bern an increase of U'.
 
June He should pluck up the courage it, degree centigrade since 1a9 A sur%'.e of
 
say no, even if some of the pressure Is U S atmospheric scientists found no.t,:,
 
comng from within his own Admimtra sensus about the caust of Ih(.sght

lion. notahly from Wilhamr He'lltv. the hi-a-l warming" Since 1940 i wher the.c.,rbui,
 
of the Environmental Protection Agent dioxide increase began I there hat trn v,
 

It is estimated that the conference .il! global warming at all Protecied timlpei.,
 
bnng representatives of I60 counlries nlnI ture increases in thr hear: aihtad ljo I,at:
 
maybe 40.000 participants io "jx i
Brazi1: scientific basts. and the slight intr,-- th 

payers will be picking up the t.b one l., might have occurred car b(- vii I.,
 
or another To the National Audtb,. beneficial "itwould inirta-,o nighitlot 
Societv this kill to.-the most Imporlian temperatures causing few,(frosL an! . 
meettng in thr histor% of mankind- M.,,u longer grow ing scasor,. and also in t.-, 
rce Strong, a conference organrzer anlit precipitation - sa)sSinger 

senior U N offirial Iron. Canada. sas. th.. Not so long ago we were being wr., 
the conference is tIN last charice to .,s :; about global cooling This alllitloh : 
"the environmeitdi .risi which thrtvl.- alert us that we art.coifrolled nl will 
the collopse of it' pIat)it pure science but with hight plolt tii ,i:io 


Some envru~nicnIalIs revall) do wan: i findings, a form of activit% that give-s flow
 
cleantr en.iiruneteit Othiers -and ine. meaning to the phr se ;nhlltic'.
soit ls 

t
wil; be running the show at It , , It.. All o imis might be harmli,,s enudg i
remake the worid Presidenti iu~t p.,er view',.d is an academic citert ise u.ot ih 
into their hards w hr,ht,s.., itwar A - I- rush to impose glotbal rguhlatli oo.j-0 
be the 'environmental Presidei,: N. r have a serious imp|)rot on the worll et -,., 
has a choice or , tt my. especiall) on the standard of l'.lllr'hit, tor DriauriI, 
unnecessary 1,th =e;or l.to at ,,r If the Third World countric" whose g-ietr,
 
being indifflt r(.;i. . iho C:, runr'iotw merts irather than phlo hs i I Io
l I,, t, 

Within th( Ln i Stat,, ttirr,art I(. beneficianesof reparation pia,mnnt­
severe en%ironnirtal ii.l :r- 'Ir.- These Third World leaders wonil, o-1,i
that duexist .ire mostl tri-dito 1,. , r:, O,, without the accomp.jnying capitah i. -.

ment po.lt rather Ihtin pritri huos ,,t.. Fred Smith ol the Competitive Knirlit
 
Agricultural liric( bupp,,itbaliii vrr, l Institute. an ouuisoken critic of the (f, I
 

t l hprices have eitourageld thi taisti us. of ence But as long as thes arte unw lil I., 

water in th(W estfur ex niple. reform their political inillUithloin- .,' 4. far the niout scruu- m rurnt.. ticular by establishing pri al, PrOloet
 
problems are in "'hird ,uri'uj and the rule of lav-the itwill colt, IMttlV ,
 found i.nI 

former communist cuUnir 4',Hi tho ui,: doom their sub)e"t:,
to imploetih'l li,'
 
derlving purpose of the Lunfoe'ti, A within polluted eiiiroonmeni' SiltlA Ito,..!!
,I. u, 
to blare( the " esi forthe world spulluiot landscapes Giving them mone., wil ol, 
The est ha. mut tf thi ti,,,i:i,, postpone the needed reforms 
growlt. and pi,ilutit., 05 pro,.,r,h, I, President Bush seems to uneil'.'i 
growth. run th spoil ituu .rguniti : none of this He iccepts the effirr v of*,..' 

Therefore we should irnloi limit, or. ,.r without question. and he has st,, 
own growth It "stalotliig rorergi 00- capitulated in principle if not let -A1.1 
reducing carton ltlit" 2 huge amocntl makinpoutput tI , .r dollar hy toko: 
mort Lving the consumption of e'iw. contributions to the U N baodig o-oIl, , 
and putting theproceeds intoa fund Ih. extract reacurces from Western Ijxlasti ­
will be transferred Iti the Third %,rid ush should say nto to the Ho iiio'ii',, 

The, rcdiirtitojru -I ap.,n,., otll turn the ensuing uproar against hn- of I.. 
Ii, the lITl7, unt, ti, rut - to it . i, political opponenots who trs tm cialii.U.-'. 
Intermiattonai Economic ur'ir W"vt.r:r,; it and pay altenitoit to mar, t e'iil.
 
countries ereartt used tofi ritlwri0ll .it. .: problems at home
 
by way of reparatin, cash traisfl r . I,
 
sought "rird W.id kepto ra. l,.,.*
 
view the I' N conife nrt as Ih t i. I. Ton Peth.rUis a tissiling l1o1t oi I- , 

t, ,I 


reconstitute this scheme urider Int , rOf Hoolver1 Illinluon 
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Earth Summnit Traps 
Beware ofadmirable goals being represented as Third.96rldrights.

Prepirations have stepped up for the 
"Eanh Summi' of the United Nations Con.ference on Environment and Development 
UNCED. scheduled for Rio 


Jele And a breakthrouh ofn s oflicCUrred 

earier th1s month, when, after five weeks of 

­

iacussin , the 160 countres nc Prss,,ng 

in the Preparatory Conference (Prrp onT 
" U' tNJargon) accepted Ch Tommy 

hasdrt declaration. 
Koh. an extremely able dtplcmat from 

­

(UNCD).schduldJaeirJaneurre frRo d t e o inObvaou'* 

Singapore. reduced a 1.000-page global 
agenda to 27 s iple "principes" to whtch so 'rM 
country raised 'roU objectnns 

Western media have almost all treated 

UNCED preparations asd they posed two 

Imponant questions for developed 
 coun. 
true: How to dealwLh the demand to cut 
energy consumption to stabilize carbon di. 
lode output AM how much money should 

*"lv~oped countres offer as an annual in. 
,entwe to secure Thrd World cooperation 
Cein t " -3 bi , 6 W. 
bon. $15 billion or 6125 biln?

But the draft declaration adopted at the
TrePCwi* is not duefly concerned m.aththe 
.anvaot.menual ilsue that dominate, . 

media discusso of the Rio summit. 
' decLaatin a ds specific ques. 
ofu, policy andO environmental instead 

mfuifa brefly key elements of the Third
World eleoloM that Ias donuated
•Nonh/SOuth Meotations for two deca-,es. 

It deal with Justice between rich And 
Pno natios.Itskey im~a'itanaldte.veolalopmt."
1v7 a deveopedwhi inmn a Repormooran sretchesthe 

and blends selected environmental ,.ues
with an extremely bead conception of "de. 
Owelment to wic all have a 

"Wt" 


that lonks a putalau elivironmuntul doc. 
o to orld ait hI for redistribution 
StenwU.N.b -dstratgy lot ejurut. 

The doctrine of 
"sustained 
deelopment" e ks 


seeksonmrn 
re"cale resurce 


transfersfrom the 
developed world and is 
not much concernedwith economicgrmvth. 

According to the drat. t e weed, Of 
leseivtpebe countri est 

aiety because they S vous 

The oblaatliona of the dewlope om. 
tre ar heaviest bl"uM tkoe countries
' specialPressures n the global env. 

s1ay foihn it-~~ut U.N-heePorm of ~ ~~ ~ ~ ~ ~ ~ r Aant Aew commandug olcialMnturlty andAte. 
a utra prnta pro" ction eenop-
aent." btt t ofly s p . Erabml 
poVery t ater mitsonlaable rtu:re 

Ment for ustainable deelopent," the 
*aft says So are deTreasing elqu 
wealth And r iSing bmg slandds forthe 
Iaority of the world's peope

As usuai in such enterprises. gols are 
psented as rights. 'Allhuman beings are 
eftitled to Aheali and productive lile in 

rmony with ature. principle No I 
States. 

0 I 

large finanul and tc gc ruc e. 
The developed countries, therefore, should 
knit Production and consumption, share the 
neweft tachn-oMo . adopt envinronmental 

legislation such as a imit on enery con. 
aumton and urnx6sc.ftil that less should be 
asked Of less-developed countries 

Wonen. youths, indigenous people. (who-
ever L.ey are-one doubts they include in. lono the Old Wor eOrd e 
dienomis Celts or Saxorj) have -pecall,' pemed in t ph Oldai i­and rr
vital rues i achieving austainle develop- t mm. There no reao Mutment.'So do pe under noppre vP,doM M e ilb r t . here leorumd 
uo n ard occ tpa jon."wh o eve r they Are . ..m l "-91q .L t ,,nI 

War is not helpful to austiumable develop. 

Met." t drat noM and shoul be avf. 
the draft declaration restate.,the idology of the New International Eco-

Vianic Order adopted by the U.N. General 
Asaembly M 1974. the sea-bed mining pro­
vismons of the Law of the Sea Treat) (in
which Tommy Koh also played a crucial 
role) and various "conzumer codes' of the 
lae 1970s that sought to subpect transna­
t1101ll corporatons to punitive international 
reultions
 

Wtok, assurivs thatthe Third 
Wotid hs mt.Jy nights and the developed 
worid mainly obleioni. It seeks large.
scale resource transfers as an answer to 
P'verty and is Motmuch concerned with 
ecoomic growth. It asawnes that wterg 
ona oganuatms he a right to reg,,te
 

Itrnatona i a ri s tVicrl's goods. 

It evnces little concern that the interrf.­
t Or iue' in WrI'ch it propoe U 
vM great Power lack the technical exper­ha eqie to makhe OrwNdaenta offered 
toh ticpentthe Prorams promoted.
The t teng rA to propmote 
ptin o LbereLopmenn 

a o oftarar#oreth, enreori
 
t ap-li-buyciew, a
aa ter-tctsc e. 
cOwz adpto of goal And time tables
 
at RiO. ith Milementaton, momntoriffd
0Chanc to MeW details cor j later
 

As usual. lis Uitgd 5",ates a ieciaDy 
tar1ted. eve thotirh other detvlopedCountrie auire Many 0(th same concernisAbout cog, and expenve re 't that 

may not plove aentwrill y warranted or
 
comitible with needed le 
 ls of economicgrowth. For exalPle, the Ewoan Corn­to crb "Vwen 

Pace have ben ewi,-d at recentatys m the face of merher-.te oppooituin 
Md fool-dragm. 

Where will Itall l 
Will George bush attend the Rio immit? 

Wi alisle Malmeuut Mi"oh IFracti
itterand Dosit mrer? 

in (act. it does not matter much. What 
matters is whether Americ,,n representa.
11M and those ofOther voped cotmru es 

sign on to a declratron smentaminsmany
'Pri."that are mcomstble, with thenI feel ornaui tha Pr.edeexperecice And interests Eh-WI 

Ioeds e UN. PreAiden 6lybun 
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The State of the Union - an Opportunity Missed
 
I entliP..'4)rbuii. - inn-lwsatin.+ 11dl centur. Is a p.l *"that begii+ t1 tli gil ltianig Ill.llil.1 ,Il "
 
p ridotI Hpai b ti ring %trtv tl l is ti t'lliit. ana) (rontIw' d p.itdi .e and llihicpuUUtions th, i, i. , -:I..i. 

J y D. iirsi'e.mlni! eny A.it s e .on flJ luel, t4sld r rtnw ~l hi.',i " 
(tnr'hiifi I l,.ti.ht- art. al)l!i Ti, preidt'ni vn fPro., r Vlni,,ilh i,Ltg .-p.ke- g-.k gh If big pi, rt a + i-

these l. s .. L- A d lr. '%fihof ,lapa rat. Firt, trad" marIev it'll(. P.ir t im r.,.h ,-s effit inft- va..' %I ar, o,ti 
EORGE B1 SH - t,..d iiviu. i nst,gud- I-pr.,ihii.d wlith half tlitol. fierpImii'llalliltgreat tbceiflt Irretrics. unpr,, cdlt-it.d gh~l,.,'e. ,..i ' 
lii. en'uonmei: in hi Stat of er* npded ts.IL Anierirtal equiaJ(,rltatbleenwriftiti (,t, dmirag. I,s-winails stres,- is thai past *li.i soditsi+,
ti Union addrt.,, ilt on' till.Thai same unit of geuod., from Japan i, certain if fulurn free.tradt agretnllet'lL- Vill-ed Ifitniseot-s, thalIri niri,1it.ni i1: 

,
dtrnunes his claitn to I..th "ens'riol mad %-lthIon,' .ifli of tht bprodu I ('oniiiU- pat.,patirt, Of unrest rnlt'd lnd th, t "%e l i d (1:iu'u ,r 'iuti, 
mental president ' but 

i 
als. bode. W11for waste that add t li cCostof IL'Aier- dra'iAdolis.. on natural rebourete Based ,isibt Tie) arte not Tit. dtiilvt.I, dild 
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GLOBAL WARMING CAUSES POLITICAL HEAT
 
BY MAKA L KZ 

A l atime when domestic and intema-
nional pressure, are incredsing for 
ihe White House to support stro.-

ger measures to curh global Aarming. the 
Bush Administration is tr3,ng to figure 
out ho, to keep environmentalists and 
foreign crnitc at ba', %hile not adopting 

government controls that corporate 
America could ponrhy as damaging to the 
shakN U.S. econom%. 

With the Jtne U.N. environmental 
summit in Rio de 
Janeiro fast approach-
ing. foreign leaders, 

Congress and the environmental commu-
nitare turning up the heat in an effort to 

persuade President Bush to attend thL 
conference and to agree to Europ d,n 
proposals to freeze nationil .arbn di,, 
ide emissions al I19Y) lesel, b\ the c& 
20w. 

But top Administration oftiWjl- areu. 
that tough carbon dio\idc cmi-,in cut, 
could disrupt the U.S. and th,. ".rld 
economies. 

NATIONAL JOURNA. 1: : 881 
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In December. %hen former White negotiating session. European Communi- Man%environmentalists, who support 

House chief of staff John H. Sununu. who ty environmental commissioner Carlo the Waxman bill, accuse the Admin-
Ripa di Meana accused the White House istration of trying to bull%other industrial­favored a stand-tough position at the 

global warming ncgotiations. resigned. of caving in to pressure from U.S. indus- ized countries to accept the wcakl.'r L.S 

environmentalists hoped Bush Aould try. khich opposes tougher carbon diox- position on giobal warming. -So fir. 

back stronger carbon dioxide control ide controls. Di Meana. quoted in The they've been content to sit back and pli. 
measures. But Sununu's replacement. Nem York Times. said the U.S position on this last-minute game and hope the re' 01 

the %worldwill kowtos to their ridiculou,-Samuel K. Skinner, and White House global %arming %xas"an attack on the ver% 

domestic affairs ccunselor Clayton K. hean of the Rio conference." weak argumesits." said Daniel F. B.ckr.
 
Yeutte: are sticking with past poposals As the White House s:ruggles with the Sierra Club encrg. dircctor.
 
under which each countr ssould dras, up international criticism. Congress ha- Will Bush attend the Rio surnmit"
 
broad plans for lo ,.'ring ssarming gas launched its osn attack. On April 2. Rep. Yeuter said on March 27 that the Pr',!­
emissions. without comrnittine the Henr%A. Waxman. D-Calif.. chairman of dent %%ill bc there onl-, if thL mCCI.tine
 

nations to specific targets or deadhnes the Enerp, and Commerce Subcommit- promises to be productise "
 
(For more on the pohu.n of glohal harn- tec on Health and thc En, ironment. Other Administration official, prisatels
 
ing see N. 2 6 Q:. p 319 1 introduced legislation that would man- sa\ that means tha; Bush ma noi sh,,k
 

To press U.3. and Western Europcan date a freeze on national carbon dioxide up if the United St tes and the Eurt,­
officials to settle theii differences oser a emission, peans are still at odds Thes no-v. hos .­

global warming treats. gmoernment reprL- Tht legisation. shih is designed to bi: er. thai Bush is the onl] Group of Sc,.n 
sentatives of the ssorld's indus:ria! coun- ttached to the House omnibus energ\ leader \,\ho is not committed to attend ihL 
tnes are holding an Organization for Ect- bill. has more tnan 1001co-sponsors. in- environmental meeting 
nomi, Cooperation and Dchelopment cluding si\ committee chairmen Notahl% The Earth Summit present, a crith.i 
(OECD) meetini on April I' in Pri,. absent from the list is F.ier(.. Committee environmental decision for Bush. partlcu. 
The Paris-based group consist, of 24 chairman John D. Dingell. D-Mich larl, in an election \ea:. notd A j.r 
industrialized nations. including \\ estern The eneroe bill is exp.cted to go to the Meer. chimate change and en.r. pli-, 
Europe. the United States and Japan House floor in Max. shortl% before the director for the Union of Concerned Sj-

The session is planned to hammer out June 2 conlerenc' in Brazil. "'A c want to entists. "If he Joesn't chance hi' position. 
an OECD position on 21o0hl ssarmin: send a sen strong message to th, Bush but goes ans a%. he'll be cr t cze'd b 

before the last set ot L'.< treat) ne:,tij- Adininistration and also to the net.ia- other korld leaders for sabotio-in., th. 
tions. scheduled to bein on April 30 in tots from other rountr,,-s that Congress world treats." Meser said "If he doe.,nt 
Ne" York CtT\ doesn't shar, the Administraton's posi- go. he'll take a beating in the ssorld and 

But had blood remains betsseen L'.S tron on plohal %arming." a Health sub- U.S. press for not being an ens ironment.l 
and European officials. Aftet a Marcl committ e staff aide said leader'" N 
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JessicaMathews 

Tiny Steps Toward a Greenhouse Treaty
 
R.ather than bear the blame for the 

failure of international negotitiuons to 
slow lal warming, the Bush adnmn-
bzutuom blnked Lastweek. At nearly 
the last minute, the United States 
turned the staBlld United Nations 
tals.a from gloom to hope by announc-
ing that tt would voluntarily adopt 
metof measures to imnuteimnmi of 
gee ouse gases. 

Europe his been pushing hard for 
m agreement that would require the 
developed countries to stabilize their 
emsaicns of carbon dioxide, the chief 
preenhouse gas. at 1990 levels by the 

pe d uch 'targets n tdman 

But while the administrAton able. will at last acknowledge that there are
Do. t ready to sa ath ovemzstrall 
not yet ready to say wzt Le overa 
ect t4 its lamataoio measures would 
be, the chief U.S. ne,outor opined 
that it wcild 'compare favorablf 
uth the European target. 

In effect, the admirnistratboo has 
inund a way to reverse is Ioit. on 
while cintairig that it 4a, not 
changed at all. The l..ely a5crtuJo 

nld by last week's surprist a-
oaiocement goes like this The fist 

step is to clcaualte optmist.ic asses-
inerts of the effects of the various 
t.taaes. which are a medley of long -
standing programs and recen' comit-
merits in transportation and energy 
leislatison. tert. factor Lnlower pru-
jected GNP growth and, voila. instead 
of the 13 percent increase in carbon 
diaxde emissions predicted in last 

year's National Energy S rategy, 
emissions are stabilized, or close to it. 

Washington Will then be able to 
negotiate a deal among the OECD 
countries, not to stbilze emilwons (a 
still unacceptable target') but to 
adopt a set of measures that would 
stabilize emissions Neat. 

This happy outcome is not a fore-
gone conclusion. Energy producers, 
ltd by the coal industry, will lobby 
hard against at.So will extreme right-
wingers, who view any international 
agreement a.r the first step down a 
slippery slope to world federalism 
The admuiustration itself is deeply di-
vided internally. Bt there is t least a 

fighting chance that the White House 

lUngs the United States can do to 
bmit its fossil fuel use at little or no 
cost. The measures themselves are 
modest. The significance of the policy 
shift, itft holds up. is substantial 

The administration's other an-
nouncement, that at would contribute 
$75 million toward helping the devel, 
oping cotunnes deal with global 
warming. is in the ume ven It is 
clearly intended to meet those coun-
tries' demand that an international 
agreement provide additional financ-
ing. which Washington has opposed. 
But the announcement was purpose-
fully murky as to whether the $75 
million as"new" money or funds shilt. 
ed from other accounts, so the U.S. 
stance is officially unchanged. 

The new policy stems an part from 

John S nunu's departure. It owe 
something as weUto Lau month's news 
of greater ozone Iom in the Northern 
Hemisphere. which was a sobering re-
minder of the potential costs of deay 
when dealing with gases that last for 
more than a century anthe atmosphere. 

More important was the recent dis-
covery that chlorofluorocarbons. rath-
er than being a major contributor to 
global warming. may have no net 
greenhouse effect (because the ozone 
loss they cause creates an offsetting 
cooling). Since getting rid of CFCs no 
longer helps slow the greenhouse
trend, the administration as now
 
forced to confront the biggest green-


aousegas. carbon dioxidi 
Bush well knows from his 1988 

Boston Harbor attack on Michael Du-
kakis how politically damaging a bad 
environmental image can be. This fall 
he hip to defend not only hasreco-d 
as "t,iae environment president.' but 
his outright pledge to use 'the White 
House effect' to take care of the 
greenhouse effect. Last week's manta-
live was the first sign in three years 
that the Bush White House effect 
could be anything but obstructive, 

A greenhouse treaty ready for sig. 
nature and pholo Oips at the Earth 
Sunut in June must still be judged a 
long shot. But with the new U.S. policy, 
the udds have rhdted draniaticall) If an 
agreement is reached. it will likei con­
lan few specdcs. but fu"nuhzuig a 
conimntnre" to skw greenlousr warm-
wig al i icatng the mechanismn for 

international cooperation, *ould be a 
naor achieveient--ae that seemed a 
larletched goal pAstwo years ago. 

In nature'b terms. however, even 
an agreement to stabdLze the idustri­
al contries' emissions would be or,ly 
a tiny first step toward eventuall) 
wrestling greenhouse forces to a 
standstill. Because prevent eusons 
are so much greater than natural 
levels, and becau-,e carbon dioxide 
lasts so long anthe atmosphere. stab' 
laing emissions t%a far cry from 
aubclzIng the amount of the gas an 
the atmosphere. If that ultimately 

ry, t wl l reqmire cut. 

tng present global emissins by a 
proves necn 

staggering 60 percent. 
If suceessful. a greenhouse agree­

ment mi1992 would say a lot atout a 
new -mrfdorder. It would be by far 
the most demanding, doesticall) in 
trusive. international treaty ever at. 
temptd. It would be the first global 
security arrangement to require the 
active engagement of every nation It 
would have been achieved Atblinding 

speed, setg anew tandnrd for wh 
can be expected of international nego­
tiatcins. And. worth noting by the last 
remaining superpower. atwould be the 
first great international achievement 
of the 20th century achieved without 
American leadership 

The writer.vice plrntn"et Of World 
Resourcts lnuftiuir. wnlrJ rleu 

coaumsi r The Post.adeptrnayJot 
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JONATHAN ADLER 

A greenhouse road to serfdom
OnFeb 27. the Bushadminis 
tration announced that i 
wasbeginningitogive into 
the demands of environ,

mentalists and Third World coun-
tries by pledging 575 million in aidto developing countries 

This aid is intended to induce 
these countries to forego the use of
those energy sources that product
"greenhoube" gases While this ac.
tion marks a decided turn in admin 
istralion policy, the environmental 
establishment is far from satisfied 
As Michael Oppenheimer of the En.vironmental Defense Fund told the
New York Times, "If its the last 
thing we hear about global warming. 
then its a sham" 

What the environmental commu.nil is demanding is that the United 
States commit io reducing emissions 
ofgreenhouse gasesto opercentof 
1990 levels by the year 2000 SenateMajor tly Leader George Mitchell 
has charged that "eventuall. wemust ourselves reduce consumption
of fossil fuels b) 50 percent or 
more'

However. in these calls to action,
there is littlediscussion of the costs 
of such measures Given the renults 
of a recent stud)~ by the Energ Dr)partment this is not at ablsurpri-
Ing According to this report. reduc 
trig carbon dioxide emissiorh, 20 
percet below 1990 levels over the 
next decade would bring an annual 
price tag of $95 bilion dollars b) the 
yar 2000 This would represent a 
more than 50 percent increase in an
nualexpenditures onenvironmentaJ 
rgulh;Jii, ,ii)d witjuld buret, tivh
dirc etuiunit cunsV1'4uer s.,, Such 
an tllr would r'ju,,ic masv, en 
erg% taxes, and would be. likely toasmu.h a. double the price of Nas 

oli_ 


hcrel) freezing greenhouse gas
emisnN tAit levels. considered 

the bas li'nc fur an) erious talks on 

climate change 
 b) the European
Conmmnit). would also be quite ex

pensive This would require the im 

posilionofaS0Operrnericton car-

bon lax. and would likel) increase

gasoline, heating oil and elecincit)

prices b) more than 25 percent As 

goes wIitlcui saying, much 
 of the 
economic jpact of ilirse change,
would faL upon the working class 

Jonolthan H Adler Lsan environmenial p-lhcy analyst at the Coin
pelitive niterprise Institute 

and urban poor Gi the 
these modes=.Gcnars',ojust tmag 
me the impact of Mr Mitchell 
percent reductions e 

csncostS C'f 

All this is based on the assump 
tion,.iregularly repeated in )eurnalis. 

e, that a scientific c..nn. 
sus supports needthe for suchactions After all, any price would be 
a smallpricetopay tosavethewrld 
However, arecent survey bytheCen.
ter for Science, TLchnolugy & Media 
(CSTM) demonstrated that there is 
hardly a scientific consensus thai in.
dustrai emissions of greenhouse
Cases will have catastrophic conse 

a e
Ci 

and environmental 
*statement

activists have been 
uing that Presidentrio
Bush listen to the 
Scientific "consenss" 

and embrace the a l scenaro 
enli 

of a catastrophtcall'
. 

wannng world, let 
now members of thescientific community 

aredemonstratino
h
that this supposed 
c ntunt)Con.ensus does notno; and never did, 

exist. 


_ 

quenLes Accurding lu this surv,').,

conducted b) th. 
 ( allup organi

Zatiun onl, 41 x'erc.nt of xp .rts 

believe that the current 
 %ci.niilic

evidence supports the pussibiliy of 

"human-inJuced glohal warming"

Interestlngl) enough, a companion

CSThl stud) revealed that among

scientists who had been quoted in
major media outlets, there was 
greater support of global warming
theories than in the scientific coin 
munilt) as a wholeWhat is more, a statement just 
released by the Science and Ent. 
ronmental Policy Project. and'signed by more than 4o US aimos,
phenc scientisLs, loei even further, 

-targing that the environmental 
agenda beng pushed at the UN 
Cg enoben . tatdePushe 
Conference on l donentand De 
Iposedmglobalpose al climate proglo hn~ule atreaty. "will 
have catastrophic Impacts on theworld econom)on jobs.t ndardsof 

hvng. mdhealth care, with the most severe cansequences falling onveropingseountries and thepoonr deNo
only) does the public statement di
rectl) challenge the "unsuppoted 
assumption- that human activtdis 
causing global warming, but it also
points to the wealth of scientific evidencc that carbon dioxide enrich 
ment of the atmosphere has "benefi 
cial effects on most crops and on
world fod supp) 

Most startling about the pubhic 
was the willingness of noprev ously kept quiet tonn, climate scientists who.1allegehad 

, Passes for the conventional 
m oclimr t ha nge
 

isdoni on atite ch at d take
 a stand anst the rush to embrace 
the " -aerth i As the state-Summ 
ment read. "We are disturbed tha 
activist,. anxious to stop energy and 

wonomc growth'epushot takind 
noticei.pwih drastc polcies wihout taking 

ntc frcn hne ntetnderling science" 
For the past few months con 

gressional leaders and envirunn
ta] activists have been urging that
President Bush listen to th. scienti. 
fic 'consensus" and embrace the 
apocalyptic scenario of a caa
strophical) warming world Yet 
no members of the scientific com 

arespvalincUUi nd demon 
stratitgi lhai suttlsn'd consen 
$s dte. not nu. and never did 
exist 

For ihe first three earb of the 
Bush administration, the p,'cideit
held firm against the calls for prccipiLte Ls action on this issue The

crivsof the environmental establish
 
me'nt notwithstanding. the demon
 
strattd absence of a scientific con
 
sensus justifies what has been a

rational and prudent approach 
 to 
global chmale change


Yetnowitappears thattWeadmin.

istration is 
on the verge of capii.
uluting tothe green establishment in
acynicalatempt towootheenviron 
mental vote No"gimrnick.'embrac 
trig a polic) of massive reductions ingreenhouse gas emissions will cost 
the American people dearly If the 
president is serious about Jump.starling the flagging economy, itwould be best not tocut off its fuel 

http:x'erc.nt
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Economic Scene Sylvia 

Can Capitalism 

Save thie Ozone? 


REATING free markets i Russia and other 
poor countrries may do more to siuw global

C warming than any measures thai rich c nu" 
Iris. are likely to adopt in the 9W ii. a World hank 
Mdy has found 

Ihe siudy is helppng 1o forge a consensus among
ecuIomIis in advance of d 10anain conference 
oh gilklubwarning scheduled for Rio de Janeirto in 
June Third-wirld economic reform. not loreign
aid for poki.ce itabalemenlprograms, siould be 
the lop prmirm., they sa) 

"To a Large excent. environmental problems are 
the consequence of policies thit are misguided on 
varrow eoomic grounds - said Lawrence H 
summers. chief tcomisi ofThe World Bank -In 

e nelI decade or isThird world countrces houlddo Ih1M that1ArIn their econmic inteet any.wdly aidt Wtiai Cine, in econo mist t he 
IiL aid iillm Cliner. anternomatloalhce 

Inslui f n ih oWorld 
Energy ubalies economisis say. are a prime 

example of mudaided policies witLlarge environ 
menial ASwell ASecnomic Costs 

* a * 
Fur years many pour countries have been prac-

liially iVing away oil, coal and naltural gjia to 
domeslic buyert in hopes of fostering industry and 
keeping hVINACOi Low fur urban workers 

*limiMtg energy subsidies would improve 
trade balSes, shrink govermeni budgel deficits 
and reduce waselful energy consumption But iI 
wuuld also cm emmLssru of carbon ihe substance 
wthose buldup sciiists fear. culd everiuallyl 
GebiroY tiheuse Layer. resuling in higher aver. 
age Itemperlure- And harmlul climaie chingies 
arwund the world 

SIfusa Ld ther stales of the former Soviei 

/ Sf 

'9Some 

. 

N-.U-

Union - which accountled or iwL-ihirds of the 
huge $232 billion in lol wcrld subsidies - lelfossil-fuel prices rise to ihe wurld Inarhel lvel.carbon emissions wwld decline roughly 6 perteni 
IIgojaly estimales Arwar Shah and bjorn Larsen. 

Bank econcmists 
And if all de eloping naiions including China, 

which accounis fur about 10 percent of worldwide 
carbon emissinus 1itim cual use, eliminaled Iheir 

energy subsidies Ure aihor. say. global carbon 
emiscns would fall I)y f0 perctnivTo Achieve Ihat bi; A reducion in worldwide 
emissions, they say. Lhe world s rich countries 
would have 1o 2d a 140-io, carbon tla or its 
equisalei Thii kind of Draconian acliu-n is ex. 
tremely unlikely in the near fulure "Trying to lax 
the coal induslry oui of busintss is jusi iol in the 
card - Laid Thomas Schelling. a Universiiy of 
Maryland economist and the departing presideni
of the American Economics Assialsoi 

In any Case, third-world coorleies art under 
extreme pressure to improve the performance of 
their ecunumies 

Meicu and Venezuela recently tripled subsi. 

TIMhb, FRIDAY, Fi-:JJ1?UAKY 7, ,yv.1 

dised durnmstui uasWIInC prirUS Iel-ls ih..: arc 
sjto reduc urbn air piluiun v as ih 

urthey'veal.i 
a ID perceni decline in 

lpriec, "rWhdl i un cillu.cidiad 
2 percent reduction iuvsci carbon emissions andin blobal emcbsicuri." Mr 

Shah sa id 
environmentalists play down the- envirr, 

menial signlicance a( economi( refurms "F t'r ivrj 
enery prices doesn'i prumpily produce enert.. 
savings because The inirasiruclure cndilthtiol,, 
aren ITher." sa-d Amor- Lovins. dreciorOf it 
search ai the Ricky Moun;,in Insclaii an envs 
runmenial research orgtnizaiion 

ui others aigret with ihe etonomisis "iemos 
ing energy subsidies in the ex.Soie.l un n %wulJ 
be a major contrlibulion iu global eflurls tu re-tuc( 
c3rbun emissions." &id Lester brown Meet iuo of 
the Werldwaich InllUit. an er ironmenlwl gro0up 

As an indicaior of how powerful the eflcil of 
freeing pric.s might be Mr Blrown poini ito ihe 
large impact of the lifting of ferllhier pri(t cur,
Iros in the Soviel Union in ih meW 1%0 % In irtr­years he Laid Soviet Ifflilliler use plinigt 211 
percen and world use fell nearly 5 peri ln 

Ultimately et onomisis like Mr Summers and 
Mr Schelling think thai economic development is 
in itsell, a powerful Antidole t0 environr. rniAl 
degradation 

A recenl study by two Printeciun Universa) 
economists, Alan B Kru.ger .ncd Gene M Grus 
man. supports thai view based on a sample of 
several d zen countries. The econos ilb conelud(
thal pollutlion Tilbes with each dollar ul per Capila 
gross domeslic produci up to S4,09A bul as coun 
Iries gel richer. the siudy ihuws, per-caplia pullu 
Io Jechlrs The reasuns more efficient ;'udut• 
isot methods. a shif irltuiries andaleanurtoward 
more elective Kovernment regulation 

Russia and Mexico, as I Iappens. which h4vt 
per capita incomes of at ui 1,4OaUmay be Among 
the cuunires right on that threshold 



People and Parks 
liUking Protdted Avea Management 
with Local Communities 

Summary
 

Nctional parks, wildlife reserves, and other types
of protected areas are at the forefront of efforts to 
conserve biological diversity. But many protected 
areas are in crisis. Already underfunded, they have 
come under increasing pressure from the expand-
ing scale of human activities outside-and some-
times inside--their boundaries. Conflicts of inter-
est have thus arisen in many areas of the world 
between protected areas and local people. Tradi-
tional approaches to park management and en-
forcerrne activities have been unable to balance 
these competing objectives, 

In response, a new set of initiatives, introduced 
here as integrated conservation-development 
projects (icre's), has been launched. These projects 
attempt to ensure the conservation of biological
diversity by reconciling the management of pro-
lected areas with the social and economic needs of 
local people. The smaller icms irclude biosphere 
reserves, multiple-use areas, and a variety of ini-
tiatives on the boundaries of protected areas, in-
cluding buffer zones. Larger projects include the 
implementation of regional land use p!ans with 
protected area components, as well as large-scale
development projcts with links to nearby pro-
tected area;,. 

This study looks at the early experiences of
twenty-three such projects in Africa, Asia, and Latin 
America. The report explores the social, ecologi­
cal, technical, and institutional issues that arise 

from these attempts to link protected area man-

agernent with local development. It identifies the 

vital elements in the design of cops and sssesses 

the effectiveness of field experience. Last, it elabo-

rates lessons for future programs to conserve 
biodiversity in developing countries. 

What are integrated conservation-development 
projects? 

Understanding integrated conservation-develop-
ment projects requires understanding the evolu-

,,..,,,.,x 

tion in conservation thinking toward a greater em­
phasis on the broader societal role of protected 
areas and their potential contributions to sustain­
able development. Although the iCDr approach has 
been heavily publicized and is rapidly expanding
its influence, assessmenit of activities to date has 
been limited. The twenty-three case study projects
examined in this report were selected from among
those that have been described as the most prom­
ising and effective (chapter 1).

The physical and ecological characteristics of 
the case study projects varied substantially, as did 
their management objectives and their relato.1s 
with local people. Variability in the institutional 
influences-laws, policies, social changes, and eco­
nomic forces-was also considerable It was ap­
parent that many of the projects had begun with 
only a very limited understanding of the root 
caues of the threats to the protected areas that 
they were attempting to conserve, threats that aro e 
from complex social, ecoromic, cultural, and po­
litical interactions (chapter 2). To provide more 
insight into this diversity--and the similarities as 
well-three case study projects, one in each re­
gion, and their accomplishments are examined in 
some detail (chapter 3). 

Design and implementation issues 

To achieve their objectives., icmr engage in three 
distinct types of operations. Protectedarea manage­
ment activities include biological resource invento­
ries and monitoring, patrols to prevent illegal ac­
tivities, infrastructure mainienance, applied bio­
logical research, and conserjaion education. Some 
icaPs try to establish buffer zones around protected 
areas. While the concqpt has strong intuitive ap­peal, there are many difficulties in trying to put it 
into practice, and actual working examples of 
buffer zones among the case study projects werevirtually nonexistent. Local social and economic de­
velopment activities constitute the third type of op­

http:relato.1s
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eration, and these use approaches that are compa-
rable to those in rural development projects, or 
simpler approaches that rely on compensation and 
substitution strategies (chapter 4). 

Efforts to promote social and economic devel-
opnent among communities adjacent to protected 
area boundaries represent the central concern of 
the icup approach and clearly distinguish it from 
other conservation approaches. Promoting local 
development is a highly complex and challenging 
task for conservation practitioners, and in this ef-
fort, many of the lessons from earlier rural devel-
opment projects are applicable to ic's as well. To 
achieve their aims, icos must ensure that the ac-
tivities of their development components are con-
sistent with the overall goal of conserving 
biodiversity. One of the most challenging tasks for 
ciw managers is to promote development activi-
ties that not only improve local living standards 
but also lead to strengthened management of pro-
tected areas. 


At a more general level, icDs need to challenge 
the widespread but unsupported assumption that 
people who are made better off as a result of a 
development project will refrain from illegal ex-
ploitation of a nearby protected area even in the 
absence of the negative incentive provided by more 
effective penalties. Such expectations appear na-
ive, and the need to strengthen guard patrols and 
to impose penalties for illegal activities in pro-
tected areas remains strong. Enforcement activi-
ties are not inconsistent with the icm', concept when 
they are integrated with genuine local develop-
ment efforts and serious attempts to improve iocal 
people-park communications through educational 
campaigns and other means. 

These complexities all reemphasize the impor-
tance of establishing explicit linkages between the 
different components of an icp.Many types of 
development activities have the potential for in­
creasing local incomes and living standards. What 
is less clear is how such activities can be expected 
to enhance the conservation of biological diver-
sity, particularly in the absence of more effective 
enforcement. In other words, very careful thought 
needs to be given at the design stage to the follow-
ing question: what are the anticipated linkages 
between the planred realization of social and eco-
nomic benefits by people living outside the park or 
reserve boundaries and the necessary behavioral 
response the project seeks to achieve to reduce 
pressure inside the boundaries (chapter 4)? 

Attempts to generate local social and economic 
benefits through the development components of 

z 

Ic ps were concentrated in five areas: (I) natural 
resource management outside protected areas, par­
ticularly in agroforestry, forestry, irrigation and 
water control, and wildlife; (2) community social 
services, such as schools and health clinics; (3) 
nature tourism; (4) road construction for market 
access; and (5) direct employment generation. 

The case study projects have resulted in nu­
merous benefits for local people, principally 
through income gains and improved access to so­
cial services. From a strictly development perspec­
tive, several of the projects appear quite promis­
ing, and one or two of them quite successful. But 
in virtually all the projects, the critical li .age be­
tween development and conservation is either 
missing or obscure. 

Thus it is questionable whether many of the 
project activities have generated local benefits that 
have reduced pressures on the parks or reserves 
they are trying to protect-the key objective of 
IcDPs (chapter 5). 

Empowering local people 

Involving local people in the process of change 
and development and enabling them to wisely 
manage the resource base is a necessary, bvt diffi­
cult, component of icors. Few of the prnjects speci­
fied what they meant by local participation, and 
most have treated local people as passive benefi­
ciaries rather than as active collaborators. Some 
icoPs found it necessary to generate short-term ben­
efits to establish credibility. But such immediate 
gains are not a substitute for the time-consuming 
and intensive process of invo!ving communities in 
project design and implementation over the long 
term. Achieving a balance between the short- and 
long-term goals is essential, as is balancing partici­
pation with enforcement activities (chapter 6). 

Participating organizations 

The case study ti'os were executed by a mix of 
government agencies, conservation and develop­
ment nongovernmental organizations, and devel­
opment agencies operating independently or in 
partnership. Nongovernmental organizations 
ranged from small local organizations to large in­
ternational conservation groups, yet few had the 
capacity to design, implement, evaluate, or fund 
large icors. Government agencies often lack ad­
equate financial resources and personnel, and ju­
risdictional conflicts between agencies responsible 
for activities inside protected areas and those op­
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erating outside these areas were common. The non- cial incentives encouraging overexploitation of tim­
governmental organizations participating in Icps ber, wildlife, grazing lands, and crop fields; an
broughit important strengths and experience in con- absence of linkages between the needs of conser­
servation but sometimes lacked the expertise vation and the factors encouraging development;
needed to design, implement, or evaluate inte- end laws, policies, social changes, and economic
grated projects with development components. forces over whici poor people in remote rural 

There is debate over whether ictps should be areas have no influence. 
top-down or bottom-up in their design and imple- Addressing these issues in a meaningful way
mentation. Top-down tends to be associated with would require engaging the highest levels of gov­
govern.'ents and international organizations, and ernments throughout the industrialized and de­
bottom-up with nongovernmental organizations. veloping worlds and mobilizing resources on a
The case studies revealed little convincing evidence much larger scale than has been done so far. To­
that, working indepecndently, governments, con- day, even under the best of conditions, icmrs cen­
servation organizations, or development organi- tered on protected areas and directed to local popu­
zations can effectively plan and implement icODs. lations can play only a modest role in mitigating
Partnerships between conservation and develop- the powerful forces causing environmental degra­
ment organizations and between these organiza- dation. 
tions and government agencies are proposed as In these circumstances, it is perhaps remark­
essential for the success of icoPs (chapter 7). able what the case study projects have managed to 

achieve. icDps are attompting to combine the most
Measuring effectiveness difficult aspects of conservation and park manage­

ment with rural development. Despite formidable
The ultimate objective of jcDrs is the conservation constraints, wba, many of this first generation of 
of biological diversity in parks and reserves. All projects have achieved is significant. While tradi­
icris must eventually face the test of whether they tional enforcement will continue to play a critical 
have strengthened the ability of protected areas to role-and in many cases needs desperately to be 
conserve the species and ecosystems the areas were strengthened and expanded-it will have to be 
established to protect. It is possible for a project to coupled in many instances with efforts to benefit
have successful ,ocial and economic de delopment local people. This means that innovative, well-de­
components without being an effective icDp. signed icps that constructively address local

The scale of projects was an important element people-park relationships at carefully selected sites
in their effectiveness. Fur e:4ample, if a project are an essential element in the conservation of 
works in only a few of the communities surround- biodiversity, and therefore of sustainable develop­
ing a protected area, its overall influence in pro- ment efforts. 
tecting the park may be weak, even if the project's But for ICmws to play a significant role in con­
effectiveness in those communities is strong. Sev- serving biological diversity, decisive actions need
eral other factors were also associated with im- to be taken by implementing organizations, by
provements in biodiversity conservation at case national governments, and by lenders and donors,
study sites, including more effective enforcement, including international development agencies
mitigation of the adverse impacts of tourism, spe- Without deliberate and concerted actions by these
cific agreements for local development, and direct groups, the outlook for biodiversity will be bleak. 
linkage of conservation goals to development ben- The long gestation periods needed for icoPs to pro­
efits (chapter 8). duce results clearly means that these actions must 

be taken sooner rather than later. Recommenda-Lessons tions for future icDp iriti-.1tives are made in several 
categories: (1) projects as part of a larger frame­iaws cannot address the underlying threats to bio- work that includes such preconditions as adequate

logical diversity. Many of the factors leading to political support, enabling legislation, realistic in­
the erosion of biodiversity and the degradation of stitutional arrangements, and compatibility with
protected nztural ecosystems in developing coun- regional development, resource tenure, and insti­
tries originate far from park boundaries. Among tutional orientation; (2) scale of projects; (3) par­
6.hem are public ownership of extensive areas of ticipating organizations; (4)site Felection; (5) local 
land unmatched by the capacity of government participation; (6) financial resources; and (7) project
agencies to manage these lands; powerful finan- design and implementation (chapter 9). 

Xi
 



Pwplt and Parks 

The challengc for the future is not just to design 

and implement more effective icors. That will be 

feasible, although it will require more financial 
support, creative modifications of existing ap­

proaches, and application of a much more thor­

ough understanding of the rural development pro­

cess. The greater challenge will be to engage the 
individuals and organizations that have the capac­
ity and the commitment to establish social, eco­
nomic, legal, and institutional env ronrnents that 

facilitate rather than frustrate dclhievement of the 

ic' goal of conserving biodiversity. 

xii 



B 

Volume XI, No. 6 February 13, 1992 

Kenya Acts to Halt Degradation of WMIdlife Resources 
enya is launching a 10-year pro- The IDA credit will help finance ira- park managemnvnt," Mr. Saadat says. Ani­
gram to conserve the countr's provementsofparksandwildlifepreserves mals currently roam freely in and out of 
wildlife resources. The Interna- and training and technical assistance for protected areas and commonly damage

tioisal Development Association (IDA) has Kenya Wildlife Services, the government farmers' crops and sometimes even attack 
approved a credit of SDR 44.8 million agency in charge of managing the parks people, so villagers often kill animals that
($60.5 million) to support the program. and enforcing laws against poaching. The wander onto their land. -For many people

Kenya's elephant population has de- credit will also finance a nationwide edu- living near parks, there have been only
clined 85 percent, from an estimated cationprogramtoincreasepcople's vwae- costs associated with wildlife protection.
130,000 in 1973 to )0,000 in 1989, whilt nessoftheimportanceofKcnya'swildlife. The people see no benefits." The program
the rhinoceros population has declined 97 'This is an integrated effort to protect will ensure that people do benefit from 
percent, from 20,000 in 1970 to 500 in 1989. Kenya's wildlife in the long run,- accord- wildlife protection, he says. Tourism rev-

The program is designed to assist the ing to World Bank official Owaise Saadat, enueswillbesharedwithcommunitiesthat 
government's etforts to protect these and who points out that the program includes participate in anti-poaching programs,
other animals from extinction and to get plans for currying out research and fences will be built to protect people's
cornmunities involved in protecting and implemening policies that will provide farms, and people will receive financial 
managing parks and other areas where people with incentivestoparticipate in the assistance to hclp them start up wildlife­
wildlife lives, effort. related businesses, such as tourist facilities 

Approval of the IDA credit marks the 'The program will not succeed ifpeople and small-scale handicraft shops.
first time ny World Bank agency has living around the parks are not actively Tourism revenues will also be used to
supported a project devoted entirely to involved and if their concerns are not build health care and education centers for
protecting wi;rilifc. integrated ii-to future plans for wildlife See KEN A,page 2 
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Program Calls On Communities
 
To Help Protect Kenya's Wildlife
 

KEN VA, fronpag Imade 	 irnprcssive progress in controlling 

poaching. In the past, poachers killed 

communities participating in the program. 	 about 5,000 elephants a year. During the 
last two years, a total of 52 elephants wereNon-governmental organizations will par-

ticipate in the program to ensure that killed. The wildlife-protection program is 

people's interests are taken into account in expected to reduce this number even fur­

any decisions related to wildlife manage- ther, while enabling the government to 

nent, strengthen its system for tackling environ-

Mr. Saadat notes that Kenya has already mental problems in the long run. E 
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Some Thoughts on
 
Biological Diversity
 

A. 	Providing Informatlon on 
Biodiversity 

s fundamentally important to a society a 
biological diversity is, it is not very well 

known scientifically nor ver': well understood 
by the general public. Therefore, as Agenda 
21 states, maj." efforts need to be under-
taken in both regards. but it is essential to 
recognize that this must not deay possible 
action. Action and information must go
hand in hand. Action programmes must be 
based on the best current 
scientific information and 

nations. They in turn have been under­
funded for quite some decades. Therefore. in 
addition to the crealing and strengthening 
de ng countr institutions 
strengthen relevant Northem institutions 

Inventory. nevertheless, is still insufficient in 
Itself, for the world's biota are part of 
inherently dynamic systems Further. they 
are constantly subjected to a wide variety of 
human-g'nerated environmental stresses. 
Indeed, the biota are the most sensitve 

indicators of environmenta 
stress. So it is wrong to 

public understanding. as by Thomas E. Lovejoy assume that species tha: 
,.2,ell as subjected to fre- AssistantSecretary for were somewhere yesterday 
quent refinements arid revi- External Affairs or last year. wil: be there 
sion as scientific and public Sithoi Institution tomorrow. This calls for 
understanding grow. ___ thsonanInstitution constant worldwide moni-

While estimates are under-
standably imprecise. the 1.4 million species 
currently described in the scientific literature 
represent perhaps but 10% of the total bio-
logical diversity on the planet. Consequently. 
there is an urgent need for a crash program-
me in the exploration of life on earth with 
biological surveys in every nation. This will 
require the establishment of institutions such 
as Costa Rica's National Institute of Biolo-
gical Diversity (INBIO). and the strengthen-
ing of museums and botanicai gardens 
where the world's flora and fauna have;traditionally been studied. 

Without such inventory work most action 
programmes will be senously inefficient. Put 
very simply. informed action depeuids on 
knowing what there is and where. The bestknowigywhattheredis acnd whe.pest 
general approach would seem to be to fill 

theeistngapsin nforatin abut ell
the gaps in existing information about well

NuMBER IX known plants and animals representing a
Pm]'bluBER IXvariety of biological requirements; then 

, FrOusystematically add other groups of plants andCent 

The Centre F r Our animals to the inventory exercise.
Common Future and che 

IFC The inventory work will not be simple.
Palais'',lon There is a severe shortage of specialists5J2 R, des Piquis 

CH-1201 Gene'a worldwide and an even greater shortage in 
(Switzerland, the tropical countries where the biological

Tel. (4122)32 '71 17 diversity is greatest and the knowledge least. 
Tlx 412 43 6csen ch In addition, the great bulk of reference col-

Fax (4122173 8 50 46 
E-mail commonfuturr lections necessary for proper identification 

(Gre-en Net) are in the institutions of the industrialized 

toring in addition to the 
basic inventory 

It needs to be recognized that biologica 
systems and biological diversit prokide thC 
fundamental basis for sustainable develop­
mrent. However, public awareness and 
understanding are probably less well deve­
loped with respect to biological diversil 
than they are relative to any other major 
environmental problem-. This is because the 
-human species has increasingly isolated itself 
from the natural world over decades and 
centuries. A great deal of today's rapidliv
developing economic activity with respect to 
biological diversity operates at a molecular 
level and, as such, is not easily recognized as 
stemming from wild natural sources. As a 
consequence, most concern about biologicaldiversity tends to be about individual species 
divertertes to e anda secieo 
of vertebrates valued in an aesthetic or moral 
fashion. This is indeed justified and useful 
but until all the values (i.e. moral aesthetic. 
and economic) of the full array of biologica! 
diversity arg properly understood by the 
public, it will be difficult for public policy to 

undertake the necessary steps
he role of biological diversitv in the'h oeo ilgcldvriyi h 

functioning of ecosystems -in their cycling
of water, carbon or phosphorous for 
example- is very poorly understood I is 

now attracting some research attention and 
this is reflected in Agenda 21. inany giver 
ecosystem at any particular time. the bulk of 



the energy flow or other cycling work iscarried out by a 
relatively few number of species. generally the more 
abundant ones or those with the greatest emount of 
living tissue (biomass). The rest of the species are 
comparatively rare, in a tropical forest ecosystem. for 
instance. 98i1, of all species could fall into the rare 
category. A spe,.ies that is rate at the moment of study 
may well play a highly significant role under some other 
set of circumstances. So it is extremely important to 
regard research on the role of bioiogical diversity in the 
functioning of ecosystems as mostly preliminary. The 
conclusion that ecosystems could be stripped of most of 
their b ological diversity and still function should be 
approached with serious caution. 

B. 	Maximizing and Spreading the Benefits of 
Biodiversity 

At present the Economic treatment of L'ological diversity 
largely leads to its ongoing impoverishmen.. Forests are 
valued for their timber or celluiose when a sing!e enzyme 
in an insect. plant, or micro-organism could by itself be 
the basis for far greater economic activity. The discovery. 
of the value of the taxol compound (used in teating 
ovarian and breast cancers) found in the bark of the 
Pacific Yew in the old gro,.k:h forests of the US PacificNorthwest is a typicl exarnpi, 

Another important fact that needs to be recognized is 
that the abihty to capitalize on value from biological 
diversitv may often licin an industrialized nation, far 
from the country of orig,. The industr. may be con-
cerned with the intellectual property right of the product
resulting from expensive research and development 
efforts. or ever, from the biolooical enticv itself such that 
the economic benefis that accrue from b:odiversit. may 
not end up goinc. to the count- where tna; biodikerstiv 
is found. Resolving this issuc could involve a long and 
complex procedure. but it al-o requires a recognition b 
all parties of the values involved The importan: point is 
to aliov access while acknowledging properr, rights It is 
my personal belief that a great dea! can be learned about 
how these arrangements car, work best by encouraging
the developmen: of contracts such as that between 
INBIO and Merck 6nd Co. Inc I There is implicit 
recognition in this deal of all the principles and values 
involved. Not only that. but it appears to be a 
mechanism whereby the financia: returns from 
biodiversity can flow to all the relevant parties. Such 
arrangements can also include provisions for the transfer 
of environmentally sound technologyn Infact. these are, 
the wavs that such transfers generally take place from acountry such as the United States.SscastenieSaeproblems 

Another interesting initiative has developed in Mexico. 
where President Salinas has recently established a 
National Commission on Biolocical Diversity reporting 
directly to him. This is probably the first such commis-
sion on biologica: diversitr, reporting directvy to a head of 
state and it provides an example of the kinds of 
mechanisms that are needed to ensure that the real value 
of biological divcrsity is recognized and that its assets are 
properly distributed 

C. Improving Conservation of Biological Diversity 

This section is pretty straightforward: basically it looks to 
augment and strengthen what are fairly tradi'tional kinds 
of conservation activities. 

It ;s increasingly important. however, to recognzc ti! 
social matrix within which such activities take ploe It i 
wrong to consider that the alteration of aciwvities f.,,'ti:.
 
sake of conservation represents an opportur,:. 
unless it is also recognized that the loss o'b!ol: . 
diversity itself represents an opportunity co,b: 
It is equally important to recognize that 
diversity, while perhaps largely confined to pro. 
areas of traditional sorts (parks. refuges. etc.) ne(. - i..
be conserved in more manipulated parts o tit 
landscape. Indeed. the ecological need (especidl. ,. 

faced with the spectre of climate change) reqi - . 
protected areas be reasonably well connected ,. 
another to allow for the dispersal of organisms Furtht+€. 
protecled areas are not only vulnerable to int:. 
dynamic change (which can occur in reserves c: i, 
small size). but also to external, even global faco,- s. 
as acid rain. etc 
An additional. ve nmserious challenge is the la.ci- , r-. r--:"
instances, of strong and stable institutions gc 

towards the protection of biological diversi. Lik'.. ­
the infrastructure needed for this kind of peseva: -:. 
often weak or non-existent. No conservaior, pa;n-, ccr. 
succeed in the face of these institutiona' d,:cc:,',_I 
Clearly. mechanisms (includinig financia' mechan-.­
need to be found to correct these prol:'Cm.s A i:. 
element here is the involvement of the private s". 
Ptblir/private partnership is essential for thc va.;:. 
biodiversit programmes and it should bc acti;,ei. 
encouraged. 

D. Enhancing Capacity to Manage Biological 
Resources 

Human resources. from science to managemen" tcc. 
cation. are indeed ve-v scarce and also need ic' bc 1::': 
up as rapidly as possible This can only be acompi:;'c1' 
with the consequential creation and strengtnenin: o' 
appropriate institutions in developing coun:;es 

E. Relation to Other Environmental Problems 
It must be recognized that biological diversit, is no *i*:'. a 
prbe nisl.I fetdb.adaffects o!':!problem in itself. It is also affected b. andsas 	 af cs o:c 

under consideration at the United Na::: 

Conference on Environment and Development a. 
thereafter. Forest destruction. climate change. hun.,i. 
population growth. indeed the full array oi env;:or,­
mental problems on the UNCED agenda. a!1 a c: 
biological diversity In effect. the isue of bic! , 
diversity integrates all other environmental prob:.:-., 
That is one of its greatest values. It is also wI. t ,,
 

conservation of biological diversity is a tremen,. 
challenge.
 

1 EDITOR'S NOTE Accord-n: tc sou-ces p'videJ b the Smithsonian Institution the agreement reached by Nerck Sha'. a- -,. , 
pharmaczu'.ca' cornpr., and INBIO invokec Costa Rica granting imited. non-exclusive rights to NircK ana Co Inc allow"ing i:ic.e, ',-­
biodivers:rn for ne. redicna- In ret.rn io, ttn- riar",: inc a subsianiia rova!tk irorn an'. proc.::-. ...kerc-. and Co wil: provide INBIO viir, 

" feaa-t 0 toriareen.Qr,: istha! M.lcrc- to pa:, one millir,doliars up.fror,: as wel: 
as a sort o, pros*ecr,- fec whi:h mi go iosupp o-i INBIG- and other cor.tvation programmes in Costa Rica This agreemen' isis . - , 
oni because i impe- a recoanition fir. 0'.; 

tirn, A ke'. ta- a'ee 	 as provide the nitia esarcr ca. ... 

the form O! moncar, entitements, or the pati of indusir, of its interests in preserving biodi~elr::. d 
itprovides finances tia! developing counries 6C- Costa Rice need immediatel. to preserve their biological diversi. 

... 	 ' 

.. 

Ths supeet will be peidial - prod*uce by th*er Fo OuS p Fuur to stmlt di-scssn of 

Agend. 21 an S.alo peopl to voc thi vi!s on on' ci. ' majo oupt. tf yo h- an omnso 

ggsi, s or if yo wih to reie a chate f A edto of Netor '9 at t5e 

su o geiida 1',plese cpla'iheddrssm 

http:areen.Qr
http:pharmaczu'.ca
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RESEARCH AND PUBLiCATIONS 

Raising Forest Fees Encourages Conservation
S forforest prod-e -tngproper"prices 

ucts can contribute tolong-term man-
agement of the developing world's 

forests, states a recent World Bank study. 
Still, many governments have paid little 
attention to the role of prices in forest 
management. 

According to the study, Forest Pricing 
and Concession Policies: Managing the 
High Forestsof West and Central Africa, 
charging higher fees for cutting timber can 
contribute to the "financial sustainability" 

of tropical forests, generating revenue to 

finance the management and protection o 
these areas. Akey issue in forest manage-
ment is setting appropriate fees for the 
timber cut by logging industries. -The 
forest industry, ofcoursc, would prefer low 
forest fees," say the study'sauthors Mikacl 
Grut, John Gray and Nicolas Egli. -The 
government should seek forest fees which 
reflect the value of the resource." 

Mikacl Grut and Nicholas Egli are for-
estry specialists at the World Bank. John 

Gray is a professor o economics at the 

Uaiversity of Manitoba, Canada. 
Setting minimum fees for forest conccs­

sions is appropriate to ensure that the ben­
efits to the country of cutting timber cover 
all the costs involved, the report states. 
These fees should include expensessuch as 
the cost of protecting and administering 
forests, the costs of selling forest products, 
and possible environmental costs, for ex­
ample, from increased soil erosion. 

The authors say many forests are de­
stroyed as a result of policies that make 
timber artificially abundant and discour­
age conservation, low ccacession fees that 
encourage acquisition and holding of con­
cessions beyond company needs, and low 
forest fees that allow firms to survive even 
with inefficient logging plaLtices. 

"Concession policies in most West and 
Central African and other tropical coun­
tries accommodate the demand of com­
mercial firms for concessions," the stud% 
says. But the problem also exists in devel­
oped countries, say the authors, who note 
that the United States' Forest Service has 
been criticized for subsidizing logging. 

According to the study, forestry depart­
ments face difficulties in regulating and 
supervising concessions distributed 
throughout the country. "The concession­
aires, being on the spot and generally 
having greater resources than the govern­
ment forestry departments, will be better 
able to protect and improve the forests in 
their area, and carry out regeneration where 
necessary, provided a good system of in­
centives and .-tspcctions is in place." 

The authors conclude that "the introduc­
tion of bidding for concessions would al­
low governments to capture more of the 
economic value of timber, and the result­
ing higher timber price would reduce the 
demand pressure on the forest." 

ForestPricingand ConcessionPolicies: 
Managing the High Forests of west and 
CehtralAfricais priced at $7.95. Jounial­
ists may receive complimentary review 
copiesby writing on company letterhead to 
the World Bank Publications Department, 
MarketingUnit, 18 18 HStreetN.W., Room 
T-7054, Washington, D.C, 20433, U.S.A. E 
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Forests and People -


Victins in Burma
 
by Matthewm I,1ras-

TAK and other hardwoodls Lha the 
%estand Japan impon from Thu. 
laid are unted on two count 

must o the trees come from Burma
where Thai companrie log without forestr 
regulatiuris. The, wil wItIhin three or fouryears perrtanent. destroy what was untJ 
recen. one of the world smos: prnsliJungles Second government sells lumber concesbions toprofits from the teas g, these companies withou! restnirtionr ondirecil) to Burma b mil tar, junta whos, methods or tree sa,,This encourage. loghuman rightsviolations, and ,-prtssiorof gent. to u!e the cheapev, and most di.democrat. hae artracted world attent,' structJie meth,Kb deva.,tla±g large area.,The profilts goe the junta fund., for its for on.da few trees 
recendv intgoraied campaign against tht. Burnia's junta L attracted to the quikKaren people of southeast Burma Sitn. cast, and foreig; turrenc and sho,thi. human and envuonmental destruction 

no 
interest in minor fore.t products "such asis fed b) the teak market, oran embargo resin.,. rattan nuts. and fruts which -e sides being their home L also an areateak exported from Thadand would help less. damaging and more proritabh- it,i-rut the dantnage All Burmec teak goe- long run 

Ih-where Thai loggers have easiest acce.-, io 
through Thailand. where most of it Lsei. Under the current situation the junglether made nto furnuture r exponed vi raA 

tor'.Approximatel) 20 percent of Thadand'. 
o.inal rain forest is left Though an off,
cial ban on the logging of virgin forest e\ 
--i-sitisnot stnti. enforced SiL llega
logging and plantatic,s in Thaiand can't 
meet the demand- of foreign markets so 
mos Thai logging comparut. work in 
Burma where the government d(sn't 

-ia'e the means to riauresttihi trees itself. 
Stading amonig to[L' of logs waituig it)

b" processed in a furniture facto), in
Northern Tha.land. I asked m) guide here 
Ule) al.came from 'Burma" he repliedterse. as though wish ng to avoid the sub­
jer Who cut. it" brought an exag.
ger'edsmieandan ,mitationtoteanthe 
exhubitor area 

Almost all Thai logging companies are 
Owned either wholJ) or panl) b) rriltar)officer% or their relatives Thc Burmese 

will not rejuvenate since both old and 
young trees are taken and the undergrowthisdestroyed in the process leaving the ter. 
ra.ir vulnerable to erosioi. 

The junta L' using profits from lumber 
conc'essions- in its augmented campaign
against the Karen and seems intent on up.
rooting them in this or the next dr%seasor 

own people to car) newl) bought mum-. 
tLios to Lhe edge, of the Karen conflt 

Whether incidental.h or ientional% 
the land cleared b) lumbering makes 
movements easier for the militar)

The Karen be it southeast Burma 
along the Thai border For years the. have 
kept the junta out of the region which be. 

lush Wnberlana The Karen "guernLJa
camps' that the junta L hoping to oerrur,
cOrSLst Cf schools. temple(s homes. and 
farms as well as base camps and traininggrounds The Karen also log leak and sell 
it to Thailand but Karen logging practices and th(Tha enforcemen sietn is rif, 

Along with ahost of other human nghLs vi. shows nosign ofsubsiditng and the marketolaiioris thejunta L currendl) enslaving its for Burmese teak %-ilJoril increase now 

are reputed to be more protective of forest 
lfe than those of the big commerciJa oper.
ators 

Demand t Western market, forteak 

that the Japanese imber uidusr- ha.' d,
forested Saraak and Sabah and "i;n-.d
 
new lands t(,
plunder

The Burmese teak trad. is funding a 
war and dev&tating a jungl. A' a tir,;
when hwnan nghL, group, and eror,,i
mentalls*:, are calling for ar-ti agdiI-.
Purma itma. be that an embarpt, b?it. 
Uruited Nation. on the export of tea. fr,,r
Thailand in raA or finished fort' %.,uldto 
effective in addresses, 'iem urg.n (ot. 
cerns 

OnI' concrete action Irom outsid, iht 
regionr-l be effectivt. si, v th.- Juw. itBurma appear, immune tofori g. 'prt., 

with corruptiLt 

8 1P, trnrihif'Iii dun ,i, I, i,"t' .
rniit,. in Southo.v .4, A.':,
Bur,,ctt ,mistigntrd r.,.,. ,,,,,,,.,
 
nnIihei-Thoilapid nil Bw.., 



The Case for 
the Urban Environment
 

Ariel Alexandre 

Without a comprehensive 
urban policy, social, 

economic and physical 
deterioration of the kind 

already suffered by some 
conurbations will continue, 

with all the attendant 
dangers. 

C ities are centres of activity and 

q%. o ° 

places for exchange. But they also 
attract disadvantaged groups -

ethnic minorities, jobless youngsters. old 
people ­ who seek refuge there or cannot 
move away. The consequent problems 
and conflicts have to be dealt with through 
measures based in economic and social 
policy. But an urban policy, to be effect­
ive. should give a spatial dimension to 
sectoral policies, co-ordinating them and 
instilling considerations of solidarity and 
equity. Admittedly. such a policy will be 
hard to define and harder still to apply, 
because it calls for an all-encompassing 

. . 

-

,rieAlexad'ce is B specaI5' i,ura- aflars 
transpo" inthe OECD Envronmen,. Dectorate 

an'd . D . ' ' 
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approach and for close co-operation among z
 
all the parties involved. But it is a chall­
enge that will have to be met by a large ,
 
number of countries, including those in "
 
the East and South of the world. For if
 
cities go on expanding. they will end up i
 
suffocating themselves: they are not viable
 
in the long term.
 

Policies to upgrade the urban environ­
ment cannot offer a panacea for all the ills
 
from which cities suffer. Raising the quality

of life in towns is only one attribute of a
 
policy for the city that has to include a
 
strong socio-economic component: segre­
gation and pockets of unemployment
 
have to be alleviated, cultural and leisure
 
services that match local requirements
 
have to be provided, delinquency staved
 
off, local enterprise encouraged, run­
down cities and neighbourhoods helped
 

Nonetheless the improvement of the L r/ 'A
 
urban environment and its buildings has

become a prionty for the 1990s. and there 

;
 

is a growing awareness that a specifically
 
urban strategy is required ' There a:e four
 
reasons
 

First. living conditions in cities are
 
steadily worsening. Oisamenities - air and
water pollution, rubbish, noise, traffic 'The ho'ses O' trio barbaritars are pa isen the forurr Be 'ra nd oe Jouvenel. speak,,g at rte OE. ,
jams, ugliness, dirt, the absence of green

spaces, crumbling buildings and infra- unpolluted areas. For younger, lively, well-
 to too much insecurity, too much po;Jtlorstructure - are growing And the problem qualified people the choice of where to too much noise, too much stressis by no means confined to northern in- move is g,,verned by the quality of their Yet local co-ordination of the ant,-po,.dustrial towns. it is equally serious on the environment. which is therefore of increas- tion measures of different sectors is ve"iMediterranean rim,' in touris: resorts and ing importance to the economic vitality of weak. And environmenta; considerationsrapidly growing conurbations - not to any town, are hardly ever taken into accoun. in nor­mention the suburbs built quickly and Lastly, in the developed countries, three- environmental programmes As a resu':cheaply 'n the 1950s and '60s. quarters of the population are city-dwelters urban environment policies are narrow inSecond. demand for a high-quality local And so failure to improve the urban environ- scope and poorly endowed with resourcesenvironment is becoming ever more ment is the equivalent of failing to improve Some towns - or rather, some locavociferous and so is taking on a political the environment at all aLihonties. backed up by local p.ople an­dimension 
- witness the success of the It may be self-evident to declare trta businesses - have nevertheless done'green' parties in nationa, regional and most environmental problems centre on - ­wonders in rehabilitating run-down neolocal elections in a number of countries the large cities or can be attributed to bourhoods and raising the standa,d o'
and the inclusion of ecological concerns in 
 them. Yet that statement means that the urban transport.

the manifestoes of other political parties strategy adopted must be specifically

Third. many economic activities today, urban
particularly in the service sector, want to 

and spatial, problems cannot be Rehabilitatingdealt with piecemeal. sector by sector Run-down Neighbourhoods
set up in business in attractive, unspoied. Moreover, the concentration of pollution 
I Etvironmental Policies for Cities in the twOs and other disamenities within ia small Rehabilitation most often concernsOECD Pubcit,ons Paris 199C See also Are! O10soace (cities take up only a tiny proportion inner cities.Alexanclre anc Eric Oeerkamwi Funcing urtoan Infra. of total land area But it is nov, Increasing',of most countries, often being attemp'ed in more recently builtsrucre The OECD Obever No 172. Oc1o9e' no more than 2 or 3%) has not merely ad- disadvantaged suburbs and forme' incus­2 See Sergo Arzen, 'ounsrr in Mediteranean ditive but synergetic effects: city-dwellers trial zones that have been leflCities. The to oecaOECD Obeerver Nc 16.4. June,Jwiw find themselves exposed, at one and the The experience gained to date shows
990o same time and in one and the same place, that. if economic activity is really to be
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given a new lease of life, a city must not 
only improve its buildings and infrastructure 
but also reduce the degree of pollution 
(rubbish, water pollution, smoke). London, 
Manchester. Vancouver and Istanbul offer 
examples of success. New uses have been 
found for dilapidated buildings and sites, 
water pollution has been reduced and 
waterfronts improved Interestingly river-
side and seaside settings seem to have a 
distinct advantage here water is both an 
environmental and aesthetic asset and a 
source of leisure pursuits. 

The recipe for success in urban rehabil-
tation programmes includes long-term 
planning and careful implementation of 
the plans adopted, diversified funding 
sources, public/private-sector partner-
ships. loca initiatives with strong public 
support. the purchase and 'set-aside' of 
sufficiently large expanses of land To 
attract some establishments, moreover, 
recourse to taxes or tax incentives isoften 
necessary. 

There now exists a substantial body of 

Many cities are still hesitant about taxing 
private car drivers, even though they over-
consume limited, valuable urban space. 
There isalso an enormous amount of reluct-
ance to chprge city tolls. 3s there was at 
the beginning of the 1960s, when parking 
charges were first introduced. Charging 
would nevertheless be the most effective 
and fairest way of reducing traffic noise 
and pollution and upgrading public trans-
port It seems likely that, with the passage 
of time, more and more cities will resort to 
charges, increasing local taxes on petrol 
and making drivers pay a toll at city gate-
ways (as, indeed, many countries did in 
pas, centuries). 

Another step would be for each metro­
politan zone to set up a single authority 
whose powers would cover both privately 
owned traffic and public transport. Only 
an authority of that kind would be able to 
make the necessary trade-offs, 'intemalis-
ing" more equitably the environmental 
costs of private motoring and improving 
the Quality of the environment and the 

experience in rehaoilitatino abandonedin- pubhroitrasprt yseexpenenceThe reakenatmpublic transport system. 
dustria! zones And the turn wil come of 
the suburbs built in the 1950s and '60s. 
even of some tourist resorts, though for 
the time being the focus - especialy 
around the Mediterranean rim - tends to 
be on improving buildings rather than on 
reducing pollution and disamenities. 

Improving 

City Transport 
Road traffic - commercial and private-

raises huge environmental problems in 
cities, bringing air pollution, conqestion. 
noise and danger. Loc3! authorities often 
seem paralysed by the sheer scale of 
these problems. 

Yet some cities - London. Osaka.-
Munich and Zurich, for instance - have set 
an example, by restricting motor traffic. 
upgrading public transport and cutting 
down nuisance. Now Stockholm is con­
sidering making drivers pay to enter the 
city - as Singapore has been doing for the 
past frteen years. The aim is to reduce the 
number of cars with a single passenger. 
thus reducing poliition and traffic ams, 
and to spend th revenue on improving 
public transpor-

Broadly speaking. it is increasingly 
realised t'at demand for transport will 
have to be contained, restricted or even 
reduced. There is a physical limit to the 
growth of motor traffic, set by the limits to 
the space available and the intensity of 
congestion and pollution. 
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Indeed, it is of interest that whereas 
energy consumptiorn as a proportion o' 
national income has fallen stea,, eve' 
the past twenty years ('energy intes,*,; 
per unit of GDP is down 25% on 1970 
transport 'consumption' over the sa"-e 
period has risen constantly the volume c' 

,traffic per unit of GDP is up by 10%CEac 
dollar produced now involves no less tha­
a 500-metre drive in a ca, or a lo'r I1 
really is time to make road transpor mD~e 
efficient. 

The Keys 
to Success 

The common element in the success o' 
the most dynamic cites inenhancing the. 
environment isthat they have taken act', 
themselves without waiting on otnie de: -
sion-making levels, introducing rad ca 
measures that were unpopula' at the outse 
(levies on pollution, restrictions on drive's 
to improve the quality of life ano a' the 
same time reduce pollution and nuisancehav abnoebr-a 

They have taken a broa aroa:h stress. 
ing the co-ordiation o prog'ammes an: 
their enforcement Above al,. in framing 
urban policies they have systematica': 
taken aboard enwronmental consideratio's 
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and set up private /pubhc-sector partner- into account the possible effects on the ambitious and far-reaching than they ha~e 
ships 3 environrnent from the plannilng stage on- been Central government. in pa'J~cuJla. 

First and foremost. everything possible ward,, ought to encourage Ioca! initial,ves L), 
must be done to internalise the enwiron- There are many ways to this end. For in- offering incentives and aid. and by,%r~jnn'­
imentai costs of urban activities - to make stance environmental specialists could an enlightened inform~tion po!,c , thrOi-­
polluters pay and to offer incentives not to be regularly placed at the disposal of ser- which municipalites can dhscove, exoe-­
pollute. Pollution taxes and levies would vices which do not themselves have the ence that has proved pertinent elsewhe'e 
help here - but such charges are sll far necessary expertise Or official urban- In short, ifa city isto prospe, i!must. 
too rare and. even where they do exist, planning institutions could be set up to care for itsenvironment - and reoictnc 
they are too low to offer any real incentive co-ordinate all local activities concerned the impact of cities on the global env,,Or. 

The reduction of urban concieston and with enhancing the environment. ment. moreover. is going to be a cerilra 
°
pollution will require a rise in the price not No urban-planning policy can succeed component of the environmenta'p13o,,7y o 

only of drivng cars but also of using elec- unless local people are actively involved every country. Indeed. itis no , generav 
tincity, local serv, "3,and other convert,- and public- and private-sector projects accepted that threats to the enwironmen". 
ences. To persuadie city-dwellers to use closely and continuously co-ordinated. concern the whole planet - globe' warrrn,':: 
public transpaort, ride bicycles and to walK. Partnership:s are an essential key to success is one example Patently, cities have ic se.. 
car use will have to be taxed much more in revitalising a city. Partnerships. more- themselves to solving problems for wh::t­
heavily than car ownership over, unlike econornic incentives, are often they are in large measure respons,ble a= 

In addition. enwi'onrnental considerations already in place. A city will often turn to 
should be basic to town planning and the private sector to carry out itsplans.,'T. 
management. Any large-scale project, whereas itisstill hard. in many cases. to 
public or private, should be subject to justify recourse to economic incentives 
evaluation of its irnpact on the environ- OECD iliography 
rnent. In the sarne way, those responsible •UrnIfrtucr:Fine 
for polces and progra mmres which also , nd Me r ent 1991 
though less directiy. affect the environ- There is a wide variety of efforts currently 0 Ariel Alexandre andt Eric Oberlkamp'
ment (industry, roac-building, public hous- under way to upgrade the urban enwiron- I *Funding Urtan Infrastructure 

ing, and so on) should systematically take merit. Yet planners still atte Nc 17,rarely look The OECD Observerat the October/NovemnDer 1991 
3 Se Chrittan H uillet Pme, van D,,k 'Pa,'-v, prb
ship~s for Rural Deveiop"nei, The OECD Obi~orver, are stIlsmall-scale. piecemeal, and never in the 1990s 199C 
No 162 Feoruary/Marc,, 1iw all-embracing. They should be much more ' Cities end Transport 1985 

lsoc ano h iyasaw ue P lce •nEnvironmental Policies for Cities 
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Enteipnse for the Americas Initiative 

Environment for the Americas: 

"No Country Will be Able to E.joy Economic Prosperity Without 
Protecting the Environment That All Countries Share" 

Roben S. Gelbard. PnncipalDeputy
Assistant Secretaryfor Inter-American 
Affairs, discussed the Environment for 
the Americas component of EA1 with 
delegates to the Globescope Americas 
Conference in Miam on October 31, 
1991. Following are excerpts from his 
remarks 

No country will be able to enjoy eco-
nomric prosperity without protecting the 
environment that all countries share 

The President's Enterprise for the 

Americas Initiative recognizes that 

sound environmental practices and 

sustainable econom.ic progress go hand 
in hand ... 

During my ime as Ambassador to 
Bolivia. we forgave 83% of Bolvia's 
PL 480 debt, rr#ducfng this burden from 
$38 million to $7 7 mrlhon In adc,:,on 
the Government ofBolivia pledged to 
provide $20 million over 10 years to 
support environmen:a' sctivites We ae 
now negotiating environmenta' ag'ee-
men's with Bolivia Ch,:e and Janaca.--
al beneficiaries of FA; oen! reciction 

Multilateral Lenders 
Change Focus 
To reinforce these EAl environmenta' 
initiatives, the United Slates has 
encouraged multtlaera lenders to 
increase their focus on Ine environment. 
New environmenta' impact assessment 
procedures are aboji to begin a the 
World Bank and the IDB (Inter.American 
Development Bank) The World Bank is 
reassessing its forest pocy and taking a 
new look at energy efficiency and 
conservation. The IMP (Iternationa! 
Monetary Fund] is seriously discussng 
establishing a group of economists to 
adWse it on envronmenta concerns 
We are looking for new opportunities 
influence energy po,cy. promote energy 
efficiency and conservation programs. 

and secure greater protection for 
tropical forests. 

But neither the United States nor 
international lendeis can single-
handedly bring about greater concern 
for the environment in Latin America 
This is why achieving the ultimate goal of 
EAI-a prosperous, democratic hemi-
sphere, each country trading freely withits neighbors--is so important to the 
future of our environment 

The experience of the world has 
shown that prosperous countries pay 
more attention to the environment than 
countries where people are more 
concerned about their next meal. And 
nations that must worry about where to 
ge. resources to pay their internationa' 
debt will worry less aboul protecting 
environmental resources ... 

Mexico's Innovative 
Environmental Progress 

Indeed. Mexico one of the hemisphere's 
leaders ineconomic reform and 
economic gro, h, is a!so showing the 
way with innovative approaches to 
protect the environment On Octo-
ber 23 the Mexican Government
announced thal, an Integrated Borde'Environmental Plan. which Presidents 
Bush and Salinas set in motion during 
their November 1990 meelng in 
Monterrey. Mexico, would te ready by 
January, Independently, Pes-dent 
Salinas pledged $460 millon for 
environmental projects in the border 
area between 1992 and 1994. These 
projects would concentrate on water 
treatment. solid and hazardous wastes, 
and vehicle po:lution. By the end of the 
year 20C ;ed inspectors will monitor-..

the environmen: along the border. And 
by 1992, computerized systems will 
keep strict tabs on border crossings of 
hazardous wastes. 

Mexico has also been active in 
arranging private debt-for-environment 
swaps Last February, the group 
Conservation International purchased 

$4 million in Mexican debt in exchange
for an increase in the Mexican Govern. 
ment's spending on the environment 

The economic reforms that provide 
the basis for greater concern for the 
environment do not come easily Man,
countries must pass through o~ficu:: 
periods of adjustment before recover'n 
their economic footing But the Succ...stories show that countries that wa"s: I-­
retorm can weal.her the changes 

Bolivia suffered through yea's c'
 
massrve inflation With the he:o c'tne
 
IMF and other multilateral leroers i
 
undertook sweeping economrc re',
"-

Now, Bolivia has substantial! rec.z_^E-­,
its debt burden through reschec.' -c
 
buybacks. and swaps, and Isve:r C 
 e
 
way to economic healh No:. s,".'' s­

,
ingly. Bolivia was one of the firs:c.
 
tries to show interest in deo'.fzi­
environment swaps
 

Venezuela also faced hac t.es 
while economic reforms toOK h: C 

Today. it enjoys perhaps the h _-es' ra~e 
of economic gown in the rec 4 
in 1990 and an exDectet 5-7x ,"199' 

The lesson couldn't be ciea'e" 
There can be no economic g c,.r..c 

new investment withou econo- eAnd without economic grow. ano ne.
 
investment, the environment w' sJ'e'
 
Improving Living Standards,
 
Protecting the Environment
 

To sum up. the hemisphere that ne 
President's Enterprise forthe Ame'rcas 
Initiative envisions is a hemisphere v.,e'E 
the air and water are clean, one v.he~e 
the forests and animals thrive as ve as 
one where people enjoy the fr,.uS C' 
growing outward-looking econo"- es 
Indeed. the goals of improvec v.', 
standards and improved environme".:a 
protection go hand in hancl Fot on ) 
when people are not overwhelmed by tne 
problems of their own surviva' can trhe 
spare the resources to ensure the 
suryival of the environmen: 

142 US Department of State Dispatch Februa'y 24. 190 
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PERSPECTIVE ON FREE TRADE 

Who's Afraid of Mexican Trade? 

Bush can have the job-creating 

pact q ickly ifhe'll take a 
more vigorous approach to 
environmental protections. 

by NMlI[ "gemr 
I IOIIWDENment 

he outline of a North American 
free-tradle il4Feement that could 

larks that heip rake German and Jiap. 
nese ocrnpeult's so formdable The old 
model of huge. mterated, monoithic 
companies laurin esporu from a tin. 
glie natuonal base no longer reflecu real-
tyMon prioducuton now comes; from what 
Harvard Prof Rober Reich calls a"'web-
of trade and investment flows, in which 
groductsad servsm are created out of 
flexible, ever-dhiung conbimuns of 
jomt ventures. Uurlrt-apectfic aliances 

pio,,
and seilie ervice -rs 
Lwopean and Asian companies have 

already spun such webs in their regions 
North Amencan compaies houd havesusulisropportursites

But to be suciesitful. a North Amen. 

ex.
fan free-te"web" must include
plicit provisions to protect the twnrtron-
and public heatlth. Without such 

rules, free -turdepressures would induc-
comani(.s to cut sthort-term cost by 
skiting laws intended to protect health 

be consummated ths year ,s at and Lheenvionment.And without such 
hand Negotiators from the United 
States Mexico and Canada are about to 
exchange their first draftsBut growing 
support for protecuonism may sp.ok the 
'resident f-m pushing the agreement 

in an electun year 
It need not be such a gamble It's sull 

possible to write an agreement that 
would promote lob growth and tmprove 
the environment more satisfactorily 
than the qwck f(ies proposed so far in 
Washington 
Exporu have dnven our economic 

growth in recent years, and without 
stronger links tc the global economy. we 
will find it difficult to compete with 
regional trading blocs in Asia and Eu. 
rope-regardless of Laxcuts or Japanese 
L-ade concessions 

A successful North American free. 
trade agreement would immediately ex-
pand U S access to Mexico. a rapidly 
growing market The unilateral reforms 
that Mexico has undertaken since joining 
the General Agreement on Tanffs and 
Trade in 1986have tnggered an invest-
ment boom and energized Mexican en-
trepreneurs The) now have the money 
to buy American heavy equipment. such 
as trucks tractors and earth movers. 
high-technology products. environmen-
tal clenup services and products, fin-
tihed paper products and agrcultural 
products. including wheat, fruit, nut 
and potatoes 

Ii, addition a free-trade agreement 
would enabie all North American com. 
panies to develop the kind of regioral 

protecuons, long-term economic growth 
could not be sustauned, because busineu 
can't operate with a wurk force suffering 
the effects of air and water pollution 

This quesuon of negotiaunt environ, 
menta protectuons has pola-led polt-
cal debate on the free-trade agreement 
From the outeet. the Bush Adninistra-

'Thethlnklrg of the 
Admlnstrto , tti e 

ttad and enviroflmentl 
t n e not r~atod 

tion has seemed to favor an approach 
that pushes Mexico hard for concessions 
on intellectual property and investment 
rules, but backs off when it comes to 
clean water, clean air and safe food 

There has been serious osmition in 
some quarters to almost any treaty that 
would expose the U.S economy to 
Additional competiuon, even though re-
fusing free trade with Mexco would 
acnfice economic growth and leave 

major exisutng environnmental problems 
to fester untreated 

The key votes in Congres. however, 
seem to be held by a group that falls in 
neither camp These pro-trade Demo­
cral and pro.envronment Republicans 
suggest another path Negotiate a loth. Itm I prsidnt of LheL ogue of 

creatmg trade agreement but include Cor.serv so VotersRo 14'yde-n (D­
the cleanup of pollution along the U S • Ore is a member of the House subcom-
Mexico border and require that new mtteronheijhiandiht itronun: 

investment in Mexico pay up frot for 
basic envionmental protection infra­
structure 

This swing group of policy-makers 
wants an environmental protecuon pro. 
graim built around strong rules, adequate 
resources and tough enforcement 

Serious environmental protection 
c~ould require rules to ensure high
sundards on both sides of the border. 
with the cosits bae on the "plue
pays"principle 

Serious environmental protection 

would provide for a binational bond 
program to raw the 5 bilon to
89 bilion needed Woc:lean up em~stin 
polluuon adoniMlt border and a small 

levy on new inv-.ment tobe setaside
for future envtronmenWd protection 
Serious envirosnmental protection 

r'ould include &mandatory enforcement 
program, based on a bmatsuonal enforce ­
ment agency Iat woulddbe supported by 

a provison toallow ciuzens of either 
country access to the other's lega: 
systems 

The current thinking of the Adminia­
trtion, unfortunately. is that free trade 
and environmental protecuon are not 
related and should not be linked It has 
asked for less money to protect the 
border environment than Mexco plans 
to spend. even though the U.S economy 
a 25 tunes Larger than Mexico's It 
maintains that free trade will provide 
resources for envu.rnenta protection 
but will not say s hen such resources 
tghtbeavailablenorcommitAactual. 

ly spending them on the environment 
In fact. the Adntnistration's central 

position isthot it will be enough to rel) 
on voluntsry agreements with Mexico 
and voluntary compliance by the very 
businesses that created the environ­
mental problems in the first place It has 
caid only thai itwill conduct additional 
regulatory enforcement -'as appropri­
ate--whatever that means 

A North Amencan free-trade agree. 
ment built arouind the principles we 
advocate would bring this country more 
jbs and a cleaner environmentL Unlike 
the ahort-terin tUxbreaks and subsidy 
prcgrams being bandied about Wash. 
ingtorl. it would help generate propen­
ty-even after the election 

Bruce Bobt,for, r gvvert m of An"­
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Prosperity Could Curb Mexico's Pollution 
Anyo." rO has beer it Meaico Ctt 

ltely ilt 5 that It' ct) has a lair 
amniunl of 'rotridtat sllu. r Now it 

Ulk Ii i cladinngM'sr in a NnrtO Ahn It 

CA" Fr,- Tratie ArrI.l t+, stirevj ci 
virunnlentalists complainLs that srf;, an 

rrancrtioetit voit export a tot of Mii 

Can podiuaioi north ot it." borodr 
U.S ulions al , comnpla In a Do Mcii 

can poll-lujih The) aruo furt r that 

Merxcan plants aten I sutilyrit to all of ith 

anti lillution regslaioeis tht aly' i) I S 

plants 1t a easy~ to guoess. ithoui. flat 

their INjor concert is that NAPTA aslid 
SendArefnC.j1 Jo uta brder­nOf1i i, to 

fhesict, and its relatively to* rvsil iar 
Its ltttlyii to Conie uP*ti tAVcas) 
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C"r.r GtoSsi arIdAlit l'.raegrr o' 
Prinhto ',1e'd tUoA vIWh| ha- d.i .ie, 

. The,, resiarc ini dl hAl air qua, 

ieasurs in a ctros sctior ot couiniris 
inidl ate lI,.i eonot1iti CrfttiltM n toL 

leo.Airpiuution prioirn on e per caputs 
tri'K. e.chet li.Jx to V. Lt 

Mlui is, alrejat at L.t.UL alld ttuis 

Loibi) at the mrnlnwhere turiet rrvt. l 

vmid generate ti,+ptaitia. pressur ru 
feiirur.net.i: ptrerlifi and plrrJp + 

it. 

tthdl,lt it p:ii 1tcc l nsi , ?~rT ihe ro 

d , , haLrpo 
dt tl.- iofnIIt it gA1O# ordered 

seirit rv-wrrstati.'nu tv burn rwitoral gas 
in terX ,if ,ullur ge'norel;,g fur; o,! and 
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RICHARD E. FEINBERG
 

Palty Aid to Central Europe
 

To what extent has the internationalcommunity supportedthe reform 
process in CentralEurope? 1990-91 total net transfersmay actually 
be negative. Is the reasonshortsightednessof U.S. leadership,or 
privatemarkets' aversionto risk? 

The successful reform of economic and political struc- provide management know-how, technology, and ac­
tures in the newly independent Central Euroepan states cess to external markets. But there needs to be a 
will require financing. Various sources of external cap- "baseline"- level of satisfactory macroeconomic stabil­
ital--official and private-could contribute to this his- it), and microeconomic predictability, fostered in part 
toric enterprise. Each of these sources is behaving through external finance, before private capital will 
differently. as is evident in this anal)sis of financial come " ith any volume or durability. 
flows to the three countries at the vanguard of reform: 
Czechoslovakia: Poland: and Hungary (the "CE3"). Financing economic transformation 

While the CE3 wvill finance most of their develop­
ment through domestic savings, they are in need of In thinking about the relationship betvbeen the sources 
external financial support for several reasons. Stabili- of external finance and the process of economic trans­
zation funds and capital inflows facilitate the anchoring formation, it isuseful to distinguish three stages: 
of exchange rates and the buildup of reserves, thus 1.Financialstabilization:During this initial stace. 
helping to restore confidence in the currency and to efforts to stabilize prices, make the currency convert­
stabilize price levels. In 1991, financial assistance was ible, and liberalize the trade and financial markets. 
required especially to offset adverse movements in the require immediate balance of payments support. The 
region's tem's of trade due to the withdrawal of trade International Monetary Fund, and the quick-disbursing 
subsidies by the Soviet Union, the loss of COMECON programs of other multilateral and bilateral lenders, are 
markets, and the war in the Persian Gulf. Financial and particularly appropriate here. 
technical assistance also began to assist in the transfor- 2.Structural adjustment. In this intermediate stage. 
mation of productive structures, as these countries the transforming country can gradually move its attention 
moved from socialism to capitalism, from financial stabilization to structural change. as it 

In addition, official capital flows have facilitated the seeks to reform the state, decentralize decision-making. 
servicing of debts to the private banks, which are build market structures and regulatory regimes. and 
retreating from Poland and Hungary. -Ithough much create social safety nets. External financial and techno­
more cautiously than initially imagined by some ob- logical needs are increasingly best met through project 
servers, private fort ign investors have also begun to finance. As the IMF exits, the World Bank and the ne", 
enter the region. Beyknd finance, private investors can European Bank for Reconstruction and Development 

RICHARD E FEINBERG is Executive Vice Preident and Director of Studies of the Oerxea, Deelopment CuunciI inW.hiniow. D C.Thi, article is 
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(EBRD) become most relevant, as do the more trade 
and project-oriented bilateral programs. 

3. Self-sustainedgrowth:Finally, as the new mar-
ket-oriented system emerges, the private sector can 
become the engine of growth. Official finance may still 
be needed to build infrastructure and other unprofitable 
prc:ects, but external financial needs should be filled 
increasingly by international banks and equity investors, 

These stages and sources of finance overlap, of 
course. The IMF can return in the event of macroeco-
nomic mismanagement at any time, just as some risk-
taking private investors are already active during the 
stabilization phases. But in broad terms, we can expect 
this evolution of external finance-fror immediate 
balance of payments suppor, continuing on to official 
project finance, and concluding with private capital 
inflows. 

Flows, disbursements,and net transfe,'s 

Our knowledge of the size and sources of capital flows 
into Central Europe is less than perfect. Many actors in 
the process are new, data collection is incipient, and 
events are moving very fast. Numbers for 1989-90 are 
in many cases rough estimates, and for 1991 necessarily 
best-guess projections. Nevertheless. the basic trends 
are apparent enough to alloy, auseful picture to emerge, 
even if the edges of the specific images are blurred. 

According to the "Scoreboard" of the European 
Commission (Table 1). official commitments to the 
CE3 by the "-Group of 24" (G-24----the twelve EC 

Turkey, and the United States-and multilateral agencie,, 
during 1989-90 totaled $16.5 biilion. The date, and 
speed of the reform transitions account for donor dif­
ferentiation among countries. Poland benefited by tak­
i.ig the lead in implementing a bold stabilization 
program that needed financial s ppon, while Czecho­
slovakia started to reform later and under les,, shaky 
financial circumstances. 
Table 2 Grant Commitments 

to Central Europe, 1989-90 
(Smillions) 

%of 
Czech Hungary Poland Total Total 

EC &Member Sates 51 1 201.6 1,6412 1.8939 743
United States 0.0 0.1 356 8 356 9 14 0
Japan 0.0 0.0 270 27 0 11 
Other* 31.7 202 2182 27C 0 106 
Total 828 221.9 2,2431 2,547 8 IO 0 

Snu'rr. Comm'.sion of the European Communimii',. G.24 Cionulij' iir" 

n n . 

Ofthe recorded $16.5 billion in assistance. onl%$2.5 
billion were grants (Table 2). The EC Scoreboard does 
not indicate the terms of the credits, but it iscertain that 
many credits were not "assistance" at all in that they 
bore near-market terms of interest. According to the 
Organization for Economic Cooperation and Develop­
ment (OECD), the grant element of acredit must exceed 
25 percent to count as "official development asistance 
(ODA)," amarker presumabl\ not attained b\ at least 
some of the $5billion in reported exporn credit, (Table 3). 
among other bil:!eral commitments. 

land,Japan,Ne% Zealand,Nora). Sweden, Switzerland. 

Table 1 Foreign Assistance Commitments 
to Central Europe, 1989-90 

(Credits and Grants, $ millions) 

% of
Czech Hungary Poland Toial Total 

EC & Member 
States' 572 5 3,503.6 5.078 8 9,1550 554Unted States 57o 530841.4 572.2 35Japian 174 0 782 6 9125Japa174 782 1.869 1 11.391 5 1,691 1.3

Other* 156.7 4146 568.9 1,140.2 69 
Total Bilateral 9032 4,742.3 7,091.0 12,736 ! 77.1 
EBRD 0.0 0.0 0.0 0.0 0.0 
IBRD 4000 8836 1,7635 3.047.0 184
EIB 00 144 0 114.0 2580 1.6 
ECSC 0.0 2400 240.0 4800 2.9 
Total Mulilteral 4000 1,267.6 2,117.5 3,7850 229 
Total 1,303.2 6,009.8 9,208.5 16,521.5 100.0 

Includes Australia. Austna. Canada. Finland. Iceland. 
New Zealand. NorAa%. Sweden. Swijzerland. TurLcN 

Source Commission of the European Communities. G.24 Consultaton 
Ujnit. Januar) 30. 1991. 

countries plus Australia, Austria. Canada, Finland. Ice­lan, Jpan NeZelan, Nrwa. Sede. Sitzrlad.Table 3 Foreign Assistance Commitments 
to Central Europe by Purpose, 1989-90 

Education 
Transporlation &

Communication 
Energy 
Environment
Training 
AgricultureIndusry. Mnng &

Consrucon 
Trade. Banking & 

Tourism 
Non'project

Assistance 
Debt ReliefEmergency
Export Credits 
Private Investment 
All Other 
Total 1,303.2 

Source: Commission of tii 

Unit. Januar. 3U. 199.I 

(S millions) 

Czech Hungary Poland Total Total 
Czeh Hungary Poland _oa_ Tota 

00 102 34 136 01 

0 226 4 1903 4168 2 5 
0 0 47.3 277 4 324 - 2 0 

38 0 
10 0 

34 7 
644 

183 5 
1642 

2562 
2386 

1.6 
1 4

0.2 
00 

00 

7334 
0000 

87.0 
0.5 

4340 

112.7 	 277.3 3902 24 
300 2309 2609 1 6 

650 402 105.2 06 

2,7366 1.266 7 4,7368 28 7 
00 7980 7980 4807 4770 4777 29

1,4958 3.367 8 4.9506 300 
161.8 316.0 4782 2 9 

1,0242 1,616.0 3.074 3 186 
6.009 8 9.208 7 16.521 7 100 0 

European Communities. G-2J Con~ulthi,,ii 

Januar'-Februar. 1992,Chullcn.:,c 



Table 4 Gross Disbursements by Source, 1990-91 
(Sbillions) 

Multilateral' Bilateral Private Toal 
1990 1991Grand

1990 1991 Total 1990 1991 Total 1990 1991 Total 1990 1991 Tota: 
Czechoslovakia 00 1.7 1.7 00 03 0.3 1.9 04 23 1.9 24 43
Hungary 0.5 2.6 31 0.5 05 1.0 1.5 07 2.2 25 3.8 63
Poland 0.5 2.0 2.5 0.4 04 0.8 0.0 0.1 01 0.9 25 34 

Totals 1.0 6.3 7.3 0.9 1.2 21 34 1.2 46 5.3 87 140 

SIncludes the IMF. 
Source: Official sources and FinonringEo.rern Eu'op-. Richard A. Debs. Harve) Shipiro. and Charte, Ta, lot Washin¢ t. DC Gruup nf Thin 19 I. 

The EC Scoreboard records commitments, some of 
which will only disburse over many years, others of 
which-such as the export credit lines-may never be 
utilized. Actual disbursements to the CE3 by official 
donors (including in this calculation IMF credits) to-
taled approximately $2 billion during 1990 and may 
reach $7.5 billion in 1991 (Table 4). Estima.ed medium 
and long-term gross disbursements by private sources 
(not captured in the EC Scoreboard) add about $4.6 
billion during these tvo years. 

Most interesting is the different impressicns given by 
the EC Scoreboard and its recording of commitments, 
and actual disbursements. Whereas bilateral donors ac-
count for three-quarters of commitments. muhilaterals in 
1990-91 will account for roughl, three quarters of offi-
ciaJ disbursements (Tables I and 4). This apparent dis-
crepancy is explained b) the rapid-disbursing nature of 
the stand-b) and structural adjustment loans of!he LNF 
and World Bank. which are designed to provide imme-
diate balance of payments support, in contrast to the 
necessarily slower gestating investment projects and tied 
export credits of the bilaterals. 

Table 5 Net Financial Transfers 1990 
(Sbillions) 

Czech 
DLsbursenents 

19 
Amortization 
- 10 

Interest 
-08 

NF-7 
-a 

Hungary 2.5 -2.5 -1 7 . -1.7 
Poland' 0.9 - 4.6 -3.9 = -81 
Total~ 53 -81 -64 = -91 

Pa)'ments due (pnot to debt relief) 
o 	 Totals rna not add due to rounding Excludes shon.term capital 

movemen sand direct foreign inestmcnt. 

Sourcr: Offical sources and author's calculations 

In public pronouncements, lenders ndturally empha-
size flows (whetherat the commitment or disbursement 
stages), which are their contribution to the recipient 
economy. But a fuller picture of the net contribution of the 
international financial community (including the IMF) 
requires that attention also be paid to reflows -to 
amortization and interest. The resulting "net financial 

transfer (NFT)" reveals . dramatically more complex 
story. For the CE3 as a group, scheduled amortizations 
and interest payments on old debts substantially exceed 
actual disbursements for 1990-9. But although the 
NFT was heavily negative in 1990, in 1991 it promises 
to become positive, if only bN a modest margin (Tables 
5 and 6). 

Reflecting their very distinct external debt profiles. 
there is considerable differentiation among the three 
countries. Poland is heavily indebted to bilateral credt­
tors, and would have recorded a massive negatis e trans­
fer had it been meeting its contractual obligations. Debt 
relief in the Paris Club will considerabl) reduce pay­
ments due (although actual payments may increase. 
since Poland has been closing its financial gap through 
arrears). The combination of increased disbursements 
and debt relief may allow Poland a small positte 
financial transfer in 1991. In contrdst. Hungar. has 
eschewed debt restructuring. so that payrmen, on it. 
substantial commercial debt contribute to a negatie 
NFT of over $2 billion during 1990-91. HJ inc been 
largely absent from international financial markets 

prlor to its revolution, Czechoslovakia. for Its pan. 
should accumulate a net positive nflov, of S1-2 billion 
during 1990-91. 

The transfer problems of Poland and Hungar are. of 

course, but a reflection of their debtor-countr\ status. 
Thisreverse resource transfer quandanr is characteristic 

Table 6 Estimated Net Financial Transfers 
1991 

(Sbillions) 

Disbursements Amorlizalons Interest NFT' 

Czech 3.2 .11 -10 .1 1 
Hungary 38 -25 .1.9 a -06 
Poland' 26 -. 0.5 -. 1.7 *03
Total" 9.5 .41 .46 a *08 

"Tota a. not add due to rounding EAcludes shonucirm 

capitfl moemenb and dircct foreign in%esttmnl 

Source Official sour.es and auihors calculatiits 
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of middle-income debtors throughout the developing 
world. It tesults from the accumulation of substantial 
debts, high global interest rates, the retreat of commer-
cia] lenders in the 1980s folowing an earlier period of 
easy credit, and the inability of official lenders to fill 
fully the resulting gap Certainly, it is inevitable that 
borrowers must eventually face repayment on old loans, 
and interest payments on ballooning debts will consume 
a rising share of new loans. Ideally, however, the con-
sequent negative transfer occurs when a country has 
reached a healthy level of sustained growth. For Poland 
and Hungary, as for other middle-income countries, it 
is unfortunate that these heavy loan payments coincide 
with moments of domestic austerity and costIly reform, 
as well as adverse external events beyond their control. 
Recognizing this contradiction, the international com-
munity is providing deep debt relief to Poland. 

The foreseeable improvement in the NFT in 1991 
coincides with and makes feasible a significant swing in 
the CE3's trade balance. Whereas the thr: .,ations ran a 
cumulative trade surplus of aboui $3 ", .,n in 1990, they 
appear set to run cumulative trad .eficits of about the 
same amount this year. The positive transfers are, in 
effect, financing this deterioration in trade balances. 

Role of thw Brc'onz Woods agencies 

The Bretton Woods institutions have been the unsung 
heroes in the financial transfer game in Eastern Europe 
generally, and in Central Europe in particular, provid-
ing not only significant disbursements bUt sharp.y pos-
itive net flows as well. The IMF, for its part, hasresponded with impressive alacrity and creativity, it 
projects $3.5 bilion in disbursements to the CE3 in 

1991 (Table 7). Though slower in getting itself off the 
mark, the World Bank is now engaged as well, 

The IMF approach to each of the Central European 
countries has followed a recognizable pattern. First, the 
Fund approves a traditional one-year standby to support 
basic financial stabilization. It then proceeds to approve 

Table 7 Estimated IMF and World Bank 
Gross Disbursements, 1991 

(Sbillions) 
IMF World Bank* Total 

Czechoslovakia 1.4 0.5 1.9 
Hungary 1.0 0 6 1.6Poland 1.1 1.0 2.1 
Total 3.5 2.1 56 

Includes parallel financing 

Sourte: IMF. World Bank. 

a three-year Extended Fund Faciht, (EFF), which is
 
me:,nt to sustain financial stabilization a,, well as support
 
a series of structural adjustment meaiures. Furthermore.
 
o cover increased costs of energy import.s, additional
 

resources are being made available to each countr under
 
the Fund's Compensatory and Contingenc) Financing
 
FacilIty. 

This most appropriate use of the EFF is to be
 
applauded. The EFf was designed in the late 1970,,
 
precisely for circumstances in which countries need
 
large sums of ex:ernal finance relative to their IMF
 
quotas, necessary reforms cannot reasonably beaccorn­
plished during the traditional one-year standb, period.
 
and immediate stabilization and longer-term adjust­
meat measures are intimately related. The EFF alloy s
 
national policy makers to hold IMF financial support
 
over a medium-term period, and stimulates both na­
tional po!icy makers and IMF staff to think beyond the
 
immediate financial crisis, and to focus on the optimal
 
sequencing of reforms over a longer timeframe.
 

as constrainingforce 

The World Bank responded somevhaimore phleg­

maticall) to arising opportunities in Central Europe. 
This is partly natural, as the Banks forte remains 
project loans which take longer to design and irmple­ment. But more important, the United State.. the 
Bank's major shareholder, offered no leadership vi­
sion, and ddi!ionallh constrained the Bank through­
o" -98-89. 

Despite its initial hesitancies. the Bank isnov, engaged 
in three important ways: balance of payments financing:,raditional infrastructure projects: and support formarketization reforms. In tandem with INIF program. 
the Bank has signed quick-disbursing Structural Adjus­

il
 
meat Loans (S.s) of S300 milhon for Poland and S200
 
million for Hungary (with an additional S20(l million in 
cofinancing from the Japanese Exim Bank): a second
SAL for an additional $200 million is scheduled for 
approval during the Bank's fiscal year 199 1. As is normal 
Bank practice. release of the second of the tm o vlam hc;
of the signed SALs is conditioned upon the fulfillment of 
specified conditions. In addition. a SAL of $450 rnilhon 
is also in the works for Czechoslovakia. The approved 
SALs are intended to support a wide range of reforms. 
including enterprise reform and privatization. financial 
sector restructuring, trade liberalization. assistance to 

unemployed workers, as well as basic balance of pa. ­
meats assistance. 

Jamuar.FcbruunT 1992 Chllcntc 



This is not to impl, that the Bank has neglected its 
breal-and-butter projects, however. During 1990 it 
approved loans for Poland in transportation and energy. 
and for Hungary in telecommunications. But it is also 
struggling to be more innovative and to design sector and 
project loans that directly tackle the daunting problems 
of marketization. Here. the Bank might assist in enter-
prise reform by helping with industrial restructuring and 
competition policy. as well as with trade and financial 
liberalization, 

At the same time, it hopes to promote environmental 
cleanup, having approved a small loan to Poland to help 
build the institutional framework for environmental reg-
ulation. It also intends to help the formerl, socialist 
nations construct asocial safet net consistent v,ith cap-
italist incentives. Available evidence suggests that in 
these terra nova, the Bank is not yet IJ,,a son sure 
footing. This tenuti, eness iscaused in par b\ confusion 
in the borrowine nations a.,A,ell as the state of the art of 
marketization itself. 

Togeiher. the Bretton Woods agencies hope to dis-
burse over $5billion in 1991 to the CE3 (Table 7). 
Only Hungar v.ill hase to make significant repay-
ments on old loans during 1991, so the net financial 
transfer could still be in the S5 billion range. If ihe 
Breton Woods agencies make the projected disburse-

ments. thev could account for o%er 60 percent of total 
loan disbursement.s in 1991 to the CE3 (Table. 4 and 
7). Furthermore. the resulting net transfers would 
signifcantl, exceed ihe total transfer, anticipated b\ 
the region in 1991 (Tabes 6 and 7). In effect, much 
of the net transfers being pro ided b\ the Brtton 
Woods agencies are being recycled to service the 
debts of other creditors. 

It is A.ortf. mentioning that the financial contribution,, 
of the Breton Woods institutions to the CE3 need not be 
at the expense of other de'eloping nations. The IMF is 
sitting on massi.e amounts of loanable funds. e' en prior 
to activation of the recent quota increase of Special 
Drawing Rights (SDR) $45 billion The IMF's outstand-
ing loans have actually declined markedl\ since the 
mid-1980s, from SDR 35 billion in 1966 to SDR 23 
billion at the end of 1990. The World Bank isalso flush 
with (-nds. having received ageneral capital increase of 
$75 billion in 1988, and has been falling short of its 
commitment and disbursement targets. Moreover. since 
the agencies' major shareholders have a strong interest 
in Eastern Europe, this lending activily increases political 
support for the IMF and World Bank and actually 
enhances the prospects for future capital injections, 

40 ChallengeJanuarv-.Februutr" 1992 

Projectfinance and technical aid 

As Central Europe stabilizes its macroeconomics. at­
tention will increasingl) focus on structural chanve and 
project work. During this phase, it \,Ill be partic:ularl. 
important for donors and recipients to agree on priori­
ties. for appropriate divisions of labor to be establishd. 
and for adequate coordination mcchanis,,ts to b,. at 
work. The World Bank. the European Commi,,sion. and 
the EBRD will become the central multilateral donor. 
as the IMF exits. Bilateral disbursement,, Aill begin to 
catch up to commitment les els. 

The man\ bilateral programs under, a) in Central 
Europe reliect the political priorities as %%ell a,, existin: 
programmatic capacities of donor agencies. Dra, in' 
on their depth of national experience in democrati,. 
institutions and private sector organization.the\ should 
be able to impart not only capital but also valuable 
expertise. A cursor- reviev, of bilateral and multilateral 
deslopment assistance suggests that s.hile there is 
general agreement on os erall strategic objectise,,.there 
seemsto be considerable o\.erlaporduplicationamon g 
donors, and the wide dispersion of project,, su .e,t 
inadequate prioritization: 

ECandmenbercountries: A program to coordinate 
economic assistance to Eastern Europe s.a, firt desel­

opedattheJul\ 1989 Paris Summit of the indu-,trializd 
democracies. The G-7 Summit charged the European 
Commission (EC)\sith coordinating as ,stan,.e from 
the Group of 24 Western industrialized countrie,,. 
Knoon as the "Phare" program, the EC action plan 
listed fise priorit. area'..( 1)impro.ing acces,, to,.,e-.t­
em market,: (2) pros idinG humanitarian and food aid. 
(3)pros iding technical training. (4)establishing program, 
foren%ironmental protection and rehabilitation: andi5 
extending loans for economic and ins estment re-.tru,:­
uring Though originall\ targeted to Poland and Hung,. 

the EC ,Pare program sAas extended to Czecho,,los akt.i 
and other Eastern European countries in 1990. 

The EC and its member countries have large;\ pri­
oritized balance of pa.'ments support for ma,.roeco­
nomic adjustment-provlding important backin.. t) 
IMF-appros ed programs-as \\ell as pri, ate sector de­
veloprnent in their assistance to the CE3. and ha\ e also 
been broadly consistent in providing suppon to enable 
East European nations to import agricultural and other 
Western European products. Yet despite agreement omn 
the strategic thrusts of assistance efforts, on-the-ground 
aid program-, reflect differences of donor comp:iratte 
ad\ antage a'. well as priority. a.shok n in Table 1. 
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The EBRD: Set up in record time to begin operation 
on April 15, 1991, the London-based EBRD is distinc-
tive among muhilateral developmen institutions for 
three principal reasons: its explicit commitment to the 
political transformation of the former comruinist coun-
tries, its emphasis on private sector development (6 
percent of annual lending), and its standing as twe first 
pan-European institution linking the seven Central and 
Eastern European nations to the West. 

With an initial capital base of only $12 billion, the 
EBRD's role in r.eeting the financial needs of the CE3 
is likely to be modest. Theoretically itcould lend as much 
as $25 billion a year, but the Bank's treasury projects 
that it will lend about $1.3 billion and make equity 
investments of S140 million for each of its first five years. 
These lending levels will rank well below those of the 
World Bank. Nevertheless, EBRD officials believe the 
Bank can mobilize private investment up to 15 percent 
of the region's financial needs. Moreover, the EBRD will 
devote special funds to private technical training. 

Particularly at the outset, the EBRD will cooperate 
with the bilateral donors and existing multilateral devel-
opment institutions. cofinancing projects already on-line 
through the World Bank and IFC. Key to the Bank's 
eventual identity. however, will be its ability to define 
specific niches among the already existing panoply of 
international lenders. To date, the Bank has indicated 
interest in physical infrastructure, small and medium­
sized firms, privatization, industrial restructuring. finan­
,ial sector reform, and environmentalism. But these are 
wide-ranging. and overlap considerabl, with World 
Bank programs. One obvious strategic thread to provide 
its programs with coherence would be regional integra-
ton-between Westen and Eastemn Europe, and among 
the Eastern European nations themsel, es. 

Japan: Japanese aid flows to Eastern Europe from 

November 1989 to September 1990 focused primarily 

on agricultural and other trade credits to Poland andovme 
Hungary. To this end, the Japanese govermen i~as 
authorized $175 million for commodity imports to 
Poland, three-year, $500 million trade credits to both 
Hungary and Poland, and investment insurance 
up to $350 million for Poland and $400 million for 

Hungary. 

In addition to these trade measures, Japan has allo-
cated approximately $25 million for a five-year techni­
cal assistance program to Poland and Hungary focusing 
on training, research, and scholarship exchanges. Pro-
vision of technical assistance to Czechoslovakia was 
under consideration in early 1991. 

United States: The U.S. government authorized S420 
million in fiscal year 1990,and $469 million infiscal ycar 
1991, for foreign assistance and food aid to all of Eastern 
Europe. An additional $400 million has beer, requeted 
for 1992. Unfortunately, no countr, breakdo, n, of these 
figures are readily available. But it is clea that U.S. 
programs for Central Europe have concentrated on bal­
ance of payments support and food aid, and assistance to 
private enterprise and democratization. 

The U.S. contributed $200 million to the Polish 
stabilization fund, and another $100 million of food 
exports to that country. Of the $95 million authorized 
in fiscal year 1991 for enterprise funds. Poland ha, 
received about $55 million and Hungary about $5 mil­
lion. Enterprise fund offices support private sector de­
velopment through loans, grants, equity investments. 
and technical assistance and training. Additional pri­
rate sector assistance has been targeted on labor unem­
ployment support and training programs. 

The US has also granted roughl\ $12 million for 
regional and national democracy-building activities. 
Channeled chiefly through the National Endo%%ment for 
Democrac,, these funds have served to sulppor the devel­
opmeri of trade unions, nongovernmental organizations. 
the media, political parties, and elections traiting. 

Privatesectorfinancialflows 

So far, financial flov, s from the private sector to the CE3 
have been disappointing. In reality, it should not L 
surprising that in light of the historic political and eco­
nomic uncer-inties, coupled with the regions depressed 
macroeconomic conditions, private investors %,ould take 
a cautious wait-and-see atitude. In the longer run it i, to 

be hoped that private lenders and equity ins .stor\ ill 

vievk the CE3 as significant business opportunities. 

Table B Estimated Not Transfers 
by Commercial Creditors, 1991 

(Sbillior.s) 

let-
Disbursements' Amorlizations' est"* N7 

Czech 1.0 09 03 0: 
Hungary 1.4 23 09 = .1i 
Poland 0 0 04 --0. 

Total 24 .- 3.2 .116 * .2. 

c Interest payments calculated on basis of outstanding needium iiJ 
Ionga.term commercial debt Disbur ement and amonization, 
wt on mcdoum and long-term debt onId 

Sourre Official sources and author's calcula ion, 

Januar.-February 1992(Challcnt 



Czechoslovakia and Hungary b.:Ih successfully strategies, if the private sector is to be a wrincipal fulcrum 
tapped international capital markets in 1990, whereas in promoting sustained growth in the CE3 countries. 
Poland's creditworthiness was undermined by its ex­
tensive arrears and requests for debt relief. In 1991, net 
disbursements to the three countries by commercial 
lendersmaywellbenegative(Table8).Inthetnearterm, 
banks are likely to be very cautious, concentrating on 
trade and project finance, and on servicing the needs of 
their key corporate clients, 

Well-publicized announcements of large invest-
ments, such as the Volkswagen investment in Skoda, 
have left a false impression regarding actual investment 
flows into the region. In 1990-91. only about $1.5 
billion in direct investment appears likely to flow into 
the three countries (Table 9). In addition to the overall 
climate of uncertainty and rectssion. private investorb 
are dissuaded by the absence of lear rules of the game 
regarding private property and equity investment, as 
well as the gradual pace ofprivatization in some sectors. 
On the other hand. a large number ofjoint ventures have 
f)een signed that may not provide much finance but 
could bring management skills and technology, as well 

as access to external markets. 

Tab'e 9 Estimated 
Direct Foreign Investment, 1990-91 

(Sbl1,ons) 

1990 1991 
Czechoslovakia 
Hungary 
Poland 

01 
03 
00 

0 4 
05 
03 

Total 0.4 12 

Sore: moirld Bank. Intrimaionil Nonclar\ Fundi. Group of 30 

Assuming reforms proceed and macroeconomies are 

stabilized, private investment could become much more 

significant. and gradually replace official flov%s.But in 

the short-term it is gishful thinking to imagine that 
private lenders or investors are likel) to fill significant 
shares of the external financial needs facing Central 
Europe. Indeed, in 1991 private lenders and investors 
together are likely to be a net financial drain on the 
region (Tables 8 and 9). 

A critical determinant of investment decision%will be 
the degree of trade access to the markets of Western 
Europe, the United States, and Japan. While some trade 
liberalization steps have been taken recently. significant 
barriers to the CE3's exports remain. If private flows are 
to gradually replace official transfer,, industrial-country 
governments will want to continue to lower their barriers 
to the exports of Central Europe. That is, trade policy will 
need to be seen as an integral part of financial assistance 

ChallengeJanuary-Februan" 1992 

External debt burden 

The current external deot profile of the CE3 differs 
radically (Table 10). Poland is very heavil) indebted. 
principally to offic.,d creditors, and has fallen into 
arrears to both official and private creditors. Hungary 
is also struggling under a very heavy debt burden, but 
its creditors are primarily commercial banks, and 
Hungirian policy makers have assiduously sought to 
maintain access to credit markets by remaining current 
on payments and eschewing restructuring,. For its pari, 
pre-1989 Czechoslovak governments avoided forein 
financial entanglements, bequeathing to the reform 
government a relatively light debt burden. 

Hov, much interest-bearing external credit can the 
CE3 prudently acquire? Future debt servicing capacity 
will be a function of numerous variables, including 
rates of export and GNP growth, the quality of eco­
nomic management, and creditwonhiness in intera­

tional financial circles. Given the tremendous 

uncertainties regarding these critical variables, any es­

timates of future debt service capacity sould suffer 
from a wide margin far error. But the alread\ difficult 

debt positions of Poland and Hungary. and the rapidly 
deteriorating Czechoslovakian circurrmstances. indicate 
the universal need for ,rudent debt management. 

In response to its severe debt servicing problems. 
official creditors have granted significant debt reduc­
tion to Poland, and private creditors are expected to 

follo, suit. When the negotiations are finalized. 

Poland's nes. debt service position %billbe greatly 

improved. Hungary's ability to accumulate more extcr­

.,al debt is clearly constrained by its already setghty 
Table 10 External Debt Positions, 1991 

(Sbillions) 
Czechoslovakia Hungary Poland' 

Stock Outstanding 1t0 22.0 531 
Medium./Long-le'm 59 192 502 

IFIs 1.9 48 54 
Oflicial bilateral 1 2 1.8 366 
Commercial 28 126 8.1 

Shorl.term 5 1 2.8 2.9
 
Commercial 3.0 2.3 18

oficialitateral 20 04 1.2 

1.4 44 8.3" DebtDebt ServiceService Ratio 17% 41% 60% 

0Pnor to debt rclwf 

s,,,rr Group of 30 



debt service obligations. Indeed, projections suggest 

that Hungary's debt service ratio (interest and principal 

payment,, as aratio to exports) is likvly 1o remain in the 40 

percent range into 1995. If so. debt service obligations 
macro-will remain a constant concern and vill bind 

economic policymaking 
The OECD has do',ncraded Czechoslovakia from 

indebted country."a "'ioA-debt'' to a "moderatel) 

Still, compared Awith Hungary's estimated 1990 ratio 

of interest paments to hard-currency exports of 35 

percent, Czechoslovakia's 10 percent ratio is rela-

tively light. But if Czechoslovakia run%current ac-

count deficits as anticipated b) some observers, its 

overall debt ser\ ice ratio could rise sharply. 

Poland and Hungary's ability to borrow, abroad is 

already tightly constr:lined by existing debt ser, ice 

burdens. Czechosloval, ia ha, more room to manp-,ver. 

but its looming trade deficits are causing its. debt ra.io, 

to deteriorate. Particularly if the external en%ironmeni 

is unfa' orable in the 1990s-in ways that hamper 

export grov.th and make external borro' ing costly -

debt management requirements could limit external 

borroAing by the CE3 and thereby stunt gro" th. 

Cold reality of support levels 

at the flo%% statistics, it can be con-Looking simply 
cluded that \.hile commitments are impressi'e and 

disbursement, 	 are significant. net financial transfers 

best. This cold reality %ill disappointare modest at 
vho belieecitizens of the industrialized countries 

that their societies are pro\ iding massi\e assis-

tance to the exciting reform enterprises in Central 

Europe. 
But ithin this o\erall landscape. the potential 

beha' ing s.ery differently. Thesources of capita! are 
lead. and bilateralsmultilaterals hase taken a strong 

will play a gro, ing role as disbursement, gradually 

catch up %kithcommitment-, and ne'. projects break 

ground. Howe'er regrettable, it is predictable that 

most private risktakers s,,ould stay clear of the 

region's current upheaval. The observed ''burden-

sharing"--the transfer of relative exposure and risk 

from private to official lenders-is appropriate to the 

circumstances. Official institutions exist precisely to 

act when private enterprise fears to tread. These trends, 

can be observed throughout the debt-ridden develop-

ing world today. 

At the same time, official lenders.,, notably the 

must \,atch closely the debtWorld Bank and the IMF 

In parni1uLat. themanagement of recipient nations 

debt ser%icing capacities of Poland and llungar\ r: 

already strained, and Czechosl',aki" p,,it i, is 

worsening. It is in the inerests of oflilal l.nd.1 fllt 

commercial banks to grant debt redutuion ,lic t,:, 

appear unlikely to provide fresh credit,, in the Iur,'. 

able future. as is cetainly the case in Poland 
the Bretin WoodsAnother ad\ antage to having 

i,,their ability to h.'lpinstitutions in the lead today 

design economic reform program, Dra.,,inv on 

worldvide experience %kith program, in similar al­

though not identical circumstance., the muliilateral 

agencies also have more political legitimay than 

\,ould bilateral governments to attach ,trong .ondi­

tions to their credit,. This conditionahity also p:-' ide, 

hich other dnnorsa macroeconomic umbrella under %, 

can operate. Fortunately. the multilaterals h.' e been 

pressing ag ainst open door,,.as national ,i.minen:­

arc anxious to adopt the preferred mar.ei-wr .',: 

reforms. 
By proiding such a healy share of initial finan.­

coordi­inc. the multilaterals ha'e offered a JdJ, i,, 


nation mechanism. In addition, the European
 
to coordinate Hlat-
Commission has braely sought 

eral programs. but much reman', to be done. both at
 

;he donor and recipient country le.els Prioritizatlon
 

of financial and technical assistance need, i, espe-


Such problems are to be expected. i\ en
ciall\ urgent 

the ne.ness of the experience and the large number
 

of external players 
an ep",,.h of sut.iedIn order to help usher in 

gros, th. donors must not only stri',e to fo~ser ,t.,hoe 
10\%orkmacroeconomic conditions. but Aill also %kjnt 

with go,,ernments to de,.elop the 'enabling 

and other indirect incentiie, thit calnen,,ironment' 
ers and in\ estot , E\pe­serve to stimulate pri\ ate sa' 


rience in other developing countries during the ,M,
 

succesfulsuggests that 	 it cannot be assumed that 

stabilization measures, by themsel\ es. %&illautomti­

call) rene, "'animal spirits.'- Ho\%best to cat.ilyze 

the private sector %,ill increasingly become the don i­

nant economic issue in Central Europe. But it .,ould 

be a grave error to rely on an early response Irom mlost 

large international banks and firm,. 

Given the mammoth nternal tasks facing Central 

con-Europe. the difficult external en' ironmeni that 

fronts them. and their deteriorating trade and current 
be needed for sonicaccounts. official finance %ill 

time. For multilateral and bilateral donor: alike. Cen­

tral Europe cannot be a short-term matter. 

JanarY-Fch,san 1992 Chal n,'" 
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Tronsition The World Bank/CECSE 

Quotation of the Month: "Inspire the Russian people with an­
other unsordidact" 
Jeffrey Sachs urges international aid 

oris Yeltsin has elevated to power 

the finest and most market-ori-
ented economists in Russia ... 

unified, intellectually and by common 
bonds of friendship and struggle, behind 
the new deputy prime minister, Egor 
Gaidar. ... This new team has... issued 
a set ofremarkable decrees, which within 
weeks will free prices, make the ruble 
convertible and aim to get Russia's 
hyperinflationary budget under control. 

Ifeconomictransformationwereamatter 
of brilliant ministers and good %ill,the 
Russian team would be on its way to 
success. But life is more tragic than that, 
particularly in the rubble of a collapsed 
empire. And the West not only needs to 
understand the potential tragedy, but find 
ways to address it sensibly. ..A few best. 
guess estimates of what is required are: 

Russia now needs international sup-
port of about 5 percent oflis $300 billion 
GNP each year for the next four or five 
years - about $15 billion per year. (The 
rest of the former Soviet Union, when it 
gets around toradical reform, might need 
a like amount.) 

* In apportioning aid from the West, a 

fair U.S. share would be about 20 percent, 

or $3 bil'ion; the European Community 

should put in $10 billion and Japan $3 

billion. In addition, rather than strong-

arming Russia to pay debt service that 

cannot be afforded, the West should ac-

knowledge that a comprehensiveresched. 

uling of interest and principal payments

is needed in the early phase of stabiliza-
tion. Even heroir measures by the G-7 to 
'lend" Russia money to pay some of the 
debtswouldbemisplaced,sincethatwould 
presume that Russia would have to keep
servicing the balance of the debt in the 
short run. 

* Real assistance should be a mix of 
emergency food aid and balance-of-pay.
ments support, not a cosmetic rearrange-
ment of debt servicing. A rough guide for 
1992 would be $5 billion in food aid, $6 
billion in balance-of-payments loans (to 
help Russia maintain the flow of crucial 
imports tokeepfactoriesrunning), and $4 
billion for a stabilization fund for the 
ruble, which the government will make 
convertible on January 1,1992. 

0 All loans should be conditional on the
implementation of the Ycdical reforms 
that Yeltsin and Gaidar have announced, 
The IMF should immediately be pressed 
into service to negotiate an "IMF-moni. 
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tored" program with Russia, exactly as if 

Russia were an IMF member country. As 
usual,theIMFwouldprovidestrictcondi. 
tionality, but the money would come from 
Western governments, not the IMF. 

* Next year, Russia shoutd be admit-
ted as a member of the IMF and World 
Bnnk. The target date for admission could 
be the G-7summitinGermanynext sum. 
mer, after which the financial support 
would shift, in part, from the U.S. budget 
to the balance sheets of the IMF and the 
World Bank. Thus, by the time other 
Soviet republics become eligible for West. 
ern assistance, the overall burden could 
be borne by a combination of direct bud-
getary expenditures from Western gov. 
ernments together with funds from inter-
national financial institutions. 

In no year should direct U.S. budgetary 
outlays have to exceed $3 billion - which 
the United States can e-asily afford. Part 
can comein the form offoodcredits, which 
can be readily financed (and which have 
already been supported by the adminis-
tration and Congress). Part, however, 
must 7cme in the form of cash grants and 
oars. Since a cash outlay of $2 billion 

would be considerably less than Ipercent
ofour annual military spending, the best 
strategy remains a diversion of up to I 
percent of our military budget to "eco-
nomicsecurity"spendingonbehalfofsta. 
bilizing the new democracy in Russia and 
in the other republics in future years. 

This is the third time in this century
(that] the West must address the van-
quished. When the German and Hapsburg 
empires collapsed after World War I, the 
result was financial chaos and social dis­
location. Keynes predicted in 1919 that 
this utter collapse in Germany and Aus­
tria, combined with a lack of vision from 
the victors, would conspire to produce a 
furious backlash toward military dicta­
torship in Central Europe. Even as bril­
liant a financial minister as Joseph
Schumpeter in Austria could not staunch 
the torrent toward hyperinflation and 
hyper-nationalism, while the United 
States descended into the isolationism of 
the 1920s under the 'leadership" of War- 
ren G. Harding and Henry Cabot Lodge. 

After World War I1, the victors were 
smarter. Harry Truman called for U.S. 
financial support for Germany and Ja-
pan, as well as for tho rest of Western 
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Europe.Thesumsinvolvedin the Marshall 

Plan, equal to a few percent of the recipi­
ent countries' GNP, was not enough to 
actually rebuild Europe. It was, though, a 
political lifeline to the visionary builders 
ofdemocratic capitalism in post-War Eu. 
rope. 

Now the Cold War and the collapse of 
communismhaveleftRussiaasprostrate, 
frightened,and unstable as was Germany
after World War I and World War II. 
Inside Russia, Western aid would have 
the galvanizing psychological and politi­
cal effect that the Marshall Plan had for 
Western Europe. Russia's psyche hasbeen 
tormented by a thousand years of brutal 
invasions, stretching from Ghengis Khan 
to Napoleon and Hitler. 

Churchill judged that the Marshall Plan 
was history's'most unsordid act," and his 
view was sharedbymillionsofEuropeans 
for whom the aid was the first glimpse of 
hope in a collapsed world. In a collapsed 
Soviet Union, ve haw a rmarkable op.
portunity to raise the hopes of the Rus­
sian people through an act of interna­
tional understanding. The West can now 
inspire the Russian people with another 
unsordid act. 

From a recent article in the Washington 
Post. The author is professor of interna. 
tionaltradeatHarrardandanadviserto 
'heRussian government. 

U. 
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"This satellite photo 
clearly shows nuclear 

war heads changing hands 
at a Minsk car-boot sale" 

,orn the Financial Times 
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Why Waste Aid on Russia?
 
By Doug Bandow 
.... .. .. .. 


..i.ter ex su I rC 
I.Ith. . Ontiflnui I 

,titarn forth anJ must 
efl istitn a C fttdl role 
Aiur the AnitinaitvitlI 

M.. IJ I) Fund Nul supritritl% 
thin mci) fore ,n oflit tab nut to 

Consider 
the 1.M .F.'s

record.dism r ec r . 

iJInits lendinij irrIlwcctis' nfRul 
mention Richard Nixon are frusti at p s. iplianri slth it, tondittion 
Pilb%Conlrr""'"dlurt it) approse d And the fund % record suggests that it 
I2 billion it Kisein to such prettsuretapistl conlributltui to ihe is hikl) 
I M F .which the fund Irldrmi i nec 
elsa ry for its aid package tu Russia 

But legislators shouldn I llotsuch 
Complaints to shame them into pass 
Ing the increase The question to has 
the agent in the four decades t has 
been making loats Contributed to 

:Irowlh abroad' The answer appea s 
t0be no In Some Cases like the 
PhIlippines and Zaire toreign trans 
fers were blatanlly luoerd In others 
the mone) was waited on prestige 
projects And ever wshat were once 
thought to beIhebest investments ­
dock& factories roads - are detert 
eating and bleeding many poor no 
lions to death 

Of course some economists sa) 
Russia will bedifferent And the I M F 
has been surprisingly tough tstin Po 
land But the ULeil pro'ided w, .c 144 
billion to Russia last year without ot 
viouo results Moreoler once the 
.M F begins lending to Moscow it u ill 

beunder enormous pressure Aumain 

Aiuus, boid(,- i leniurell1s, t the 
J OtO hltstliil 

InContrast to the Skorld binkihc 
IM F due, nor back indi idual 
project. but mikc, I'Ans to govern 
mei. iheitel, all u acbisst tnthem 
promnatkin iilipr. tnt Loen the ir 
gainiaiiun *. Atend, hate trouOic 
puntinglIuriiclilrs tit riunteies that 

.1,j Limt.Q ......z ic',,,"al .....,in....
IM, I,.,oj,,,n :his ni% ,,. 

.niut, a.in C i.t.. t hun 
11 hut rui le unrnii ieput.lir 
mi..n b dl diItorted treign assict 
oni butbiJidus the au ucfpour 
natiuns dilticultiti Fur innim 
amung iht' funds bigt st clienct haht 
beenrArKentina larai, Mel and 
Yuublasa all of whirh persisintll) 
promullgated an,.growlh policies 
like price controls and bloated publi 
pending despite A M F loan arnd 

CanditnM 
omn ations lke Ar enina air 

S 
in gb progress tOda% but despit 

IMF eudil nut becueiit.ionie, 

their rcunomi lettures. left them no 
Mikhaillhave 'r,cdUaed bt ause of Ill Oher chot(c Similarly GO 

loans Jelf-re Sachs the Harvard 
economs!i who is ads tsini the Rus 
Stan (6uvrtnmttt haoSaid that moot 
fund agretmenit are now honured in 
tIhe brtoa I Even the IM F a. 
kno-lcdg(:s deiiting compliance 
rates in reitn yeari 

!ix natios - Chile. EgypI India 
Sudan lurkc) and Yut.lasia - re 
lied or hAe relird on I M F aid for 
more than 30years 23 nations have 
been burruer. for 20 to 2V years 
And 48 hue b'ern using fund credit 
forl to1A yitr

Sinie 195"Lg)pI h4, never been off 
the AM F dole )lgosl.sila ihich go 
its first loan in 194Y. not a borrowwa 
Cer in onl three of the lIasi40 years 
Banglad.oh. Barbdous. Gambia 
Guine-bissau. Pakistan, Uganda. 

biche, instituted perestroika only as 
an act of desperation Abundntl 
Weltern aid by alleviating urnr 
symptom$ of Russia s economic 
piroblems. would enrourar" even 
Boris Yeltsin to slow the pairiful ecu 
notnic reforms that hive lust begun 

For years forrilir monet has 
helped delay the day of reckoning for 
man) eonormies Todd% th borrow 
er are left with huge debit one tots 
growth They need economic relorm. 
not more loans Once refurms are in 
place. private credit and inveimen 
will follow naturally The tianition 
will be painful bit the IM F cannot 
present that Rather. Increaseid lend 
In& whether in the former Su% rt 
Union or the third world, is only likeI 
to waste more money 

http:Banglad.oh
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REPORT ON RUSSIA 

THE PROSPECTS FOR RUSSIAN REFORM 

by John Williamson 

he radlier big bang imrruduced b Pies,- Nor isit uut that the packagr contained Ith. 

,itt Nel il'n goir',,lritit .juiuir% 2. utig etc rlpt pnc liraiuziot Thr nst cutpii­

#992en(uunt'rcd retiirkalilt detgire utoii additiiA elriteii b a tightrilug (it fiwl 

of llkepuciiii in the Wesit Th • lh,.t,,,, io. polti h It is lieidrd I elittittatr a d fctl of 

ireli tu7Tor it ofT As a Oiher pefrrstr.l-hkr r- . uund 2) peicrili il (DP in onr fell s%,,uup 

furin thai changes nothiiig nuch. on th ((ai dir skrpucs recall the fwu the L'S pobut 

gyound that the managers of stair siurts %trr esiirtin h+t ttiadr abut a( hinuig a fi" adjill­

still phuning higher autionrN to ask , hat pem(ts i nr i one qutinr of that s.ur rad out intl firv 

tlo (hAxgr AjioLhei reacuon %A., to asert that ,t-xA ofilfthr UigtlIenltig 1.supixNtJ to hr 

nothing had been dontr ext-pI io librrair achirud b the cu in sUbsi(lies reollujig htoinl 

prices. and that price ltberaliautii i li at>, pnce ]iberaluatiti. the bulk of the rin.iidti L 

ntcr of suppl%-side refutnt%like pritatiztlion butlla ttxirta-"in "\'.tie.added ta% (reaDh A 

cannot be expect'd to a'hitr anithi g Oit saIes tAxi hunt .5 percent it)21 peir(ent andiith­

criticism hai, been that prite litrialautt Aill dtau.aiJ of th niati temeniptotis dhmed ii thr 

lead I a widrsprrad br raldt&n in prtuct.i pat . andilhr rr niantr Irunt ri tiiiitus ill 

as exstting %uppli channels etir up with nI al ­ thiing, nutahh ott prto(urt-nirI i of niihtjL 

ternau~r market ntechaninms to replacr thrn, su)plirs.Ntlhch Lurhirtg t iii hl - No tit caii be 

that soci.l untrest 'll erupt As Inmrg st.aidaids mue that in a situatwii tn udt flux as pretvail ut 

are squeeied, and that hmp<eritflitti ill dr- Ru.-a thesc mea.wre will trahh su(rrd in hal. 

velop. I this pessimimjustilied' anhting thr budgt't. but dit can hardh t-x du-

Perhiaps the lirst thing it note is that tht- mis,,d..L,a inii iu rual 

JerernalLs hair ahead%had t cli.auig" iei ttuit tistin, that ishrn pnfr Iihiralviautit ptr­

112lJanuan 2 dirir ant ditrtie had bern dial ced'% supph-wiritroritis ouneshoulid ntI cutint 

Presidett Nr-ILin's go.ernment mould low ine ont ntiurli 4i a supfifh rpitins. .cid a -apirl luou.­
ner e and at the last minute bk a,' front i. nilig ohdte supph and dutonbiiwuiii ntirtik is 

anntouti c-d neaj- oniprehetisnte price lieraltcd
+ much to lie d-.iited Bill it) sll Lttgr tp'iatuutii 

lion and assaul uonthebudget deficit. b-fore price hiraluatun is to mtne lxrerre 
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slqj~~~~ti m, 11P-ANOW 11.11,-lla (it05ll MPstows adl atlk-&-4 s+,lrt"thrIjltodl'ici 

i ts P4.il llll'lt'ltiri . T lti lutirn l nb uLiInpil un isril AI h111t(oil- i note ti I i i ltv iII kre'l. 
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I 1t
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))lis Ihisal.Jls si'artfii Oit repllt-ics Ix'hillig ()lnltmtr
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v, to, irpLu r lI.mu dhiig It%A nei'lrami i hi,I, I it har, psed ung Onmireasi ii is do sijhtdit I 


fjj . llsi' t(llpll lllL% i hangllle'r A. ii dllis ier emtniiimiml% in Lraiisimiiuii hw" -il 

mt h­

suplites unt, di lkhemartNi r hib'lUi.t w-.Ls Uig stid.rd.s,did &, drasUcdh ds tJitnot del ILIIt 

dir ngih pl6i r tos un olliilt fl surn suggrSird, iminh liti isr dir
 

lir d.ir~igri 0 a toLi bitAdi(Ait itiprrhiiu- rntirlinou. w'Air ul Suduig in qtwuts ms'hint­

iitii sculs t\dggt-rAmrd (01(Ur',r jlK)1imitlih nAird am(idb t.sr gull %vir primio"u.ls Onhtri 
h.o.lir.aich bt-rii di-upird .uird iet"iuiuMnm nilis uuaiidJAN a dir pncs d l eit iiiii ire pti or 

%%rllg - ad icrtit III&ii hL l., prUiieill iii tine dLut dlr pi ipt.wo r rdmer thi itte dir first wviLs m 

tii ert Mirhsmiihs dVunlt BUi nniLhkehiiii iiaiiriitIii. dlu..Ut rhl''i.'s idflrr Its pnrir tl'rLoo.miii. 

Ui ln %sill ~inuitiii (n rt Itl.iji)i soluir itsii dliUi (Itixtrd fininri .tld sidi i liIt)sMtiii ti
ti 


p.tw diuptiil. iitl.s] dit.ItlllllUr iii rililt.l- line., ind Ilihe dir old .Ard we¢ak. %stlljAr hudj\ 
pi.i,' h.il ii,fail in drlim i ioliuj trd sii)iptIi' i ilr stxiiJ ioujps nmosi uklit Irid xljit l ))lo 

ij\iiI '4 silt" s eir111itkl11idikui it di' nill11i1i'l. testus It is wtei rciinoirii h piestful griups 
ci4J r iangr . mst sipplh (iira(i IIl I like be.l,t t thr rt gettig A.Is- intitrus) dl1)t 

writtenl 1 iei pticrs Th cilniirr(ial I"t deal ttha1 som diupin tiomoit hLrl. ha dl 

nri hinges (tit, i I Uinirs prudiird Itgeneral chimi mv t nl titt,is-sumd iig r-ftLtistm, li 

1.11ge tlati Rtsiiis II lack rlimi rilit it-oriil i s n p~dr,.iLrida\ prion io gtiieuriLr s id] rllh 
SUl L.sI ,drAthpm J lit.'lUit 11, ig ir of hqx-rufltirC ti i)g11m Vlirdir dL igri i I 1"­

ii' liItnt-, id ,etlhii ii igtii whtn i pmsi rcli- ied de pwid% pniAnis ion ih dtree iii ll tt-s 

6,iislll111, btak ( ,il d.ll the RussiaUi dudhlnIies hilir in dhir rflor to
 
A iirnmc t v i-tIrnual (tis upon tii hn g dir biulgei undrt con i, Ifh budgel dc I­siiui'io 

p lli.Iiii psisihlir d'll miIleiit-pllhllt Ilii i -hllll itd, lit 

Itd sill cillap-. ti dir w-a dii I iAI-( tL-s shei the moi \irspuisi, i t it sop­

l isdi is clo i . id lint .iLk flti 

i Ir-drd 

.rtad. it Hlu id ic dliii mlnse i T iionih |st-pdid u I As i rpullL port a hipennIiumiitjtdd (ii 

txlmin srrmcu)is Ludrttiid diu nrd-l&rbiKldlli1 bit ans er is that II n igt omnir hlumicitdiis 

gixds bring liiil sis elsesruit r 45dr\ imipose grAitnt dbJIimlAClt41 it) kos&-rnikiig riierponw­
inluisn rmrtni ,, lull.wing A niltn- io separat Tib is A rrdI darmy.r di di mllent bhet 

a 
us the 

tuTitill lisdid a gei I-il IIItI l dui trade be currentll g utser ill llf thi RImst-i i.I bnli k. 
seIdeit li dillar-, ('et- . 41 ).Thr dtmiis n (or.irp aitiuk.11ii. ii-lids it e.Ud Il l ullit ii ilx)I - g 

bi theltdir i ltleRiisiui liJxl-il i. )prni l All% rilltrplui g ting llink­ru'puhi s i5ll living iii 

i/Jtiiil sbiiJoid kvrp dir firmnsk 4t ti.4 StcIii-aiv rupl Hihe Gii Itt prmsIlHII ti) i itlkr J (Ct . 
currtncies, A sut a1 Irsi ssrral rntdIs A,'\ bauitrr. (t it he is Teplatdi h i ri i trentral 
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EDITORIALIOPINION 

Needed: CIS Monetary Policy .
 
By JOHN A. TATOM 

The republics of the former Soviet Union con-
front overwbelming obstacles in their effort to 
develop new monetary standards Unfortunately. 
recent Commonwealth of Independent States 
(CIS) actions have been counterproductive, fur. 
dher reducing confidence in official and private 
CIS commitments. 

Tbese actions include imposing new taxes that 
impose implicit exchange controls, and promot-
I& foreign funding for exchange stabilization 
The CIS should quickly reverse these actions and 
to move toward a converuble hard-currency pol-
ey. 

Therm s widespread agreement that the for-
mer Soviet Union must find a monetary standard 
that is acceptable both domestically and interna, 
Uccally. This would restore day-to-day economic 
transactions. remove the hyperinflaion potential.
aW attract the private foreign financing required 
for the trAnsition, 

A convertible and strong currency, based on 
credible oial commrutmenLs. ix even more desir-
able CcmmitrenLs are not credible when they 
are tied to the fancy of a few politicians, espe-
cially recent revolutionaries Institutional ar. 
rangements must be altered to remove A,tical 
discretion and to broaden the commni.nen. to 
mew arrangements 

However, achieving monetary stability is not 
fostered by government intervention An effort to 
peop up the ruhi. with a foreign. financed ex-
change stabil,stion fund would invite specula 
tive attack and woul.l be doomed to failure A 
nropod $5billion to ,1tbillion fund could ot 
evtr. protect a strong currency when. as in the 
forrr.r Soviet Union there are ongoing, funds-
mental changes in the economy's structure, poli-

Some analysts have recognized the futility of 
such an effort and have called instead for an 
open-ended pledge of stabilization by the central 
banks of the Group of 7 countries But since the 
1970s, periodic attacks on overvalued currencies 
of up to $I billion per day have demonstrated the 
futility of such support, given the greater capaci-
ty of agents worldwide to create ruble debt to 
sell to the banks, 

Instead. Russia and the CIS ar? well post.
tioned to create a commodity.backet le with 
wide appeal to foreign investors The major 
producers of internationally traded coi..nodities, 
apecially oil and gold They appear to have 

significant reserves of these commodities, which 
could be committed constitutionally to backing 
the ruble's value 

A commodity-hacked ruble does not guarantee 

monetary stability. however. When the commodi-
ty's price falls relative to other goods and serv. 
ices, the value of the ruble would fall as well 

A more reliable anchor would be a stable 
currency such as the German deutsche mark But 
tha choice ra,,es start-up and credibility prob.
lems, because the CIS cannot produce deutwcbe 
marks or guarantee that it can tue that currency 
to make payments 

New nations, faced with such problems under 
the gold standard, often put their reserves in the 
hands of a fortien central bank such as the Bank 
of England 

The CIS could solve Its reserves problem by
creating a fortign-based central bank subsidiary
with an equity claim on future CIS oil and/or 
gold These assets could be sold, viii forward 
contracts mnng several years. to the German 
(or other) government for deutsche marks 

The deutsche marks, in turn, would serve as 
reserves protecting the forward contracts avd 
backing the ruble at the desired Itslf rate 

This subsidiary must, in fact. act as the cer-
tral bank Its ability to lend or otherwise trawfer 
reserves to the parent must be constrained by its 
chrter, at least over the life of the for-uard 
contracts The reserves and the future value of 
the ruble would be beyon CIS manipulation, and 
the commercial integrity of the CIS's contracts 
and monetary commitment would be subject to 

* 

. 

. 

, 

Iauthorities 

I, ­

the commercial laws of the third-party state 
icorporation 

In the unlikely event that the CIS failed to 
deliver on its commodity contracts to the foreigg 
government, the buyer of the forward contracl 
would be protected by the greater bargaining 
power of a central government and. ultimately. 
by access to the reserves A CE choice to defauh 
on its contracu would be tantamount to a mone­
tary collapse, because of market pressures on 
remaining reserves Such an arrangement haa 
many of the benefits of a commodity standard 
without its potential for price instability I 

While recent policy initiatives pose insut 
mountable roadblocks to convertibility and mo­
etary stability, they can be reersed at little cio 
it done quickly Amtng the other barriers is the 
Inflationary pressure created by a monetary 
overhang built up by excessive ruble ho!dur.gs
and fast growth in the money supply This infla. 
tuonary pressure i0 not so easily reversed, and 
poses a major obstacle to investment and to the 
prospects for a credible hard-currency policy , 

A related difficulty is the desire in each rt­
public to develop its own currency Such moves 
are understandable, given the history of ruble 
mismanagement and existing inflationary pre. 
sures The inefficiency if such fragmentation.
however, is moot aparent in tle European Coin­
munity. where there is a iL'onger momentum 
toward A uniform monetary standard The move­
ment away from the rutle points up the urgency
of creating a hard 'new ruble' before new. multi­
pie sources of monetary mismanagement are 
cloned 

The breakdown of the ruble trading area and 
collapse of ruble confidence cAn only be reversed 
by a successful monetary reform more extensivethan West Germany's after World War Ii. The 
reform must include a once-and-for-all loss in the 
purchasing power of *old rubles." about as large 
as that which would otherwis have to occor 
through inflation It also rmuht include a nonin­
flationary pace of expansion of the "new ruble" 

Finally. an essential ingredient for a strong 
currency is the perception that the monetary 

are competent The apparent lack of 
competence recently has worsened the outlook 
for implementation of credible and effective 
monetary arrangements Thus. the former Soviet 
Union must change course fairly quickly ad 
decisively 

John A Tatom is an American monetary econo­
mist based in St Louis. Mo He us currently 
conducfing monetary research at a European
central bank 
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id Russia's Food Crisis-Return the Land to the People
 
COW-The food a'ss in Rusi couJd be 
n a ingle owing seanif the lnd were 
tack to the people It contnues to be a 
ent why Bor YeJts n hasn't acted to do so, 

on the wall, and all families registered in that 
oblast could review it In a public drawing one 
month Liter, a representative of ever) family 
drew a number from a box, and plots were 

Many people wonder wh, Ylt0sim shnuld be 
asking the West I-, zie nil.li,i in Ivd aid it, A 
country that tuuld rN.iilI trrd itself Iet,re the 
1917 revolution. Russi.a Arid Ukrain %*rrrtte 

The wity oth, r pt,u.',?, trsai like macti. 
-n pri%;i,/ ,i,, is Litr Y-lmitdies n,.t want 1! 
pcjplr t,, Li,. the Ird ritht-r th. Au'e he thin 
the , Ai,.,t hindi, it rr-.r,ibihi, ur becau 

,penence here tells me that the Russian 
s-given the iicentive of owning their 
vouiWimedu tely become productive. 
:onmnunsn. 2 percent (Athe state's land 
rately farmed in the form of Liny plots of 
it to dachas. That meager 2 percent 

!nty produced one.fourth to one-third of 
d onssed by the Soviet people It 
rbabtle that d the govemment were to 
its I'p an ondy 50 percett of the land, 
Icrai would end. 

privauzaacot can be done sungle-
y by Yeltsi through a presidential de-
he same way the price reforms were 
SYelisan has en appointed presidential

ntative plus a governmental representa-
!very oblast (regiol) inR-assi whose job 
wre enocceritent of execwve orders. 

chosen by number-no preferences for anyon'e 
(some party leaders ended up *,th suampland) 

The new owners could then sell. farm or do 
nothing with their land The) could farm alone 
or could form coopera',ves aad farm colle1ivr-
ly. Within one growing season, the cucumber 
crop has tripled, the vegetable. melon and sone 
wheat production has doubled, a~ndherd sizes 
are increasing for the first time in decades By 
fall the Armenians announced they had enough 
potatoes to get through the winter without 
imports-and this in a country where only 15 
percent of the Land isarable. 

Russia has oblasts just as Armenia does. 
Russia can privatize the land oblast b, oblat. 
fast as Armenia did It is said, however, that 
Yeltsin feels this step is so important and con-

rsa that the Russan pariament mu 

breadbasket of Eurupe Seventlir )car. later 
the fertile land ,..,till heir And despite for 
perhaps because of) thrrr-quarlirr 4 a i rniury 
of destruction infitrd try commrunism, the ku, 
sian people are extremely -reAitr. invrntiv 
and resourceful Just as the Armrnans do. the 
Russians will share a tractor to d the planting 
they cannot do byhand, and the) will share the 
few privately owned ars to r the pitals to 
the train station and on their way tu Mo:,,ow 

Many of my Iussin friend, are embarrassed 
and angry that they have unnrcesArily become the 
oblect of world chanty Itltin ,arns the West that 
unlss it pours b ecuosof dallars into the Booiy
of Ru.,, it rr bcoiiie afa,.jut state l the 
agricultural productivity that hrI., Lreatt"iiiwili 
stability can beachieved byRuwian, themselve-

th" stalt iiu't , lntil it all PerhapI 1w swll 
heart aii ,I- . h-il , rmmun,,t-a clostt oe0 . 
be sure, but a nininurimt nonetheles of wt. 
might tie ialld the 'itiu~tt) in pivefrivtypt 

Thi%s, the t)r p,,rtrav.d ii the I.at-
Igor , pig - in " hi. h ., it., ptwafr and rife 
to ulill lhewi th if in Ingh.h isn. a Frenc 
man And .AS.t The Engl.hwuman refmfr 
that her hiend Itaphi- h.,b manor ho~e sJ 

adnotr',, And hr trut, o he . she 
granted it 1h, Frientuiun says li"d ake 
vinyard even larger than that of hi, colkag
Jacques. he etr, it Then the gentr turns, to I. 
thr Sniet M neighbor Igor hahsa p. d 
don't," say Ihan 'I want you to kill Igor's pig 

Ws 
Where does lions 'etrvn stand' Is rea tu 

, then. are Yelmin' excuses for not 
ng Iand?One is that Rusius *oo big and 
itior can't be done fairly and quickly. 
Arnrenian model isconvincing proof that 
ale A patvati[on rcan be done both 
rd quickly. One year ago this month. 
i passed its Law on PeasaIrt and Colec. 
iat Farms Privatizatioe was done re-

region in February &nd March. Each 
Soviet placed a map of aimbered plots 

discuss and legislate it. But since no draft 
legislation has even appeared yet, Itcould easily 
be six months before an act is pis.sed and 
implemented Any delay now would effectively 
kxw a full year, because the growing season *il 
lI over in six months Privatization must be 
carried out before spring Otherwise, Russia will 
(ace another year of dismal, declining produc-
tion. and Yeltsin will have to go to the West 
again next year for food aid. 

donlytheyaregienthe O9utiiy.
The resisun(ce to land prtiat.iz.mtun comes from 

the collective farm nanagers ho stand to lose 
both their power and their land Their oppostion 
has little to do with the, good of the ccuntty 
Besides, Yeltsin would win nore votes from the 
peasunts who rlceive land than he would kse from 
disgruntled nanagers Price reform was yusl as 
aenous andmomentous an us.si,and Yeltsin was 
not alraid to order it bydecret. 

reieif Ciiiniuntltuuied.vAptaisu w|seeks abi ar AndFbeirIr%i-iAid fur his peop 
or a simplistic Ivan whu ours nut wbirt theni 
have to struggle with the troublesome tsbues 
ownership' 0t usit that deep inhis hrart, he at 
hears Stali whisperrin -land i, powrr. Coiti 
the land Never let it g," 

Th inter tsan Amrnco./izu erand 
bsamnte.scorirlintwilkind in Moaoa. 
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Socialist Economies Reform Unit 0 Country Economic Department 0 The World Bank 

After the Soviet Breakup: Chaos 
with Signs of Hope 
Lessons from a colloquium 

O nFebruary 27-28, the Socialist fragmented base of power (itself un.Economies Reform Unit pre. dt.iTnined by competing regional andsented a colloquium on the localpowerbaseswithinRussia). Withformer Soviet Union for the World regard to the other republics, for theBank's Board of Executive Directors, time being only the Baltics and Arne.The session provided an in-depth pic- nia appear to have relatively wel-es.ture of the current situation, prospects tablished democracies with new, re.
for the future, and the international form-minded leaders. Many previousimpact ofthese developments. Outside communist party officials are still inexperts participating in the program charge elsewhere, although with vary.included economistsAbel Aganbegyan,
Anders ing degrees of reform attitude. All re-Aslund, Jeffrey Sachs and publics except Russia suffer a severeNorbert Walter; Sovietologists Rich- shortage of economic and legal exper.ard Pipes and Dimitri Simes; and po- tise. Because power in the former So­litical/military experts Henry viet UnionKissinger, Edward was highly centralized inLuttwak, Steve Moscow, the other republics face a %ir.Meyer, George Soros, and Strobe 
Talbott. 

The-present situation in the former
 
Soviet Union is marked by chao3 and
 
extreme fragility in the
- words of

George Soros, t&,e situation is Tnot just

grim but potentially cataclysmic." On

the economic front, output is falling

rapidly across the region, with no ir.

mediate end in sight. Interrepublican

trade is threatened with collapse, with
potentially catastrophic effects on the
 
economy ofthe region. On the political

front, a variety of personalities from

the forrrer communist party, the mili­
tary, and national minority groups are
 
emerging in Russia to challenge Presi­
dent Boris Yeltsin. Athou+ they rep.

resent potentially antagonistic view­
points, these groups 
are beginning to

unite in opposition to Yeltsin and thus
 
to pose a growing threat to his already 
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tual institutional vacuum as they ap-
proach the complex task of political 
and economic transformation, 

Historic legacy 

Previous attempts to create a liberal 
political environment in Russia have 
failed. According to historian Richard 
Pipes, communism gained control in 
Russia in part because it reinforced 
certain characteristics of traditional 
Russian political andeconomic culture: 

0 Russian folk culture customarily 
embraced strong government. (Ivan 
the Terrible was, in strict translation, 
Ivan the "Awesome," not considered a 
particularly bad character in Russian 
history.) 

* Concepts of private property and 
rule by law had shallow roots even in 
precommunist times. Until two centu-
ries ago, the omnipotent czars owned 
both the property and the people ofthe 
empire. The concept of private land 
ovtmershipwasunknown in traditional 
Russian communes; serfs were allot-
tedrelativelyequalplotsoflandtouse, 
but ownership and responsibility for 
paying taxes were comtmu nal. The 
norms of egalitarianism are deeply 
embedded in the Russian psyche. 

*Russian society has been atomized, 
with poorly developed lateral institu-
tions. Until the late 19th century, Rus- 
sians were not allowed to form inde-
pendent organizations such as politi-

cal parties or trade unions. Thus, the 
disintegration ofthe statealwaysmeant 
the disintegration of society. Only the 
intelligensia has been somewhatunited 
- but only in opposition. Attempts on 
their part to organize around a corn-
mon consensus have generally failed. 

The current situation carries, never­
theless, some signs ofhope. This is the 
first time in history that Russia has a 
chance to shed these old political and 
economic traditions and build a new 
society from the bottom up. There are 
signs that the last 70 years have been 
so traumatic that the population is 
willing to endure severe hardship if 
needed to bring fundamental change. 
The time for change is ripe and should 
be seized by insiders and supported by 
the international community. This is 
certain to bc a watershed period - for 
gooe or bad - in the region's history. 

Progress of reform 

On the economic front, several repub-
lics are indeed taking unprecedented 
stepstoward reform. Russia isthemost 
obvious case, with its dramatic stabili-
zation and price deregulation in Janu-
ary that reduced the budget deficit 
from 25 to perhaps 5 percent of GDP. 
Although the enormous price leaps and 
collapse of the ruble in January led to a 
corresponding freefall in confidence, 
the significantappreciation ofthe ruble 

7 
oney ,absorbedIg tal 

but I'm saving it 
for tough times 

I 
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on the cash and auction markets in 
recent weeks is the first sign that sta­
bilization efforts may be taking hold. 
A large increase in oil prices is planned 
for April. It will dramatically shift the 
terms of trade - and possibly the po­
litical and economic tide - in favor of 
Russia against ill other republics. 

Although the most visible ca.e, Russia 
is not the only republic pursuing eco­
nomicreform.Lithuaniaismovingvig­
orously, while Estonia, Latvia, Arme­
nia, Kazakhstan and Kirghizistan are 
making some (albeit more limited) 
progress. Conditions in Belorus and 
Ukraine are amenable to reform, but 
theserepublics,in particular,needtech­
nical assistance from the international 
community.The Central Asian Repub­
lics, Azerbaijan,Moldova, and Georgia 
are at present the slowest pursuing 
reforms. 

On the political front, itisstrikinghow 
political pluralism has flowered in 
many parts of the region. Several cen­
ters of real power are emerging in 
Russia to challenge the Kremlin. De­
mocracy is well-established in the 
Baltics and Armenia. This coming of 
"real politics" would be easier if the 
economic conditions were not so harsh 
and thus conducive to the emergence of 
extremist political groups. 

Recent events in the former USSR also 
bode well for international security. 
Russia is increasingly' looking inward, 

by challenges from its own 
national minoritiesand economic power 
centers. Orders for military equipment 

have fallen 85 percent, leaving mili­
tary industries in a state of shock and 
rapid disintegration. Although they are 
trying to export arms to recoup some of 
their losses, the level of exports is cer­
tain to drop dramatically from that 
pursued (through sales and military 
aid) by the former cnmmunist regime. 
Widespread conversion of military in­
dustries to civilian uses, however, is 
not feasible, but some inputs (includ­
ing labor) can be redirected over time. 

In contrast to rather alarmist specula­
tions in the press, thedanger ofnuclear 
proliferation is not markedly enhance( 
by Soviet disintegration. The highly so­
phisticated and complex controls on 
Soviet nuclear weapons will continue 
to prevent unauthorized use, whether 
by rogue military bands, international 
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terrorists,orindeedrepublicangovern-
ments (other then Russia) themselves. 
Furthermore -asSteveMeyerpointed 
out-o-thewell-publicizeddemandfrom 
would-be nuclear powers for ex-Soviet 
scientists has itself been overempha-
sized as a danger. Even ifthese scien-
tists wanted to move, they would add 
littlevalueinothersettings,giventheir 
specific base of knowledge (generally 
tied to L',viet weaponry) and the short-
age of specialized engineering machin-
ery for makingweapons components in 
most would-be importing countries. 

In the nuclear area, however, a major 
danger is posed by the dozens of 
Chernobyl-type nuclear plants still in 
operation. These plants are critical 
suppliers of electricity that can not 
realistically be dosed in the short-run. 
Yet their poor design, combined with 
the difficulty of obtaining spare parts 
and keeping a skilled and motivatedwork foee fopega io and mtinate-
work force for operations and mainte-
nance, make them aglobal menace. 

The only potential major threat to in-
ternational security, asnoted by Henry 
Kissinger, would be if Russia were to 
renew its past imperialistic tendencies 
nd attempt to reunite part Or all ofthe 

Wmpes ne to tablis rson l seds r 
West needs to establish strong links 

with the other iepublics and encour-
age normal Russia.Ukraine relations. 

The West: what role to play? 

Few would have predicted a decade 
ago that a peaceful dissolution of the 
Sovietempirewaspossible. Thisisthe 
Jtiird great transformation of the 20th 
century. The first two (the two world 
wars)resulted in 60million deaths, but 
the CIS is now providing An institu-
tional framework for a peaceful third 
transformation -a criticalrole even if 
the CISeventuallybecomes"little more 
than a footnote in history," in Strobe 
Talbott's words. 

International assistance is critical if 
the chaotic and fragile situation is t 
develop into one of hope rather than 
cataclysm. The exact role for the West 
is widely debated, however. All experts 
agree that basic humanitarian assis-
tance, such as emergency imports of 
foodandmedicine, isneeded. Most also 
favor Western contributions (perhaps 
on the order of$5 billion) to a stabiliza-

to thetion fund to provide support 
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ruble. Some call for additional mon-
etary assistance (with strict condition-
ality) and debt rescheduling - al-
though many doubt that this money 
will be forthcoming, given the budget-
ary and political situation in the U.S. 
andelsewhere.AlthoughWesterntec&-
nical assistance is also needed, the 
focus and amount is open to debate. 
Some experts look. to the east German 
model and rallfor massive migration of 
expertise - particularly managerial 
expertise -"from West to East" to help 
rebuild public and private institutions. 

The World Bank/C ECSE 

Others take amore cautious approach, 
calling on the West to help in transfer­
ringtechnicalknow-howbuttoleaveit 
totheRussiansandothernationalities 
to rebuild their own indigenous insti­
tutions. Although the process could 
take a generation or two, but this is 
short given the centuries of Russian 
history whose legacy needs to be over­
:ome ifdemocracy and a private mar­
ket economy are to take root and hold. 

Cheryl Gray, CECSE 
World hank 

Larry Summers'observations
 

Transition's editor as.eed Larry Sum. 
mers, Vice President and ChiefEcono. 
mist ofthe World Bank andofficial host 
of the colloquium, to sum up his com-
ments on the meeting.
Q. 
Q.Abel Aganbegan describedthe Rus. 

sian pessimist as the one who believes 

things cannot get worse, against the 
Russiar.optimist who argues,yes, they 
can. From an economist'sangle,how do 
youinterpretthatblackjokeinthepresent 
state of the ex-USSR? 

A: Make no mistake, this is one of the 
greatest economic challenges in hi story. 
However, it's different from most eco-
nomic r,'form challenges. The Soviet 
Union, e. staggering economic under-
achiever, is not lacking in resources. 
That region is the number one owner of 
natural resources. Petroleum reserves 
rival those in the Persian Gulf. It has 
terrifictechnologicalresources;itisthird 
in the world's stock of scientists and 
engineering. The USSR has devoted as 
many resources to research and devel-
opment as has the U.S. or Japan. What 
ultimately led tothe current collapse ­
the fall ofoutput to the present level-
was that incentives were spectacularly 
misaligned for such a long time. How-
ever, I'm cautiously optimistic, and not 
because I think things could turn even 
worse. There are tangible signs of 
progress already: diminishing short-
ages, an increase of quality of services. 
Ifreformers are able topersevere, people
for the first 'ime in generations will be 
able look forward to a brighter future. 

Q: Those uhoaddressedthecolloquium, 
characterizedalmost in one voice the 
past autocraticrule of Russia and the 
Soviet Unionasa legacy, aburden, that 
coulddeterminethefutureshapeofboth 
the 'interrepublicanandforeignpolicv 

ofthesuccessorstat...lsn'tJapan'spo.. 

3 

1945 history agraphicexample ofhow 
the politcalframework ofa society can 
radicallychange,despiteadversetrmdi­
tions? 

I think 4t is difficult for nations to 
change; prosperity and enlightened ex­
ternal response help though. The con­
trast in the allies' treatment of Ger­
manyafter World War landafter World 
War II had very differentconsequences. 
It is full of meaning for Western policy 
today. 
Q: Inyour interpretation, what was the 

messageofthe discussionon foreign aid 
to Russia and other states? 

A: I was struck by the consensus of the 
people - coming from a variety of per­
spectives: economic, political, conserva. 
tive, and liberal - in favor of Western 
engagement, not just standing back. In 
Russia and theothersuccessorstatesof 
theex-USSR, stabilization, humanitar­
ian aid, and an increase in imports are 
essential. Therefore, conditional money 
from the West is urgently required - at 
atime when Russian importshave fallen 
by half. Any incentive arrangements, 
no matter how wonderful, would have 
limited impact without spare parts fur­
nished from abroad. 

Conditiona]ityisimportantaswell:over 
the years, huge credits have been 
dumped into the Soviet system without 
measurableimpact. Movements toward 
a market and movements to create the 
macroeconomic underpinning for a 
stable currency are essential. Aid diver­
sion and corruption are more the conse­
quences of distorted prices and per­
verse incentives than of lying bureau­
crats. It is absolutely essential that in 
the name of targeted aid we do not 
resurrect socialism. 

February 1992 
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Metamorphosis of the Century:
 
From USSR to CIS
 

E leven former Soviet republics 

Armenia, Azerbaijan, 
Belarus, Kazakhstan, Kirgizia, 

Moldova, Russia, Tajikistan, 
Turkmenistan, Ukraine, and 
Uzbekistan - signed protocols on 
December 22 in Alma-Ata, forming 
the Commonwealth of Independent 
States and putting an end to the 
USSR. A conference of heads of state 
and government would become the 
main political institution of the corn-
monwealth, with the chairmanship 
rotating among the members. Corn-
mittees have been established to co-
ordinate foreign affairs, defense, eco-
nomics, transport, and social secu-
rity. The agreements failed to ad-
dress economic questions, however, 
The economic pact recently signed in 
Minsk by the original troika of the 
CIS - Russia, Belarus and Ukraine 
- has not been sanctioned yet by the 
other states. 'or the record, the text 
of the Minsk economic pact is as fol-
lows: 

* to carry out coordinated, radical 
reforms aimed at creating feasible 
market mechanisms, transforming 
property, and ensuring the freedom 
of entrepreneurship; 

* to abstain from any actions eco-
nomically harmful to one another; 

,to develop economicrelationsand 
mutual accounts on the basis of the 
existing currency unit, the ruble; 

0 to introduce national currencies 
on the basis of special agreements 
that will guarantee the preservation 
of the economic interest of the par-
ties; 

* to sign an interbank agreement 
aimed atcurbingmonetaryemission, 
providing for effective control of the 
money supply, and setting up a com-
mon accounting system; 

* to coordinate policies for reducing 
the republics' budgetary deficit; 

0 to coordinate policies for price
liberalization and social protection; 

o to undertake joint efforts to pro-
vide a single economic space: 

0 to coordinate external economic 
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activities and customs policies, and to 

provide free transit of goods; 
* to regula.t by special agreement 

the question of the debt of the former 
USSR state enterprises; 

* to coordinat- the amounts and 
procedures for financing defense 
spending for 1992 and for cleaningup
the results of the Chernobyl nuclear 
disaster; 

* to ask the Supreme Soviets of the 
republics to take into account the ne-
cessity of coordinating sales taxes 
while forming tax policy; 

* to create joint stock companies; 
0 towork outa mechanism forimple-

mentation of the inter-republic eco-
nomic agreements. 

As a reaction to Russia's move to 
liberalize prices in early January, 
1992, Ukraine has decided to intro-
duce coupons,gradually replacing the 
ruble, and to free prices partially on 
January 15. Belarus will free prices 
for some consumer goods and pubiic 
services as of January 3. Uzbekistan, 
according to its president, will not 
cop) Russia's economic reforms and 
will try to protect its population be-
fore freeing prices. Moldova will in-
troduce some price liberalization and 
a parallel wage inrexation on Janu-
ary 2. Moldova's. national currency 
will be introdaced beginning in July 
1992. 

The main elements of Yeltsin's shock 
therapy-reform program are the fol-
lowing (comments by Oxford 
Analytica, the London-based research 
group, appear in brackets): 

* Priceliberalization.With contin-
ued controls on the prices of coal, oil, 
natural gas, bread, milk, salt, baby 
food, municipal transport, medicines, 
inter alia, up to 70 percent of con-
sumer prices would be freed. ISome 
compensatory increases in fixed in-
comes, ahead of the price liberaliza-
tion,havebeen announced, alongwith 
a minimum monthly wage of 200 
rubles, although the degree ofincome 
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indexation is unknown.] 

* Tax reform.Therewouldbeashift 
away from profit taxes to value-added 
taxes, and a reduction of retail price 
subsidies and subsidies for enter­
prises, with the aim of a balanced 
budget in 1992. [Economic experts 
have doubts about the feasibility of 
this goal, especially since, on the ex­
penditure side, an increase in pen. 
sions and other low incomes are also 
promised. Nor is it clear that the 
Russian central bank is ready and 
able to impose strict monetary disci­
pline. Effective regulation ofcommer­
cial banks is still largely lacking.]

* Rapid privatization.Yeltsin has 
suggested privatizing 50 percent of 
all small and medium-sized enter­
prises in three months. [However, ex­
perience in Eastern Europe suggests 
that even small-scale privatization 
cannot be carried through in a matter 
of months. Meanwhile, the Russian 
parliament continues to block early
introduction of a market for land and, 
thus, of full private o%mership.} 

* Removal of quantitativecontrols 
(import and export quotas)and most 
import/export taxes. There would be 
continued import and export licens­
ing, while allowing and encouraging 
a ruble market for licenses. [As a 
t.,ansparent and accountable alter­
native to bribes, a market in trade 
licenses would make sense. But the 
scope of the remaining controls and 
the scale of the quantities to be li­
censed are so far unknown.] 

* Greaterfreedom in currency con. 
version. Foreign firms would be able 
to invest freely in rubles, including 
rubles bought at market rates for 
hard currency. [This would be akin to 
Poland's move to internal convertibil­
ity ofthe zloty. However, itis doubtful 
whether budgetary and monetary 
policy will be strong enough to enable 
a market exchange rate for the ruble 
to be sustained at its initial level, or 
even close to it.] 

December 1991 
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CURRENCY CONVERTIBILITY: A SELF-HELP BLUEPRINT FOR
 
THE COMMONWEALTH OF INDEPENDENT STATES
 

by Steve H. Hanke and Kurt Schuler
 

The nations of the Commonwealth of Independent States
 
are gathering in Washington on January 22 and 23, 1992. The
 
U.S. Department of State has called the conference to orga­
nize aid for the new nations. Even though the State Depart­
ment has indicated that the conference will be restricted to
 
discussions about so-called humanitarian aid and self-help
 
programs, it may be politically difficult for 7ecretary of
 
State James A. Baker III to hcld off the fore. jn aid lobby.
 
Led by Professor Jeffrey Sachs of Harvard University, the
 
aid lobby is in full swing. Sachs claims that the transi­
tion from socialism to capitalism in the member states of
 
the CIS will be impossible without significant amounts of
 
foreign aid.'
 

In making his case to limit the scope of the confer­
ence, Baker should recall that Sachs and the aid lobby are
 
employing smoke and mirrors, rather than economic analysis,
 
to make their case. The most notable examples of successful
 
transformations from socialism to capitalism are Chile and
 
China's Guangdong province, which is located directly north
 
of Hong Kong. In neither case was aid required.2 In con­
trast, the two recipients of the most U.S. largesse, Israel
 
and Egypt, have been unable to transform their largely so­
cialist economies.3 Foreign aid is not necessary for eco-


Steve H. Hanke is a professor of applied economics at the
 
Johns Hopkins University and chief economist at Friedberg
 
Commodity Management, Inc., in Toronto. He is special ad­
viser on currency reform to the Deputy Prime Minister of
 
Albania and was formerly personal economic adviser to the
 
Deputy Prime Minister of the Socialist Federal Republic of
 
Yugoslavia. Kurt Schuler is a Durel. Fellow in Money and
 
Banking at George Mason University.
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nomic transformation, and the evidence strongly suggests
 
that it is an impediment.
 

If the West is serious about helping the people of the
 
CIS to help themselves, it should give top priority to see­
ing that those nations have sound, convertible currencies.
 
As long as they continue to use the inconvertible ruble, or
 
the inconvertible successor currencies now in the works,
 
they will be unable to have true free-market economies.
 
Without free-market economies, they will be unable to pro­
duce rapid economic growth.4
 

A sound currency serves as a satisfactory store of
 
value, a medium of exchange, and a unit of account. An
 
unsound currency, such as the ruble, does not serve any of
 
those functions. An unsound currency is not a reliable
 
store of value because inflation makes its value highly
 
unpredictable. As a result, people save by hoarding bricks,
 
timbers, food, and other commodities, which retain value
 
better than money and other financial assets. Although
 
commodity hoarding is rational for people in the CIS at
 
present, it slows economic growth. In addition to hoarding

commodities, people in the CIS also use U.S. dollars and
 
German marks as substitute stores of value because the ruble
 
is unsound. Indeed, "dollarization" is significant and
 
accelerating. The Federal Reserve estimates that $10 bil­
lion to $15 billion in greenbacks leaked out of the United
 
States last year; most of that money ended up in Eastern
 
Europe and the CIS. Large amounts of German marks have also
 
flowed to Eastern Europe and the CIS.5 The use of dollar or
 
mark currency is costly. It requires people in the CIS to
 
give up real goods ;tnd services to obtain bits of paper that
 
the U.S. and German governments print at alwiost no cost,
 
generating a perverse form of foreign aid that flows from
 
the CIS to the United States and Germany.
 

An unsound currency is not a good medium of exchange.
 
The outside world refuses to accept it. That impedes West­
ern investment, which could jump-start the economies of the
 
CIS. Inconvertible currencies also impede foreign trade,
 
which is needed to provide competition for the inefficient
 
monopoly enterprises in the CIS. Even trade within the CIS
 
and the Baltic states is collapsing because the ruble is
 
such a poor medium of exchange. For example, there are
 
reports of urban food shortages because farmers refuse to
 
accept city dwellers' rubles.6 The purported food shortages
 
do not result from lack of food supplies but from lack of a
 
sound currency.
 

An unsound currency is not a good unit of account.
 
Inflation distorts prices and makes business calculations
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difficult. Without a reliable unit of account, it is impos­
sible to make meaningful accounting calculations or to write
 
contracts. Even with a reliable unit of account, the CIS
 
will have serious problems training people to perform ele­
mentary bookkeeping and accounting according to Western
 
standards. (To give an idea of the magnitude of the task,
 
in Yugoslavia there are 27 accountants trained to Western
 
standards, whereas the economy needs about 6,000.)7 The
 
additional accounting complications that inflation causes
 
will destroy any possibility of accurately keeping the ac­
counts required in a smooth-running market economy.
 

In sum, an unsound currency prevents important elements
 
of a market economy from working. If the CIS nations cannot
 
establish sound currencies quickly, the repercussions will
 
be severe both at home and in Western Europe. Inconvert­
ibility will prevent competitive markets from functioning

and foreign money from being invested, which would raise
 
living standards. Consequently, hundreds of thousands or
 
perhaps millions of workers in the CIS will emigrate to
 
Western Europe in search of better conditions, thereby ag­
gravating West European unemployment and increasing support
 
for xenophobic political parties.'
 

Central Banks Will Not Deliver Bound Currencies
 

Governments in the CIS and the West are pinning their
 
hopes for establishing convertibility on the central banks
 
that have sprung up to replace the USSR State Bank
 
(Gosbank). The Bank of England9 and the Bank of France are
 
training aspiring central bankers from the CIS and the rest
 
of Eastern Europe. However, Paul Volcker, former chairman
 
of the Federal Reserve, has voiced skepticism about central
 
banks in Eastern Europe. 0 We share his skepticism. There
 
is no reason to expect that the new central banks will be
 
any more successful than the Gosbank was. The Gosbank's
 
legacy is decades of inconvertibility and recent skyrock­
eting inflation.
 

Central banking's record in the USSR was in line with
 
the overall record of central banks in socialist countries
 
and the Third World. In the 99 nations that the World Bank
 
classifies as low and middle income, average annual infla­
tion was 16.7 percent from 1965 to 1980 and 53.7 percent
 
from 1980 to 1989."1
 

To establish sound currencies, the new cent.7al banks in
 
the CIS must establish credibility. However, that will be a
 
difficult task because years of communist rule have created
 
mistrust at all levels of society. No one believes anyone,
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It is not surpris­
particularly not government officials. 


ing, therefore, that many people have 
already conducted
 

their own unofficial monetary reform 
by substituting Western
 

currencies for the ruble.
 

In the unlikely event that the new 
central banks estab­

lish and maintain currency stability 
by adopting fixed rates
 

of exchange with Western currencies, 
the consequences could
 

Because the new central banks lack 
credi­

be devastating. To
 
bility, people will remain skeptical 

of them for years. 

(infla­

gain credibility, the central banks 
must keep real 


tion-adjusted) interest rates high 
and their currencies
 

That will plunge their countries 
further into
 

overvalued. 

depression.
 

One alternative to a central bank's 
maintaining a fixed
 

Although a
 a floating exchange rate.
exchange rate is 

floating exchange rate balances supply 

and demand for domes­

tic currency against foreign currency, 
it does not restrain
 

Instead, it
 
the central bank's power to create 

credit. 
A
 

likely to lead to South American-Etyle 
hyperinflation. 


floating exchange rate does nothing 
to plug the "soft budget
 

With
 
constraint" of government ministries 

and enterprises. 


floating rates, political pressure 
in the CIS will force
 

central banks to finance "soft budgets."
 

An Alternative to Central Barks: Currency 
Boards
 

To solve the problem of credibility, 
the nations of the
 

We propose that they
 
CIS must replace their central banks. 


'oards, such as now exist in
 do so by establishing currency 

(in modified form) Singapore.
Hong Kong and 


an institution that issues notes
 A currency board is 


and coins convertible into a foreign 
"reserve" asset at a
 

fixed rate and on demand. A currency board does not accept
 

deposits. A currency board's reserve asset can 
be a curren­

cy such as the U.S. dollar, the German 
mark, or the European
 

A currency

(ecu) or a commodity such as gold.
Currency Unit 


board's reserves consist of high-quality, 
interest-bearing
 

securities denominated in the reserve 
asset.
 

100 percent or slightly more
 Reserves are set by law at 


a currency board's notes and coins 
in circulation. (It
 

of 

is important to note that commercial 

banks in a currency
 

board system do not hold 100 percent 
foreign assets against
 

The currency board generates profits
their deposits.) 

(seigniorage) from the difference between 

the interest
 

earned on the securities that it 
holds and the expense of
 

It remits
 
maintaining its notes and coins in circulation. 
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to the government all profits beyond what it needs 
to cover
 

its expenses and to maintain its reserves at 
the level set
 

by law.
 

By design, a currency board has no discretionary
 

Its monetary policy is completely automatic; it can
 
powers. 

only exchange its notes and coins for the reserve 

asset at a
 

Its policy of keeping 100 percent reserves in
 fixed rate. 

reserve currency assets ensures that it will always 

be able
 

to meet demands to exchange its notes and coins for 
reserve
 

Many currency boards have also held an additional
 currency. 

reserve of up to 10 percent to provide against potential
 Because it
 
losses in the value of the bonds they have held. 


has no discretionary powers, a currency board cannot 
act as
 

a tool of inflationary government finance, nor can 
it offer
 

The fixed rate of
enterprises a soft budget constraint. 

exchange with the reserve asset ensures that if the reserve
 

say, the German mark, interest rates and irflation
 asset is, 

in the currency board country will be about the same 

as in
 

Germany.
 

What a Currency Board Is Not
 

A number of prominent economists have recently voiced
 
Among them
 support for currency boards in Eastern Europe. 


are Milton Friedman, Sir Alan Walters (former personal 
eco­

nomic adviser to Mrs. Thatcher), and Robert Hetzel of the
 

Federal Reserve Bank of Richmond. 
12 However, the currency
 

board system is not yet well known to most economists or the
 

general public. Some monetary cystems that in fact are not
 

cirrency boards have been called currency boards.
 

A central bank
A currency board is not a central bank. 


that maintains a fixed exchange rate is not a currency 
board
 

because it lacks the 100 percent foreign asset reserve 
re­

quirement and because its promise to maintain a fixed 
ex­

change rate is not legally binding. Argentina's present
 

monetary system maintains a one-to-one rate of exchange
 

between the peso and the U.S. dollar and requires the 
cen­

tral bank to hold at least 80 percent of its assets in dol­

lars. Nevertheless, it is not a currency board system be­

cause the government can alter the exchange rate whenever 
it
 

wishes, and judging from Argentina's monetary history, 
it
 

The central banks that issue the
will probably do so soon. 

CFA franc in former French African colonies are not currency
 

boards either. Their currencies require French franc re­

serves of only 25 percent, and on occasion they have 
gone
 

below that ratio, resulting in bailouts at French 
taxpayers'
 

expense.
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A currency board does not act as a lender of 
last re­

sort to commercial banks. The currency board system seeks
 

to ensure that the banking system remains solvent 
by allow­

ing unrestricted branch banking, at home and 
abroad, and by
 

promoting access to foreign financial markets 
by means of
 

currency convertibility. The government may act as a lend­

er of last resort by providing deposit insurance, 
but most
 

Even so, they
currency board countries have not done so. 
 In fact, lack
 
have experienced extremely few bank failures. 


of deposit insurance seems to have made banks 
in currency
 

board countries more prudent than U.S. banks, 
which results
 

in more stable financial systems.
 

Record and Benefits of Currency Boards
 

Currency boards exist today most notably in Hong 
Kong
 

In the past currency
and (in modified form) Singapore. 

boards existed in many nations, including Argentina, 

the
 
and


Philippines, Danzig (now the Polish city of Gdansk), 


North Russia. The region around Archangel and Murmansk had
 
an
3918 and 1919, during the life of 
a currency board in 
 The board was the
 anti-Bolshevik government 4n the region. 


idea of John Maynard Keynes. It ssued a very successful,
 
Its currency


stable currency redeemable in pounds sterling. 


circulated parallel to the inconvertible, unstable 
curren­

cies issued by other Russian governments and drove 
those
 

currencies out of circulation because it was preferred by
 

the inhabitants of the region."
3
 

No cur-
Currency board systems had excellent records. 


board ever failed to maintain convertibility at 
the
 

rency 
 Currency
fixed rate of exchange with its reserve asset. 

even managed to maintain
boards in North Russia and Burma 


Most countries enjoyed re­fixed rates during civil wars. 
 In Singa­
markable economic growth under currency boards. 


pore average annual growth in real gross domestic product
 

per person was 7.0 percent from 1965 to 1989, and 
in Hong
 

Kong it was 6.3 percent. Moreover, Hong Kong and Singapore
 

maintained relatively low inflation rates.
 

Steps to Establish a Currency Board
 

The steps for establishing a currency board are simple.
 

We have discussed the details elsewhere,
14 so we shall just
 

We assume that the currency issued
sketch the outline here. 

by the currency board circulates in parallel with the ruble.
 

It seems hopeless to expect to reform the ruble itself,
 

since it is close to utter collapse and CIS members other
 

than Russia have already announced that they intend 
to issue
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5 
 The necessary steps follow.
 new currencies.


1. Fix an exchange rate with the reserve 
asset and
 

issue currency equal to the currency board's 
reserves.
 

The exchange rate merely determines the 
units in vhich
 

It does not have any
the new currency is denominated. 

other effect. The new currency and the ruble will
 

circulate in parallel, at floating exchange 
rates. It
 

will be up to individuals to decide if they 
want to
 

continue to use the ruble or switch to the 
new curren­

cy. Presumably, the new currency will eventually 
drive
 

the ruble out of circulation because the 
new currency
 

will be more stable, but the pace of change 
will be
 

People will be able to ex­determined by the market. 

change the two currencies at floating market 

exchange
 

rates because the next step in the reform, 
which is
 

simultaneous with the first step, is to
 

2. Remove all foreign exchange restrictions.
 

3. Distribute the new currency according to 
some
 

formula. The new currency could be given to people on
 

a per person or per household basis. Once it has been
 

distributed, people will start depositing it in banks
 

and using it in payments, so there will be a dual sys­

tem of bank accounts and prices in rubles and 
in the
 
currency


new currency, with freedom to switch from 
one 


The government
to the other at market exchange rates. 


may require payment of taxes in the new currency, 
but
 

it should allow private transactions to occur 
in what-


If
 
ever currency is agreeable to the parties involved. 


the government wishes to switch its own payments 
and
 

into the new currency, it should make the
 revenues 
 For in­
conversion using the floating exchange rate. 


stance, if the new currency--call it the "stabilus"-­

has a fixed exchange rate equal to 1 German 
mark and 1
 

mark trades at a floating exchange rate of 100 rubles
 

on the day that the government makes the conversion,
 

all payments of 100 rubles become payments 
of 1 stabil­

us.
 

It should be possible to establish new currency 
boards
 

very quickly. Keyncs's North Russian currency board opened
 

11 weeks after it was first proposed, under conditions even
 
Most of the
 

more difficult than those the CIS faces today. 


delay was due to the fact that the notes had 
to be printed
 

in England and shipped to North Russia.
 

Establishing currency boards would not require 
enormous
 

To introduce the new currency, for exam­foreign reserves. 

ple, the CIS governments could distribute 

the equivalent of
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$15 to each citizen. Although $15 does not appear to be
 
much at first glance, it exceeds a month's wages for the
 
average worker at present market exchange rates. Since
 
there are about 275 million persons in the CIS, the total
 
amount needed to provide 100 percent reserves for new cur­
rency boards would be just $4.1 billion. Past currency
 
reforms (such as the German reform of 1948) were able to
 
restart economic activity by using similarly small amounts
 
of new, sound money.
 

With the rather small amounts of foreign reserves re­
quired to establish currency boards, the CIS governments
 
could successfully start currency boards aiid issu3 sound,
 
convertible currencies without a dime of Western aid. The
 
CIS governments have some foreign reserves, though the pre­
cise amount is hard to determine. The outlawed Communist
 
party may also have several billion dollars stashed in banks
 
abroad. 6 Those funds rightly belong to the people of the
 
CIS, from whom they were extracted. What better way to use
 
those funds than as currency board reserves, which would be
 
distributed "free" as new currency board notes to the citi­
zens of the CIS? If the CIS governments wish to distribute
 
even more new currency board notes initially, they have
 
plenty of state property that they could sell to raise fur­
ther hard-currency reserves.
 

It may seem that a currency board system would need to
 
run continual balance-of-payments surpluses to enable the
 
real value of its domestic money supply to grow. However,
 
as the experience of Hong Kong and Singapore shows, surplus­
es are not necessary. Hong Kong and Singapore have run
 
balance-of-payments deficits for decades at a time yet have
 
been able to increase their domestic money supplies rapidly
 
and to enjoy strong economic growth. The currency board
 
system, coupled with good investment opportunities, has
 
encouraged massive foreign capital flows into Hong Kong and
 
Singapore, which have financed their balance-of-payments
 
deficits.
 

insulating Currency Boards from Political Preasure
 

To perfect the restraint that the currency board system
 
imposes on government deficit spending and on inflation, we
 
propose that currency boards in the CIS combine several
 
features of past currency boards.
 

A majority of the directors of the new currency boards
 
should be foreign nationals, chosen by private institutions
 
in their home ccintries. Important decisions should require
 
approval of two-thirds or more of the directors. The cur­



Page 9
 

rency boards should be incorporated and their assets should
 
be held in a safe-haven country such as Switzerland. The
 
boards' assets should belong to the boards themselves, not
 
to the CIS governments. It is important to recall that the
 
assets of the board are offset one-to-one by noteholders'
 
claims.
 

The new currency boards should earn the trust of citi­
zens of the CIS nations in open competition with foreign
 
currencies. People should be permitted to make contracts in
 
and to use any currency that they find mutually agreeable.
 
That freedom is already enjoyed in many Western nations and
 
under the currency board systems of Hong Kong and Singapore.
 

A major source of dissatisfaction with past currency
 
boards was that they had no organized procedure for reset­
ting their exchange rates if the reserve asset to which they
 
were tied became unstable. British colonial currency boards
 
devalued their currencies with the pound sterling in 1949,
 
1967, and 1972 even though devaluation raised the cost of
 
the foreign goods that the colonies needed for economic
 
development. To avoid such problems, a currency board could
 
be allowed to change its reserve asset if annualized infla­
tion, measured by a wholesale price index, fell outside some
 
range or if the reserve asset country changed the value of
 
its currency by more than some specified percentage against
 
third currencies. The procedure for resetting the exchange
 
rate should be known and definite, rather than vague and ad
 
hoc.
 

The following model currency board law is based on the
 
constitutions of past and existing currency boards.
 

A Model Currency Board Law
 

1. The (name of country) Currency Board is hereby
 
created. The Currency Board's purpose is to issue notes and
 
coins and to exchange them at a fixed exchange rate as spec­
ified in paragraphs 5 and 6.
 

2. The Currency Board shall have its legal seat in
 
Switzerland. The Currency Board shall hold its assets in
 
Switzerland.
 

3(a) The Currency Board shall be governed by a board of
 
five directors. Two directors, including the chairman,
 
shall be persons chosen by the government of (name of coun­
try]. One director shall be a German national chosen by the
 
Deutsche Bank; one director shall be an American national
 
chosen by the Morgan Guaranty Trust; and one director shall
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be a Japanese national chosen by the Dai-Ichi Kangyo Bank.
 

(b) A quorum shall consist of four members of the
 
board of directors, including the two chosen by the govern­
ment of (name of country). The board of directors may meet
 
at the board's legal seat and such other locations as they
 
may designate. Decisions shall be by majority vote, except
 
as specified in paragraph 14.
 

(c) The first chairman and the first other member of
 
the board of directors chosen by the government of (name of
 
country) shall serve terms of five years and one year, re­
spectively. The first German national shall serve a term of
 
two years. The first American national shall serve a term
 
of three years. The first Japanese national shall serve a
 
term of four years. Later members of the board of directors
 
shall serve terms of five years. Directors may not be re­
elected. Should a director resign or die, the appropriate
 
organization as specified in paragraph 3(a) shall choose a
 
successor to fill the remainder of the term.
 

4. The board of directors shall have the power to hire
 
and dismiss the Currency Board's staff and to fix salaries
 
for itself and the staff.
 

5. The asset with which the fixed exchange rate is
 
maintained is hereafter called the reserve asset. Initial­
ly, the reserve asset shall be the [German mark, for in­
stance) and the fixed exchange rate shall be [1 mark = 1
 
stabilus, for instance].
 

6. The Curre,-.:y Board may set a minimum size for
 
transactions, not to exceed 100,000 units of the reserve
 
asset. It may adjust the size upward in the same proportion
 
as increases in the wholes.le price index in the reserve
 
asset. The Currency Board may not charge any commission for
 
transactions of the minimum size or larger.
 

7. The Currency Board shall begin business with assets
 
equal to at least 100 perzent of its notes and coins in
 
circulation. It shall hold those assets in investment-grade
 
securities payable only in the reserve currency. The Cur­
rency Board shall not hold any securities issued by the
 
national or local governments of [name of country] or of
 
enterprises owned by those governments.
 

8. The Currency Board shall pay all net profits into a
 
Surplus Fund until its unborrowed reserves equal 110 percent
 
of its notes and coins in circulation. It shall remit all
 
net profits beyond those necessary to maintain 110 percent
 
reserves to the government of (name of country). The dis­

http:wholes.le
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tribution of profits shall occur annually.
 

9. The Currency Board's head office shall be at [name
 
of country's capital). The Currency Board may establish
 
branches or appoint agents in such other cities as it sees
 
fi,.
 

10. The Currency Board shall publish a financial state­
ment, attested to by the directors, quarterly or more often.
 
The statement shall appraise the Currency Board's securities
 
holdings at their market value.
 

11. The Currency Board may issue notes and coins in
 
such denominations as it sees fit.
 

12. Should the change in the wholesale price index in
 
the reserve asset fall outside the range of -5 percent to 25
 
percent for more than two years or -10 percent to 50 percent
 
for more than six months, within 60 days the Currency Board
 
must either:
 

(a) Devalue (if the index's change is negative) or
 
revalue (if the index's change is positive) its currency in
 
terms of the reserve asset by no more than the amount of the
 
index's change over the period specified above or
 

(b) Choose a new reserve asset and fix the exchange
 
rate at the rate then prevailing between that asset and the
 
original reserve asset.
 

13. If the Currency Board chooses a new reserve asset,
 
within one year all its reserve assets must be denominated
 
in the new reserve asset.
 

14. The Currency Board may not be dissolved or its
 
assets transferred to a successor organization except by
 
unanimous vote of the board 0 directors.
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Governments Move Ahead with Privatizations 
Formal barriers to private enterprise 

have been removed in all countries in 
Eastern and Central Europe, and new 
privately owned businesses arc growing 
rapidly throughout the region, says World 
Bank official Alan Gelb. 

Czechoslovakia, Hungary and Poland 
have made rapid progress and developed 
private sectors of considerable size, says 
Mr. Gelb, who heads the World Bank's 
Socialist Economic Reform Unit. Most 
oftheadvanceshavebeeninnewservice. 
sector firmsandin privatizingssmall firns, 
such as retail outlets. Divcsting larger 
enterprises has fallen short of initial cx-
pectations. 

ThcareathatusedtobeEastGermanyhas 
surpasscd other countries in the region in 
transferring owncrship to private hands. A 
holding company, Treuhandanstah, was 
established to manage privatization opera­
lions and completes over 300 larger 
privatization transactions each month. But 
East Germany's experience is a special 
case, with much of the success attributed to 
merging with a richer and more productive 
country. 

Each country is taking a different ap­
proach to privatization, notes World Bank 
senior economist Brdnko M.ilanovic. 'By 
1989, when politcal reform swept through 

See PRIVATIZATION, page 2 
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countries, and in most cases at least 
half of the housing in major cities, 
mostly in the form of large apartment 
blocks that are often in poor condi-
tion. 

Under central planning, housing 
was almost completely isolated from 
market forces. Through massive 
subsidies that in the past amounted 
to 6 tZ-71'; of the national gross 
domestic product, most renters in 
Eastern Europe have paid no more 
than , of their incomes for housing 
That is considerably less than the 
amount needed to simply maintain 
their dwellings, and often less than 
budgets for cigarettes and alcohol. 

In the past two %.ears, as econo-
mies in the region contracted, under-
investment in the housing sector has 
grown more acute, and housing stock 
has been neglected. The transfer of 
housing from federal to local control 
this year throughout the region has 
also led to a management crisit, in 
publicly-owned rental housing. Local 
authorities are looking for efficient 
ways to manage the gigantic stock of 
housing now under their control, and 
are preparing policy measures which 
will involve some combination of sale 
to private buyers and tenants, 

transfer to private management, and 
rent increases. A.I.D.'s housing 
program for the region is providing 
advice on the timing and mix of these 
measures. 

In Poland, a small number of the 
best rental units have already been 
sold, but the bulk of the country's 
rental housing is still publicl'y-owned, 
and is now in the hands of over 2,000 
gminas or municipalities. Most of the 
laws necessary to privatize single 
units are in place. But many of the 
rights of ownership, such as the 
power to raise rents. are still in 
national government hands. 
A.I.D.'s housing program is design-
ing technical training programs to 
help the gminas develop their own 
working privatization programs, 
concentrating on the array of new 
responsibilities of local governments. 
Gmina officials are expected to be 
managers, sellers, developers, and 
planners of rental housing, all at the 
same time. 

An unresolved problem is the 
extreme shortage of capital in the 
country, despite a burgeoning 1.-' ate 
sector. Man\' rental units require 
renovation before they can be sold to 
private buyers, but financing is 
nearly impossible for local authorities 
to obtain. The lack of a workable 

banking system in Poland is one of 
the key reasons. A.I.D.. is working in 
conjunction with The World Bank to 
help Poland develop housing financ( 
markets and systems to support 
housing construction and to help the 
housing privatization process along. 

Some of the first housing units in 
Eastern Europe expected to be 
privatized with A.ID. assistance are 
in Czechoslovakia, where Deputy 
Prime Minister Pavel Rvchetskv has 
given housing privatization a high 
priority. The region's A.I.D. housing 
program has developed a technical 
assistance program involving train­
ing modules to give hands-on train­
ing for the privatization of housing 
management services and the units 
themselves. Computer-based data 
management systems will institution 
alize the methods explained in 
seminars and ren,.in behind as a 
permanent resource. 

There is already some evidence 
that entrepreneurs are stepping in to 
fill the vacuum left by the shift to 
local control. When a district in 
Prague recently dismantled the state 
owned housing management com­
pany and advertised for private 
service contractors, it received 24 
proposals. 
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Summary
 

The fonrerly socialist countries of Eastern Europe face the double
 

challenge of implementing profound structural change and achieving
 

macroeconomic stability. These goals may conflict insofar as the proposed
 

reforms may Jeopardize the financial sector and thereby threaten the
 

stability of the whole economy.
 

Under the traditional socialist financial system, credit allocation was
 

a by-product of the central plan, and solvency was guaranteed through (more
 

or less explicit) subsidies and distorted prices. Although the reforming
 

countries of Eastern Europe have made progress in dismantling this
 

monolithic structure, they have not yet had time to develop a complete
 

market-based financial system. More immediately, banks inherited loan
 

portfolios have been significantly impaired by the growing insolvency of
 

their borrowers, and their liabilities have been inflated.
 

In this paper, a model is developed that clarifies the role of banking
 

in centrally planned and emerging market economies, and the nature of the
 

problem associated with bank insolvency it.these economies. In an
 

overlapping generations model with long-term investments, the sudden
 

withdrawal of subsidies and the liberalization of prices lead to a brief
 

consumption surge, bank runs, and the premature liquidation of investment.
 

The decapitalization of the economy results in a low level of output and
 

investment for a prolonged period. Similarly, an anticipAted decline in
 

returns on existing capital, despite an increase in the return of
 

prospective investments, leads to bank runs, erosion of the capital stock,
 

and persistently low and fluctuating output. In either case, banks
 

individually act in A rational manner in restricting lending and calling in
 

loans, btut the aggregate outcome is negative net investment, which
 

perpetuates the disruption. The problem is compounded when each household
 

tries to be the first to withdraw its deposits from the loss-making banks.
 

The real costs of the reform effort will be increased and perpetuated
 

by failure to mobilize resources to cover the costs of restructuring the
 

banking sector. If higher inflation is to be avoided, these resources can
 

be generated in the short term only by reducing government expenditure and
 

raising taxes, in particular by lowering subsidies to enterprises and
 

imposing consumption taxes.
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iusing Privatization a Priority in
 
,stern Europe
 
-n Europe's new democrati-
lected governments have 
4tully put key macroeconomic 
s in place throughout the 
But the\, have found it far 

:o develop market-oriented 
irv and fiscal policies than to 
rm their largely state-owned 
lies to private ownership. The 
7ation process will clearly be 
and more politically difficult, 

a prerequisite fir the estab-
nt of full-fledged market 
ies. 

le the spotlight has been on 
ts to prikatize large state-
enterprises in the manufactur-
:or, one of the most crucial 

and difficult transformations will be 
the privatization of large amount., of 
publicly-owned and -managed 
housing. 

A.I.D.'s housing program for 
Eastern Europe has developed a 
diverse array of technical assistance 
programs to aid privatization in 
Poland, Hungary, Czechoslovakia, 
and Bulgaria. 

Policy-makers ii, governments in 
these four countries have identified 
privatization of state-owned rental 
housing and of housing management 
servic's as top priorities in the 
development of market-driven 
economies. Rental housing accounts 
for up to a fifth of all housing in these 



The main obstacle to large-scale 1 " -11 , ?Vf-1 ,.. A.I.D.'s newest housingassistance 

privatization of housing in Czecho- Now 	 A., program in Eastern Europe is inslovakia is not lack of capital but an - Bulgaria. Here, many people own

appropriate legal framework, accord- .their 
 housing (inSofia, 90; of the
 
ing to Petr Tajcman,aCzech consult-
 apartment units are owner-occupied),ant who works with A.I.D.-supported but not the land it sits on, creatingprograms in the country through The , - . some unique problems for future
Urban Institute, an A.I.D.contractor. housing management. The change of
A potenlial step in the right direction ngomernmentthis fall has brought

is a condominium law for many more members of the free-CzechoMlovakia, based on the U.S. market-minded opposition into themodel, that A.I.D. housing contrac- cabinet, improving the prospects fortors helped Czech law\'ers draft. 

- ' key reforms to address some of these"We hope that the bill may be --	 problems. The ne minister ofs
approved by the government some- - 'V .:: . [ . housing has worked closel, withtime ir,December, 1991 and consid- A.I.D.housing officials and contrac­ered in Parliament bv early next " 
 tors in the past.year," reported Tajcman. -.4- '.' I, 4 t.East Europeans have considered
By then, technical assistance Close-u- of existing residental living units in housing their birthright for decades.
projects beginning this winter in tw\*o 
 Warsaw. Polandin desperate need otrestoration It will be one of the hardest aspects of 
districts inPrague may be helpingupgradng

officials all over the country transfer 	 life in the region to transform; how­

ever, there is some cause for cautious
their housing stock througi a devel- candidate buildings to be privately optimism. Through prompt andoping market. "Our message is: managed. appropriate policy action, the crush­privatize, privatize, privatize, but do A.I.Ds housing program is also ing burden of housing subsidies canit intelligently," Tajcman said. involved in devising privatization be greatly reduced. The gains fromA.I.D.'s housing assistance efforts strategies for Budapest's inner city greater efficiency and from privatiza­in Hungary have concentrated on areas, Districts V and VIII. The tion of some state housing shouldtwo programs in inner city districts in technical assistance programs involve eventually provide ample resourcesBudapest. Contractors are helping identifying initial candidates for for sensible housing allowanceBudapest District II bring some of its privatization and crafting financing programs for those w%-ith no hope ofbuildings under private management packages that would maximize return being able to immediately affordby gathering data on the district's to the districts while remaining 	 0housing at market prices.housing stock and identifying a list of affordable. William Maggs contribuh'd to thi article. 
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IMF Seminar Assesses Tax and 
Safety Net Issues in Eastern Europe

T oraise the public's awareness of I- T V Participants Ved Gandhi. Assistant 

the role and the impact of tech- Director of the Fiscal AiTair% Depirt­

- nical assistance. Vito Tanz, Di- mcnt * Mika Casancgra & Jantchce:. 

rector of the IMF's Fiscal Affairs De- Chief of the Tax Admninitration I)ii­

partment, asked apanel of economists to sion; and Kc-.ouing Chu. Chief of the 

distill their recent experience with fiscal Expenditure Pohc. l}siim., rcj.cd. 

reform in Eastern Europe and to iden- " " respectively. tax policy. tax adim,:rj­

6f6 the lessons that could be drawn tion. and social ,afet\ nets 

from it. 
The seminar, which was part of the Tax Polic 

"Socialist tax sssiart irrlevant it,IMFs Economic Forum series and took 
place at the IMF Visitors' Center on market economi'.' .;andhi ob,crcd 

February 13, drew on the broad zxami- In a command econoin\. evroii re­

nation of the topic found in th . recently ceivrs wages from the socialized sector. 
released book. Fisali! Pomcs iii Econonuirs pollcte adpiaebsns e~epoesand prciata businei,hanfew emplovec,.rladbok o:ciEoois Ineconomies in aranlllon. a 

a ver.in Transion. The panel, however, con- Personal income taxe,, thus have 

centrated on the IMF's experience with tax reform in East- peculiar base. limited to nonwage incomcs. Whereas wage, 

em Europe. noting that similar issues are now also part of the in the socialized sector are not taxed, wages that exceed the 
IMF's work in republics of the for(rer Soviet Union. plan's nonn are. and the enterprise pays rP,..., $.m ., r. " " 
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Seminar on Fiscal Reform in Eastern Europe 

Socialized tax systems also feature, 	 tor, generating sufficient resources 

Gandhi noted, a turnover tax that is, initially to provide social protection
 

in effect, not so much a tax as a device and respond to infrastructure need%. ' " ".
 
used to mop up the difference be- and protecting revenue from inflation.
 

tween the pnce charged to consumers Gandhi was careful not to underes-. ,
 

and the manufactunng cost. timate the obstacles new tax systems
 

Likewise. in command economies, would face. "These countries are 

Gandhi explained, tax system; rely going to have to create a new tax ad­

heavily on enterpnse taxes. These sys- ministration and custom; machinery. 

tems are characterized by extreme dif- They are going to have policymakers 

ferentiation by sector. 1ack of concern who, by training and natural ncnna­

over incentive effects, ad hoc imple- ton. are intcrventionists. They don't
 

mentation, and a depreciation system have an appropriate accounting system
 

in which funds belong to the state and or an appropriate legal framework Gandhi: once reform gels under way,
 

have little impact on investment or within which enterprises, and there- you must create a new tax system.
 
capital replacement decisions. fore a tax system, can readily operate.
 

Given the state's moncpoy over Finally, of course. they must make and with reasonably high personal 

foreign trade, the tax system also has 	 trade-offs among efficiency, revenue exemptions. 

* Keep rates as low as possible. Theyfew trade-related taxes, which apply needs, equity, and other goals." 

im- To cope with these concerns, should be consistent with growth. eq­
,enerally only to private sector 


Gandhi counseled countries to observe uity, and revenue need.
ports: consequently, customs adrmim,-

tration is relatively weak five pnnciples: * Make taxes as broadly based as pos­

• Limit the goals to be achieved 	 sible to reduce distortion and keep"Once economic reform; get under 


through the tax system An overly tax rates low.
way." Gandhi remarked. "you must 

create a new tax system." When a ambitiou% or complicated set of goals 

countr\ embarks on enterprise reform. is likely to accomphsh nothing Tax Administration 

, Avoid an excessive tax-to-GNP Effective tax administration is thefor example, enterpnses can no longer 
most of Europe the key to implementing the new laws.function as "milking cows for rev- ratio While in 

noted Casanegra. The stakes areenue." And once prices are liberalized, 	 ratio goes up to 50 percent, "in the 

medium term." he advised, "after the high for economies in transition, sheturnover taxes have to go. 

Foreign trade reform. Gandhi ob- appropiate role of government has added, because ineffecti,'e enforce­

out and public expendi- ment quickly translates into major
served, requires greater use of foreign been sorted 

to "capture" windfalls on ture needs have been established, aim revenue shortfalls. "If the administra­trade taxes 
30 per- tion cannot enforce the taxes on the 

exports and to protect industries dur- at a tax ratio no higher than 
private sector, we are in big trouble,ing the transition. As the banking sec- cent." If government needs remain 

additional money should be both for macroeconomic stabilizationtor is reformed, it will cease to supply unmet, 
taxes, user and for equity. If taxes are enforcedthe government with free or cheap raised through benefit 

credit, and the tax system have to gen- charges, and nonta:: revenues. chiefl) on, let's say. wage earn-, -, and 
s share,

crate much of the needed revenue. • Establish an appropriate mix of 	 private business doesn't p-

we reduce whatever equity effectsGandhi enumerated five goals for tax:s. "For revenue," Gandhi advised, 

tax reform over the medium term: "rely more heavily on value-added were sought under the new tax sys­

tell.generation of sufficient revenue to run tax, excise duties, and other commod-

and export Casanegra found three common
the government; allocative efficiency. 	 ity taxes, such as import 

traits in the past tax administration ex­equity; simplicity; and international duties, in the short term; for equity, 
perience of these economies. First. tax

compatibility with other tax systems. rely on personal income and property 

Gandhi added ending taxes, without excessive progressivity departments had functioned essentially
To these goals, 
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as points of transfer for funds from one 
pan of the economy to another; they 
had httle expenence with the custom-
arv adversarial relationship between 
tax departments and pnvate business 
that exists in most market economies. 

Second, at the central level, taxes 
were traditionally administered by de-
partments responsible for performing 
financial and economic audits of the 
state-owned enterprises to determine 
whether they had met the objectives 
of the plan. Taxes were collected from 
such enterprises as a by-product of 
these audits. 

Casanegra noted that "the collec-
tion of taxes at local levels from the 
small private sector was considered a 

menial task. Highfliers in the tax ad-
ministration were the ones charged 

with seeing whether these enterprises
complied with the state plan " 

And, third, tax administration em-

ployed antiquated manual procedures, 

which. given the relatively small num-

bers of taxpayers. %\erenot inappro-

pnate but %%ere incapable of handling 

the increased number of taxpayers Cx-

pected under the new tax systems, 
Casanegra found redeeming features 

as well, citing several aspects of exist-

ing systems that should be retained 

First, in several countmes, taxes are 

paid through banks or post offices. 
"That's good." she explained, "be-
cause if you are going to implement 

broad-based taxes and have a lot of 

taxpayers, you don't now want, with 

limited resources, to act as a cashier." 

"Another good feature," she said, 
"was that whatever taxes they had on 
individuals, they were quite adept at 

withholding them. That element can 
be retained. We don't want to flood 

these countries with large- scale flings 

and the processing of refunds." 
"Finally, we have found that many 

countres had very good staff%-ver\ ' 

highly educated, very able with corn-
puters, once they were given comput-
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ers-and very dedicated The problem 
is that they have lacked appropriate di­
rection until now." 

What strategy would the IMF pro-
post for economies in transition seek­
ing to develop a reasonably effective 
tax administration? Casanegra cited a 
two-prongcd approach, which would 
begin with the design and implemen­
taion of a simple tax system. 

"13y simple." she said, "we mean a 
system that will reduce unproductive 
tasks and filing requirements. I'm 
afraid that the pure concept of aglobal 
intoie tax cannot be adopted in the 

first stage. We have to go with an in-
come tax that allows withholding to 
be final on wages, interest, and divi-

dend. On the VAT [value-added tax), 
we would want one or at most mo 

rates, a broad base, and few exemp-
tons We ar" stressing simplicity not 

for its own sake but because only a 

simple tax system can actualy be im-

pleni'nted." 
The second element in the strategy. 

she noted. %%a' actually to set up a tax 

department "unmixed with notions of 

financial control, of the state-owned 
enterprises and controls of subsidies." 

This will have to mean. she said, that 

tax administration must no longer be 

looked upon as a menial task. 

Social Safety Nets 
The discussants agreed that designing 
effective and efficient social safery nets 

is an important prerequisite to reform. 

Chu examined the broad public ex-

penditure issues that economies in 

tranmition must grapple with, especially 
the role of the state and of price con-

trols. Transition economies must tailor 
the traditionally dominant role of the 

state to suit a market-oriented envi-

ronment. They must also reform the 
pncing system. which is a source of 
distortion, allocative inefficiency, and 
large ,udg'tar. and implicit subsidies 
Chu pointed out that fiscal adjust-

.
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Casanegra: withouteffectivetaxation of 

the privatesector we are Inbig trouble. 

ment involves changes in relative 

prices arid i employment opportuni­
ties An increas in the prces of fooi­

stuffs and other essential commodities 
is particularly burdensome for pen­

sioners and other Io\-income groups. 

Financial discipline for state enterprises 

and the conversion of militar\ indu­
tries increase transitory unempioy­

ment. Thus. the state need, to protect 

these vulnerable groups. Chu noted 

that lmited comodir subsidi, 
could be combined \\ith cash transfer 

schemes for tht elderlk, handicapped. 
and unemployed 

Focusing on the' wid' pread corn­

niodit subsidie i transion econo­
mies, Chu stressed that although these 
subsidies should be phased out. it may 
not be feasible to dismantle them 

overnight. While targeting subsidies to 

the poor would be ideal. refined tar­

geting through means testing is often 

not easibie. particularly duneng the 

transit e income andpic 

fluctuate rapidl. pns'ate sector acti\i­
ties emerge. and the admninirative ca­

paciry' to moitor household itcome is 

luited In satu tranetor,th itioin 
subsiedni for a huted iiiiibi'r ofbe­

sential goods could providc eqtio.l ben­
efit, to whole or toteit' pop.itiia 

.ell-defited groups Such a ,'heiii'
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Chu: social safety nets role&Issues of 
AWMINs~lrstvo 1"sb/lIIty and of cost. 

could limit subsidized consumption to 

the actual consumption level of the 
poorest. Such a system %wouldbe' ore 
equitable, Chu explained. than current 

generalzed subsidies, tenduhich to 

benefit the nonpoor more than the 

poor. These subsidies could be de­
signed to coexist with hberalized mar­
kets, he suggested. and the nonpoor 
could buy additional needed good%at 
market prices. 

Chu pointed out that the imple­
mentation of social safery net%raises is­
sues of administrative feasibil't, and of 
cos.. While quantity coupons and 
food stamps are possible transitory ve­
hicles, the administrative feasibility of 
using them must be assessed He also 
%tt*'i,.,tdths pO,%..sbjrr of targeting cer-
Laii gooJ, tbr urbin residents who 
would be particularly hard hit by food 
pnce increases, and of targeting subsi­
dies on certain products, such as milk, 
at the most vulnerable and needy seg­
ments of society (for instance, children 
and lactating mothers). -

Fuai i',Iljj in Eons'mor, in J$a...o ,, 
which wa tdird b Vo Tanzj. contains 
16 paprn wrncn specificant for ths hnok5 

Copies. which are USS24 511.can 
 bv ob. 
utind from Pubicatiti Sercr. h, S. 
344. Inmernational Mriar%Fund. Wash.
 
invon. DC .4M31. U SA
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IMF Seminar Participants Examine 
Bulgaria's Economic Reforms 

Q gnian Pishev, Bulgaria's Ambas-
sad r to the United States, and 
Lubomir Chnstov, Chief 

Economist of the Bulgarian National 
Bank, offered a frank and detiled ex-
amination of the rature and scope of 
Bulgaria's economic transition in a 

" "y * 

S 5 
-

-

Plshev: the fate of Bulgaria's reforms 
depended on its successIn trans­
forming Ifself Into a market economy. 

March 11 Economic Forum seminar 
held at the IMF Visitors' Center. The 
discussion, which was chaired by 
Anoop Singh, an Assistant Director 

in the IMF's European I Department, 
provided Pishev with the opportunity 
to detail the chronology of Bulgaria's 

reform efforts and oudine its long-term 
goals, while Christov concentrated on 
the issues, pace, and direction of Bul-
garia's stabilization program. 

Background 
Pishev, who helped fashion Bulgaria's 

new economic program, reviewed the 

steps leading to, and the policy discus-

sions underlying, the country's eco-

nomic reform process. Recalling the 

"intensive economic debate" that 

stirred the country in late 1989 and 
early 1990, Pishev identified several 
early and important themes in that 

debate, including an awareness that 
the fate of Bulgaria's reforms de-
pended on its success in transform-
ing itself into a market economy and 
that a potential link existed between 
stabilization and the transformation of 
the economy. 

"The initial reaction of the then 
ruling Comnunist parry was to fight 
the economic crisis and then think 
about changing the economy," Pishev 

observed. "But the dentocratic 
economists beheved that stabilization 
should be the first step of economic 
transition. One of the major accom-

plishments of the last few years was 
that we did not remain at the pere-

stroika phase, but moved resolutely to 
stabilization as a significant change in 

the economy." 
Efforts to achieve a national consen-

sus preoccupied these early discus-
sions, he noied. But bipartisan cooper-
ation ended when the Communist-
led Government published a jointly 
drafted reform document as its own. 

"All of a sudden, we discovered we 
could not think of the economy in 

neutral technical terms," he said. "It 
became obvious that political factors 
would always prevail over rational 

economic thinking." 
By June 1990, the seemingly stark 

choice between shock therapy and a 

gradual approach to economic reform 
had become a major theme in the 

country's first election. But Pishev, 
and many of Bulgaria's reformers, re-

jected this choice, arguitg that it sim­
ply created a false dilemma. Both 
methods could, and should, be pur­
sued, he said. "Obviously when we 
talk about qualitative changes in the 
character of the economic system," he 
noted. "some elements can be intro­
duced only gradually. We cannot, for 
example, create a new entrepreneurial 
class overnight. On the other hand, 
there are elements that should be in­

troduced immediately." 
By the fall of 1990, however, it was 

clear that the country's economy was 

in serious difficulty. Living standards 
had fallen dramatically, and domestic 
supplies and foreign currency reserves 
had been exhausted-the latter in a 

vaio effort to meet debt obligations 
and attract new capital flows. What 

Pzshev termed "the deepest forms of 
social unrest" brought down the last 

Communist-dominated Government 
and prompted a broad and serious dis­
cussion of market-based reforms. By 
February 1991. all the essential ele­
ments of the reforms had been intro­

duced. For a country like Bulgaria, Pi­
shev said, "price liberalization was 

extremely important if we wanted to 
achieve some form of balance between 
supply and demand, given the existing 
level of inventoies and demand in the 
economy." It had also become clear to 

the reformers, he added, that intro­
ducing a market-based exchange rate 

was the only means of compensating 
for a lack of external financial support 
for Bulgaria, and opening the econ­

omy was the major instrument of re­
structuring the national economy. 
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Stabilization Program 
To prevent a "total collapse of the 
Bulgarian economy ar '. society," 
Christov said, the Government 
launched a stabilization program 
backed by a one-year stand-by ar-
rangement with the IMF. The broad 
aims of the program were similar to 
those of other Eastern European 
countries: a restoration of macroeco-
nomic stability and the begirning of 
comprehensive structural reforms. 

"What distinguishes the Bulgarian 
case," Chnstov observed, "is the ex-
tent of the initial price shock and the 
drop in output associated with the first 
steps of reform." The cost, in terms of 

lost GDP and employment, proved 
significantly greater than anyone had 
anticipated and was, in fact, greater 
than that experienced by other Eastern 

European countries. Bulgaria's 308 
percent increase in the consumer price 
index, recorded in February-March 
1991, has been exceeded only by the 
former Soviet Union's recent experi-
ence. Bulgaria also recorded a 23 per-
cent drop in its real pro,ct and sa' 

its GDP approach 68 ptient of its 

1988 level. 
How could this performance be ex-

plained? Christov cited three factors: 
large internal imbalances, several ex-

teMal shocks that coincided with the 
beginning of the reform process, and 
shortfalls and delays in foreign financ-
ing. Internally, the country was coping 

with shortages of energy, raw, materi-

als, and consumer goods, and an enor-

mous monetary overhang. "Fhe 

whole Bulgarian population could 

have stopped working," Christov said, 

attempting to give tangible dimension 

to the overhang, "and preserved the 

level of their consumption for a whole 

year, relying only on savings." 

The external shocks were multiple 
and severe. lntra-CMEA trade col-

lapsed, and the Middle East crisis dis- 

rupted Bulgaria's trade with the re-
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gion, its s 'cond most important mar-
ket. A Maich 1990 moratorium on 
the servicing of foreign debt had also 
effectively cut Bulgaria off from inter-
national financial markets. 

The stabilization program that Bul-
garia undertook sustained a number of 
major reforms: it completely freed 
prices, entailing a sharp drop in subsi-
dies; liberalized the trade regime; and 
took several decisive steps toward the 
reform of the banking and tax systems. 
Major issues still to be addressed, 
Christov said, were large-scale privati-
zation and the remainder of the bank-
ing reforms. 

"' 

Lubomir Christov: Bulgaria'seconomic 
reform efforts "must be gaugedby whatcould have happened, but did not." 

Was the 1991 stabilization program 
effective? Christov first responded 
with an anecdote. "One no longer has 

to get up at 4 or 5 a.m.," he said, "to 

line up for bread and milk. Items that 

in the past might not even be available 
when one finally reached the counter-

now are available, but at ten times 

higher prices." 
To measure the program's real ef-

fectiveness, however, he argued that 

Bulgaria's economic reform efforts 

"must be gauged by what could have 

happened, but did not. And what 

could have happened is clear now 

from the expen,-nce of Polznd and 

Russia." Achieving rapid success for 
an orthodox stabilization program in 

former socialist countries was. he said, 
"very diflicult, if not impossible." He 
did note, however, that broad struc­
tural reforms are essential to achieve 
sustained macroeconomic balances and 
noninflationary growth, and consistent 
structural reform takes time. 

Were Bulgaria's structural reforms 
undertaken too slowly? Timing and 
complementarity are often critical in a 
stabiliza.ion program, and some ob­
servers argued that faster structural re­
form in Bulgaria might have blunted 
the severity of the losses the country 
experieiced in production and em­

ployment. Chnstov noted that the 
short-term orientation of the previous 
Government and the short-term na­
ture of the stabilization program both 

worked against longer-term perspec­

tives. The wise advice of what might 
have been, he argued, simply did not 

match Bulgaria's political reality. 
Chriszov aho expressed disappoint­

ment that the IMF and the World 
Bank had referred to Bulgaria's struc­
tural reforms as being delayed. He be­
lieved the evidence on hand and inter­

national comparisons both contra­
dicted this assessmert. He expressed 
concern that such an assessment 
"tends to be interpreted not as advice 
to accelerate reform! which is neces­
sary and important, but as something 
that casts doubt on the commitmen! 
of the Bulgarian Governient to eco­
nomic reform. The final results might 

only give greater support to the Corn­
munist opposition in Bulgaria and di­

vert the attention of the present Go­
emient away from designing and 

implementing necessary reforms." 
Singh noted that Christov had 

"gently reminded us that we shouldn't 

be impatient." But Singh also cited 

the very heavy cost that Bulgaria had 

borne in terms of sharply reduced out­

put and employment; he suggested 

,(,
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that perhaps future costs nght be mit-

igated by privatizing enterprises and 

agricultural land as rapidly as possible. 

As Christov looked to the future, he 

noted two elements-access to indus-

trial country markets and debt relief-

that would be critical to Bulgaria's suc-

cess. labeling Bulgaria's external debt 

an enormous problem, he stressed the 
"very ridiculous structure of our debt" 

(80 percent owed to private commer-

cial banks and 40 percent representing 

short-term debt). Rescheduling is ur-

gently needed, he added debt cannot 
be serviced from n,gative growth and 
declining exports. 

Anoop Singh: future costa might be 
mitigatedbyprivatizingenterprises and 
agricultural land as rapidly as possible. 

Foreign assistance is needed, Chris-

toy argued, paricularly at this junc-

ture. "The country combined rapid 

liberalization with virtual isolation 

from the international financial mar-

ketS and fast and peaceful democratiza-

tion. Please don't ask me how. I don't 

know. What I know is this infeasible 

combination cannot last forever." 

Reintegration in World Economy 

Echoing Christov's call for both 

greater foreign assistance and wider ac-

cess to industrial country markets, Pi-

shev stressed the importance of reinte 

grating Bulgaria into the world 

Photo credits: Denio Zara and 
Padraic Hughes, IMF. World Bank, 
page 121. 
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economy. "After four decades of self­

imposed isolation, Bulgaria was ini­

tially not ready to face international 

competition," he said. An overindus­

trialized country geared to the needs of 

the Soviet market, Bulgaria's economy 

was vulnerable to disruptions in energy 

supplies and in traditional international 

markets. Compounding these prob­
lers, he noted, was the fact that prob­

lems associated with Bulgaria's transi­

tion had led to additional declines in 

GNP, production, and living standards. 

Over the past two years, Bulgaria 
has gained a'*mission to the IMF and 
World Bank, participated in the Euro­
pean Bank for Reconstruction and 

Development, and pursued negotia­
tions with the General Agreement on 

Tariffs and Trade. It has also intensi­

fied its contacts with other countries. 
Pishev noted that Bulgaria has been 
granted most-favored-nation status by 

the United States, concluded an agree­

ment with the U.S. Overseas Private 

Investment Corporation on direct in­

vestment, and had coverage for short­
term trade credits extended by the 

U.S. Export-Import Bank. Negotia­
tioris with other countries, particularly 

with Europe's major industrial coun­

tries, have not yet yielded similar re­

sults, he said, reiterating a thatconcern 

Christov had raised. 
What Pishev hoped to see for Bul­

garia over the long term, he iaia,' was 

something akin to the successes 

achieved by countries like Belgium 

and Denmark in affecting a "seamless 
integration with the world economy." 

Regional integration held less appcal 

for him. "I don't believe, as .ome 

have argued, that the future of Eastcrn 

Europe lies in merging the econos 

of Central and East European 

economies into the European Com­

munity. Regional integration is the 

second best solution to free trade. I 
believe in comparative advantage. I 
believe in free tra­


