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Dear Readers: 

,/2 Welcome to the first edition of the 1993 series of Washington Economic1141,1"'J, :") 200, Watch. We are pleased to announce that funding has been reinstated and 
,_,LP 13 N70/ quarterly production will resume in 1993. As in previous issues, WEW covers 

fiij -'" 006- the important economic policy debates in Washington. This inaugural edition 
provides insight on issues of concern to developing countries, as monitored 
during the pre-election ard transition period in autumn of 1992. 

Herein you will find statements made by senior U.S. government
officials, summaries of U.S. congressional hearings, press commentary, and 
excerpts from policy research and analysis publLhed by Washington 'think 
tanks' and multilateral financial institutions. The material is organized
according to six functional categories; within each are subject groupings, with 
policy statements generally appearing first and commentary and analysis
following. Also included is a bibliographic listing of participating institutions. 
Please direct requests for publications to the respective organizations. 

ODC has experienced a few administrative changes as well. Dawn 
Murphy recently joined ODC as the new WEW Coordinator to whom all future 
correspondence should be directed. 

We look forward to an exciting year with the new administration in 
place and hope that this issue proves to be an informative resource for your 
institution. 

Sincerely, 

Christine E. Contee 
Director of Public Affairs 

& Fellow 
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NAFTA: 'The Beginning of a New Era' 
The United States, Mexico, and Canada announced Aug. 12 that negotiations for a North 

American Free Trade Agreement (NAFTA) have been completed. President Bush described the 
agreement as "the beginning of a new era on our continent, on the North American continent." 
NAFTA must still be approved by the House and Senate, which are expected to consider it in 

early- to mid-1993. A Fact Sheet, prepared by the White House, follows, together with remarks 
by the President and Secretary of Commerce Barbara Hackman Franklin. 

White House Fact Sheet on NAFTA
 
he President announced Aug. 12 that the United States, idea of a comprehensive U.S.-Mexico free trade agreement 

Mexico, and Canada have completed negotiation of a and directed their trade ministers to begin preparatory work. 
North American Free Trade Agreement (NAFTA). The Canada joined the talks in February 1991, leading to the 

NAFTA will phase out barriers to trade in goods and services three-way negotiation known as NAFTA. Formal negotiations 
in North America, eliminate barriers to investment, and began in June 1991 after Congress extended through May 
strengthen the protection of intellectual property rights. As 1993 the "fast track" procedures originaliy enacted in the 
tariffs and other trade barriers are eliminated, the NAFTA Trade Act of 1974, authorizing the Administration to submit 
will create a massive open market--over 360 million people the agreement with implementing legislation for an up-or
and over $6 trillion in annual output. down vote. 

The President's trade strategy, which is a key part of his 
Background overall economic growth plan, is designed to create new mar

kets for American products and provide new opportunities for
With sharp increases in global trade and investment flows, American companies and workers. 

U.S. economic growth and job creation have become closely
 
tied to our ability to compete internationally. Since 1986, The NAFTA Agreement
 
U.S. exports have increased by almost 90 percent, reflecting 
our success in opening foreign markets and the competitive- The NAFTA will create a free trade area (FTA) comprising 
ness of American industry. In 1991, the United States the United Stater, Canada, and Mexico. Consistent with 
exported over $422 billion of industrial and agricultural prod- GATT rules, all tariffs will be eliminated within the FTA 
ucts, and over $164 billion in services, making the United over a transition period. The NAFTA involves an ambitious 
States the world's largest exporter-ahead of Germany and effort to eliminate barriers to agricultural, manufacturing, and 
Japan. More than 7.5 million U.S. jobs are tied to inerchan- services trade, to remove investment restrictions, and to pro
disc exports, up from 5.0 mill. ,n in 1986. Of these jobs, 2.1 tect effectively intellectual property rights. In addition, the 
million are supported by exports to Canada and Mexico. NAFTA marks the first time in the history of U.S. trade pol-

For many years, Mexico used high tariffs and licensing icy that environmental concerns have been directly addressed 
restrictions in an effort to enzourage industrial development in a comprehensive trade agreement. Highlights of the 
and import substitution. Under President Salinas and his pred- NAFTA include: 
ecessor, Presidentde la Madrid, the Mexican government has * Tariff Elimination. Approximately 65 percent of U.S. 
opened its market and implemented sweeping economic industrial and agricultural exports to Mexico will be eligible
reforms. In 1986, Mexico joined the General Agreement on for duty-free treatment eitner immediately or within five 
Tariffs and Trade (GATT) and began reducing its tariffs and years. Mexico's tariffs currently average 10 percent, which is 
trade barriers, two-and-a-half times the average U.S. tariff. 

As a result, bilateral trade has increased dramatically. * Reduction or Motor Vehicle and Parts Tariffs. U.S. 
From 1986-91, U.S. exports to Mexico increased from $12.4 autos and light trucks will enjoy greater access zo Mexico, 
billion to $33.3 billion, twice as fast as U.S. exports to the which has the fastest growing major auto market in the world. 
rert of the world. U.S. agricultural exports rose 173 percent With NAFTA, Mexican tariffs on vehicles and light trucks 
to $3 billion; consumer goods tripled to S3.4 billion; and will immediately be cut in half. Within five years, duties on 
exports of capital goods surged to $11.3 billion from $5 bil- three-qurters of U.S. parts exports to Mcxico will be elimi
lion. U.S. exports to Mexico now support more than nated, and Mexican "trade balancing" and "local content 
600,000 American jobs, while exports to Canada support 1.5 requirements" will be phased out over 10 years.
million. * Auto Rule or Origin. Only vehicles with substantial 

Economic reforms have also been good for Mexico. Its North American parts and labor content will benefit from tar
inflation rate has dropped from over 100 percent in 1986 to iff cuts under NAFTA's strict rule of origin. NAFTA will 
under 20 perceat ui 1991, and its economy has grown at an require tha "utos contain 62.5 percent North American con
average annual rate of 3.1 percent over the last four years, tent, considerably more than the 50 percent required by the 
after stagnating during the 1980s. U.S.-Canada Free Trade Agreement. NAFTA contains trac-

In June 1990, Presidents Bush and Salinas endorsed the ing requirements so that individual parts can be identified.to 
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determine the North American content of major components 
and sub.assemblies. e.g., engines. This strict rule of ongin is 
important in ensuring that the benefits of the NAFTA flow to 
firms that produce in North America. 

* Expanded Telecommunications Trade. NAFTA 
opens Mexico's $6 billion market for telecommunications 
equipment and services, It gives U.S. providers of voice mail 
or packet-switched services nondiscriminatory access to theMexican public telephone network and eliminates all invest-
ment restrictions by July 1995

* Reduced Textiles and Apparel Barriers. Barriers to 
trade on $250 million (over 20 percent) of U.S. exports of 
textiles and apparel to Mexico will be eliminated imme-
diately, with another $700 million freed from restrictionswithin six years. All North American trade restrictions will be 
eliminated within 10 years and tough rules of origin will 
ensure that benefits of trade liberalization accrue to North 
American producers.

* Increased Trade in Agriculture. Mexico imported $3 
billion worth of U.S. agricultural goods last year, making it 
our third-largest market. NAFTA will immediately eliminate 
Mexican import licenses, which covered 25 percent of U.S.
agricultural exports last yea;, and will phase out remaining
Mexican tariffs within 10-15 years.

* Expanded Trade in Financial Ser'ices. Mexico's 
closed financial services markets will be opened and U.S. 
banks and securities firms will be allowed to establish
,holl,-owned subsidiaries. Transitional restrictions will be 

phased out by Jan. 1, 2000. 
* New Opportunities in Insurance. U.S. firms will gain

major new opportunities in the Mexican market; firms with 
existing joint ventures will be permitted to obtain 100 percent
ownership by 1996 and new entrants to the market can obtain 
amajority sake in Mexican firms by 1998. By the year 2000,
all equity and market share restrictions will be eliminated,
opening up completely what isnow a$3.5 billion market. 

* Increased Investment. Mexican "domestic content" 
rules wiil be eliminated, permitting additional sourcing of
U.S. inputs and, for the first time, U.S. firms operating in

Mexico will receive the same treatment as Mexican-owned 

firms. Mexico has agreed to drop export prformance require-

ments, which presently force companies to export as acondi-

tion of being allowed to invest. 


* Land Transportation. More than 90 percent of U.S. 
trade with Mexico isshipped by land, but U.S. truckers cur-
rently are denied the right to carry cargo or set up subsidiaries 
inMexico, forcing them to "hand off" trailers to Mexican 
drivers and return home empty. NAIFTA will permit U.S. 
trucking companies to carry international cargo to the Mexi-
can states contiguous to the United States by 1995, and gives
them cross-border access to all of Mexico by the end of 1999. 
U.S. railroads will be able to provide their services in Mex-
ico, and U.S. companies can invest in and operate land-side 
port serVices. The combination of truck, rail, and port break-
throughs will help create an efficient, intermodal North 
American transport system. 

* Protection of Intellectual Property Rights. NAFTA
will provide a higher level of protection for intellectual prop-
erty rights than any other bilateral or multilateral agreement,U.S.U..high-technology, entertainment, and consumer goods 
producers that rely heavily on protection for their oatents, 
copyrights, and trademarks will realize substantial gains
under NAFTA. The agreement will also limit compulsory
licensing, resolving an important concern with Canada. 

Statement by Secretary of Commerce 
Barbara Hackman Franklin 

he negotiators from the United States,
Canada and Mexico should be congratu-

I lated for reaching this historic agreement
that creates the largest free traue area in the
world. I am particularly proud of the people at 
the Department of Commerce and the significant
contributions they have made toward turning
President Bush's vision of the NAFTA into realit,.

President Bush's steadfast pursuit of free an'd 
open markets for American products and services has achieved an economic grand slam on
 
par with his much-heralded arms accords with
 
the former Soviet republics. In one bold stroke,
 
we are creating an unprecedented economicforce and unleashing the continent's abundant
 
man-made and natural resources-from labor
 
and technology to capital and energy. Through

the NAFTA, we have taken our first step into the

North America of the 21st Century: a continent
 
stronger and more dynamic than any on earth.
 

Once the NAFTA is fully implemented, Ameri.
 
cans will benefit tremendously from increased
 
economic growth, lower prices, better access to

expanding export markets, greater long-term

competitiveness of U.S. industry, and hundreds
 
of thousands of new American jobs. Already,

624,000 U.S. jobs are supported by merchandise
 
exports to Mexico. (More than 1.5 million U.S.
 
jobs are supported by exports to Canada.) An
 
independent, nonpartisan study projects that
 
another 300,000 U.S. jobs will be created through

the NAFTA. And export-related jobs are good
 
jobs-paying 17 percent more than the average

American wage.


For Americans, Canadians and Mexicans, the

NAFTA is a win-win situation. Canada and Mex
ico are already the United States' two largest

markets for manufactured goods. And Mexico is

the fastest growing major market for U.S. goods

and services. The NAFTA will ensure even
 
greater market growth and prosperity.


American workers and businesses will benefit
 
from several key results of the NAFTA:
 

0 Immediate elimination of tariffs on about
 
half of U.S. exports to Mexico; this will expand

opportunities for U.S. exports of such high-tech

goods as computers, semiconductors, and medi
cal and telecommunication equipment;


* Opening of the $146 billion Mexican services 
market to U.S. service firms, including banking,
securities, insurance, and transportation;

* Opening of the rapidly growing Mexican 
auto market while providing North American 
producers wih a transition period to adjust to 
full competition.and it certainly will-we must keep in mind thatAs the rhetoric heats up around the NAFTA
thi is angreem e wort fightin f in the 
this is an agreement worth fighting for. In the 
words of President Bush, "We're fighting for our 
children's futures." 
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The objective of NAFTA is to open markets. It is not 
designed to crate a closed regional trading bloc, and does not 
erect new barriers to non-participants. The NAFTA is fully 
consistent with GATT criteria for free trade agreements, and 
with U.S. support for strengthening the multilateral trading 
system in the Uruguay Round. 

and over $120 million for border wastewater treatment 
plants. 

-Border Plan/FY 1993 Appropriations. To date, in the 
FY 1993 Appropriations process, the House of Repre
sentatives has refused to fund the $50 million EPA 
request for the colonias and cut the Administration's 
$65 million request for a Tjuana-San Diego sewage 

Economic Studies treatment plant to $32 million. For its part, the Senate 
failed to fund $120 million of the requested funds for 

At the request of the Office of the U.S. Trade Representa-
tive, the U.S. International Trade Commission surveyed and 
evaluated the various economic analyses of NAFTA. In May 

border wastewater treatment. The hesident has called 
upon Congress to reverse these cuts. 

-Environmental Conference. On Sept. 17, 1992, EPA 
of this year, the USITC reported that: 

[T]here is a surprising degree of unanimity in the 
resuhs regarding the aggregate effects of NAFTA.iesuts rgardng teagregae efectsof NFA. 

All three countries are expected to gain from a 
NAFTA. 

These independent studies found that NAFTA would 
increase U.S. growth, jobs, and wages. They found that 
NAFTA would increase U.S. real gross domestic product by 
up to 0.5 percent per year once it is fully implemented. They 
projected aggregate U.S. employment increases ranging from 
under 0.1 percent to 2.5 percent. The studies further project 
,iggregate increases in U.S. real wages of between 0. 1 per-
cent to 0.3 percent. 

U.S. exports to Mexico currently support over 600,000 
American jobs. The Institute for International Economics 
recently estimated that this figure w!'l rise to over I million 
U.S. jobs by 1995 under the North American Free Trade 
Agreement. 

Environment, Labor, and Adjustment Issues 
In a May 1, 1991 letter to the Congress, the President 
di acayt1,i1991,netet the inistongsw d Pesentodescribed actions that the Administration would implement to 

address concerns regarding the impact of free trade on the 
envionmnt, aborihtsas rli s wrke adjstmnt 

environment, labor rights, as wll as worker adjustment 

Administrator Reilly will host a trilateral meeting with 
the Canadian and Mexican eiivironmental ministers in 
Washington, D.C. to discuss environmental aspects of 

NAFTA. ' 
* Worker Rights. Mexico has acomprehensive labor law 

that provides workers with extensive legal rights. The 
economic benefits of the NAFTA will provide Mexico with 
resources to move forward with vigorous enforcement initia
tives launched by the Salinas Administraiion. 

-Labor Cooperation. The U.S. Department of Labor 
has negotiated a five -year Memorandum of Under
standing (MOU) to strengthen bilateral cooperation 
with respect to occupational health and safety stand
ards, child labor, labor statistics, worker rights, labor
management relations, and workplace tra.ning. Sev
eral joint MOU initiatives are now unde, way. 

0 Safeguards. President Bush corraiticd that NAFTA 
would contain measures to ease the transition for import
sensitive U.S. industries. For our sensitive sectors, tariffs will 
be phased out in 10 years, with particularly sensitive sectors 
having atransition of up to 15 years. In addition, NAFTA 
contains "safeguard" procedures that will allow the United 
States to reimpose tariffs in the event of injurious importsurges. 
s rke ro 

Worker Adjustment. Dislocations in the United States 
are likely to be minimal, since U.S. trade barriers are already 

0 Environment. The Administration has moved forward
withEnvomeentse iatravion a eda torward 

with a comprehensive bilateral environmental agenda to allay 
concerns that free trade could undermine U.S. environmental 

quite low. Nonetheless, during the fast track debate, the Pres
ident promised that dislocated U.S. workers will receive 
timely, comprehensive, and effective services and 
retraining-whether through improvement or expansion of an 

and food safety regulations or lead to environmental degrsda-
tion on the U.S.-Mexico border. During the last year, sub-
stantial progress has been made. Highlights include the
following: 

existin, program or creation of a new program. The Admin
istration has already begun consu!ting with the relevant Con
gressional committee regarding adjustment services for
dslcdwres 

-Standards. The NAFTA allows the United States to displaced workers. 

maintain its stringent environmental, health, and 
safety standards. It allows states and localities to enact 
tougher standards based on sound science. It 
encourages "upward harmonization" of national 
standards and regulations, and prohibits the lowering 
of standards to attract investment, 

-Integrated Border Plan. In February 1992, EPA and 
its Mexican counterpart (SEDUSOL) completed a corn-
prehensive plan for addressing air, soil, water, and 
hazardous waste problems in the border area. Agree-
ment has been reached on measures to implement the 
first stage of the plan covering the period from 
1992-94. 

Next Steps 

The timing of Congressional consideration is governed by 
the fast track procedures, which require the President to 
notify the Congress of his intent to enter into the agreement at 
least 90 days before it is signed. Although the Aug. 12 
announcement reflects the completion of negotiations, the 
draft text probably will not be finished until September, since 
further legal drafting and review are required to implement 
the understanding reached by the negotiators. 

After the agreement is signed, legislation must be prepared 
to implement it, including any necessary changes to U.S. 

-Border Infrastructure. The President has proposed a 
70 percent increase in the budget for border environ-
mentzl projects to $241 million for FY 1993, includ-
ing $75 million for the "colonias" (unincorporated 
communities on the U.S. side of the border that often 
lack effective sanitation services and running water) 

law. 
Under the fast track, the North American Free Trade 

Agreement will not go into effect until the Congress has 
approved the implementing legislation on an up-or-down 
vote. The approval process must occur within a specified 
time-90 "sesgion" days of Congress. 
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REMARKS BY THE PRESIDENT
 
ON THE NORTH AMERICAN FREE TRADE AGREEMENT
 

August 12, 1992
 
oday marks the beginning of a new era on our continent, on the North American continent. This 
morning the United States, Mexico and Canada are announcing the completion of negotiations for 
a North American Free Trade Agreement, NAFTA. 

First, I want to express my deep appreciation to Ambassador Carla Hills, our United States Trade Representative; to Secretary Serra of Mexico; and to Minister Wilson of Canada for this outstandingachievement. And also standing next to me isCarla Hill's Deputy, my able friend, Julius Katz, who had a 
very instrumental role in all these negotiations.

This historic trade agreement will further open markets in Mexico, Canada and the United States.And it will create jobs and generate economic growth in all three countries. Increased trade with NorthAmerica will help our nation prepare for the challenges and opportunities of the next century. The ColdWar isover. The principal challenge now facing the United States is to compete in a rapidly changing,
expanding global marketplace.

This agreement will level the North American playing field, allowing American companies to increasesales from Alaska to the Yucatan. By sweeping aside barriers, NAFTA will make our companies morecompetitive everywhere in the world. We've seen this happen with the U.S.-Canada Free Trade Agree
ment. And we'll see it even more with the NAFfA.

Open markets in Mexico and Canada mean more American jobs. Our nation is the world's leadingexporter, well ahead of Japan and Germany. And today over seven million Americans are hard at workmaking products that will be sold around the world. Export-related jobs pay 17 percent more than theaverage U.S. wage. These jobs are the kind that our nation needs to grow and prosper; the kind thatshowcase American talent and technology. More than 600,000 Americans are now employed making
products and selling them to Mexico-our fastest growing export market. We sold over $33 billion
worth of goods to Mexico last year, and are projected to sell $44 billion this year.
In the [ast five years, as President Salinas has dismantled many longstanding Mexican trade and
investment restrictions, our exports to Mexico have nearly tripled. In the last five years, let me repeatthat, our exports to Mexico have nearly tripled. And that's one-quarter of a million new Ame,",cari jobs.This agreement helps us lock in these gains and build on them. Last year the Congress endorsed
moving forward with NAFTA by extending the fast track procedures for Congressional consideration
and implementation of trade agreements. The rapid completion of the NAFTA talks shows how muchcan be accomplished when the Executive Branch and the Congress work together to do what is best for our nation. And I'll work closely with the Congress for rapid implementation.
At the time fast track was extended I outlined steps that we would take to address environmental andlabor concerns. We've taken every promised step and we are meeting or beating every commitmentthat I outlined. This is the first time a trade agreement has included stringent provisions to benefit theenvironment. The NAFTA maintains this nation's high environmental, health, and safety standards. Infact, it goes even further and encourages all three countries to seek the highest possible standards.The Environmental Protection Agency and its Mexican counterpart have already developed a comprehensive integrated border plan to clean up air, water and hazardous waste along the Rio Grande.These problems are serious, but they will be solved by environmental cooperation, increased trade,

and higher levels of economic growth-not protectionism.
Unfortunately, Congress has reduced the funding for our border plan in the appropriations process.And I asked the Congress to fully fund these important environmental initiatives. With NAFTA we'removing forward with our trade strategy. Trade is part of my long-term economic growth plan to create 

more opportunities for all Americans. 
In achanging world, we must give our workers the education and skills they need to compete, andassistance and training to find good jobs. I've said many times, level the playing field and the American

worker can outthink, outproduce and outwork anyone, anytime.
Today's historic agreement links our future with out past. Five centuries ago this very mo[th, a manof courage and vision set sail from the Old World in search of new trade routes and opportunities.Chistrop~er Columbus was an entrepreneur, and the journey he started 500 years ago continues to payoff abundantly today. By moving forward with the NAFTA we will replenish that investment of openingup new horizons of opportunity and enterprise in the new world.
So this is a good day for America, a good 6ay for Noi, America. And once again, I want to expressmy appreciation to Ambassador Hills and her extraordinarily able team who have worked literally dayand night for months to complete this negotiation phase of the agreement. 
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SELECTED TOPICS 

Conference Explores Issues, Obstacles,
 
And Support 4or NAFTA Agreement
 

ith negotiations for a North 

American Free Trade Agree-
ment (NAFTA) entering their 

final stage, the Instirute for Intema-

tional Economics and the Fraser Insti-

tute called a timely conference that 

"- . 

i 

r 
a' 4 

,,. .. 

,L. :1:' 

Hutuer: atNAFTA positsa 'wvin win"scens:;,' for both Mexico and the United 

Sto. 

intended according to C. Fred Berg-
sten, Director of the Instiute for In-
temational Economics (lIE), "to take 

stock of where the negotiations are 

headed, to try to make some inputs 
into the final round, and to pave the 
way for the ratification debate." The 

day-long seminar, held on June 22 in 
Washington, D.C., featured panels of 

Canadian, Mexican, and U.S. experts 
and others, who assessed th,-. eco-
nomic, political, labor, and environ-
mental aspects of the negotiations and 
speculated on the prospects and possi.' 

ble pitfalls the agreement might face 

in these three counuies. 

Overview of the NAFTA 

Dra%%ing on their recently published 

trudy, North American Free Trade: Issues 
and Recommendations, Gary Clyde 

Hufbaucr, a Visiting Fellow at ILE and 

Marcus Wallenberg Professor of Inter-

national Financial Diplomacy at 

Georgetown University, and Jeffrey J. 

Schott, a Research Fellow at lIE, of-
fered a broad examination of the 

NAFTA negotiations. Hufbauer, like 

many of the discussants, saw the 
NAFTA as a ratural extension of 

Mexico's reform efforts. The NAFTA 

should be viewed, he said, "as an in-
surance policy and a capstone for all 

at has gone before and is going on 

simultaneously." 
Cirng the $9 billion trade surplus 

that the United States is projected to 
run with Mexico by 1995, Hufbauer 

posited a "win-win" scenario for both 

countries, estimating a net job gain in 

the United States of 130.000 jobs and 
a net gain in Mexico of 600,000 jobs. 
The NAFTA would also help Mexico 
close its income ga with the United 
States and Canada. If Mexico is able 

to raise its income by 2 percent a year, 

it will close that gap by 2030. 
In the Uaited States, however, the 

net job gain represents the creation of 
240,000 new jobs but the loss of 
110,000 existing jobs. Clearly, there 

would be dislocations, and Hufbauer 
chided the U.S. administration for not 

providing a few "helpful leaks" about 
adjustment assistance. (He suggested a 
$900 million fund earmarked for ad-

justment and available over five years.)
 

Mexico, Hufbauer added, faces a
 

A'very sharp drop" in agricultural em

p!oyment within the next decade--a 

decrease to 15 percent from 26 per

cent of the total work fbrce. Such a 

transition is normally accompanied by 
an increase in land values, he said, so 

that the tax system "should be able to 

capture those land values and convert 

them into urban infiasucture." 

Hufbauer hoped that the NAFTA 

negotiations would yie!. a improved 

version of the Canada-U.S. Free 

Trade Agreement (one that incorpo
rated, for example, all its dispute set

tiement mechanisms). The NAFrA 

should, he argued, provide for the 
rapid removal of tariff barriers and in

lude a safeguard rmiechanism that pro

vides for a "super rapid liberalization" 

by the country enjoying the plus side 

of the swing if a huge and persistent
swing occurs on a broad sectoral basis 

in favor of one partner. 

Hufbauer felt that the U.S. adminis

tration was "well behind the curve" in 
failing to recognize that environraental 
issues posed the "greatest potential deal 

breaker." Enviromnent, like labor, is 

essentially "a money question, and the 
United States has to get out its wallet," 

Hufbaucr said. In addition to accept
ing current environmental standards, 
Hufbauer recommended that the 

United States put up "at least an extra 
$1 billion a year for environmental 
cleanup in the obvious border areas." 
He also suggested a two'stage agenda 
to deal with environmental dump
ing--the concern that polluting Mexi
can plants might cause plants in the 
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United States, which are cleaner but would, he believed, offer the "opportu- A broad new coalition--which, ac

more expensive to operate, to close nity to build a cormnon regime and cording to Rubio, is huge and in

down. The agenda would first require avoid a patchwork quilt of inconsistent cludes, among others, the middle 

strict enforcement of existing standards and discrimimatory trade arrangements." classes, most of labor, and tome in the 

and, by 1995, allow each country to It would also provide a clear standard peasant coalition--emerged as the re

put on notice those standards that it for admission to the NAFTA club., form process proceeded. Rubio cred

wanted the other to stren~r.en. This ited current Mexican President Carlos 

would trigger negotiation',. If negotia- Mexican Perspective Salinas de Gortari with transforming 

dons failed, a "green fee" (paid to the Rogelio Ramirez de la 0, president of this new coalition into something 

country that needed to elevate its stan- Ecanal, a private research company in much more coherent. The reforms 

dards) could be imposed. Mexico City, 2nd Luis Rubio, with have now acquired a dynamic of their 

Huibauer cautioned that reports the Centro de investigaci6n parz el own. "The best guarantee of reform," 

from the negotiations suggested there Desarrollo, an independent research Rubio observed, "lies precisely in the 

might be several troubling shortfalls in institute in Mexico City, noted that expectation that the process of reform 

the potential agreement, principally in Mexico is so deeply committed to an 
agriculture and financial services. Al- extensive program- of economic re- ... .
 
though agriculture offers potentially forms that in a sense it has already'
 
large gains, the report suggested that begun to capture some of the benefits,
 
"either ;igriculrur- is to be lefi off the- of the free trade arrrurgemenf.'
 

table or the liberalization is to be so R.mirez noted that trade liberalization
 

backloaded as to be politically not has had its own prIce effect, and eco

credible." He also expressed concern nomic reform, which has led to irn

that the hludable privatization of Mex- port growth, has already raised expec

ico's banking system may have con- tations, growth, and capital inflows.
 

tained "some understanding" that But Ramlrez was troubled by the'
 

would shield the Mexican financial specter ,fU.S. protectionism as well as
 

system from liberalization for a long by preliminary evidence indicating that
 

time. This, he argued, would be intol- Mexico's m.nufactuing and labor

erable for midsize companies and con- intensive industries have yet to respond
 

sumers, who would be prey to a price to the stiaulus of the economic re- - '-',.- 

gouging system. forms. Manufacturing industies in . .
 

Jeffrey Schott, eending Hufbauer's Mexico have recorded only 0.1 percent 
analysis, called special attention to the growth since 1987, and labor-intensive 

"rules of origin" negotiations, particu- industries have recorded net losses in Ramirez de Ia0: lexlco's manuf1acuring
and labor-ntenslveIndustries have yet to 

lat for textiles, automobiLes,and output and employment, he said. respond to economic refon.m 
computer.-, which he felt were headed. Rubio fiawmeo his discusion of the. 
in a dangerous and discriminatory di- political dimensions of the NAFTA is genuine," and those expectations 

can be met only if the reform processrection. The legitimate solution to the within two broad questions: Why re-

question of how to prevent the nan- forms? Why a NArTA? 'The old stabil- is strengthened. "there is no way to 

shipment of goods from low- to high- ity in Mexico, ie noted, was rooted in go back," he added. "Everything has 

tariff countries was, he said, to harmo- the cooperation ec key political groups- changed." 

nize tariffi. Focusing on -rules of that Rubio identified as the winners of Why a NAFTA? Rubio argued 

origin, he said, could distort trade and the revolution. An "extremely well de-' that, from a purely economic penpec

investment in the area and, perhaps veloped system of patrona." provided ive, a NAFTA would establish the 

more ominously, sponsor an emula- the glue that held the rystem together, rules of the game for Mexico and 

and the system worked as "avoid having antidumping rules intion effect in oer regions, particu- Rubio said, 

lady Europe. long as it delivered. But by- the mid- vcked every time a Mexican exporter 

Schott also expressed concern over 1980s, it was dear, he said, that Mexico was successful." From a political per

the lack of attention being paid to the would have to change or face social spective, however, -perhaps *the 

acce ion process. An accession clause and political upheaval. NAFTA's more important function 
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would be as an external guarantee for International Studies at the University according to a recent poll Waverman 
the reforms. The Sahns Government, of Toronto, because Canada's trade believed that the NAFTA could be 

Rubio noted, realized that at the heart with Mexico has traditionally been promoted to the Canadian public as an 

of the reform process was the issue of very limited. While 80 percent of opportunity for Canada to rewrite the 

confidence, and there could be no Canada's exports, and 70 percent of Canada-U.S. Free Trade Agrecnent 

confidence without a sense of perma- Mexico's, go to the United States, to its advantage. He thought it impos

nence about the reforms. A clearly de- Canada's trade with Mexico has sible in Canada to sell NAFTA on its 

fined rclationship with the United amounted to less thari $3 billion annu- own merits. 

States would solidify and formalize this ally-a fraction of its yearly $200 bit- Winham cited a poll -hat suggested 

confidence. lion trade with the United States. most Canadians ,vould support an 

A recent poll, Rubio said, estimated Until this year Canadian-Mexican agreement that served as a sttpping 

that 84 percent of the Mexican popu- trade had, in fact, been declining, stone to a larger hemispheric trade ar

lation supported the NAFTA. Rubio Canada remained unconvinced of rangement. He f'lt Canadians could 

believed NAFTA's popularity has at the potential for icreased trade witb be convinced to see the longer-term 
Mexico and approached a NAFTA benefits of participating in a multiparty 
somewhat anxiously, Waverman agreement that would eventually lead 

'noted, because "increased competition to a broad regional arrangement. 

with Mexico in the U.S. market plus But Winham and Waverman agreed 

the upset of increased Mexican sales in that selling the NAFTA in Canada 

the Canadian market" might pose risks would not be easy, and the timing, 

- for Canada. In truth, Waverman Winham added, is "going really quite 

S ,. -added, the United States and Mexico badly for Canada." The country is un-

I were free to sign abilateral agreement, likely to implement the NAFTA until 
and the real question was whether the United States does, and that is not 

Canada would remain outside the likely to take place until early 1993. If 

NAFTA to protect its market from the NAFTA and the Canada-U.S. 

S.Mexican exports. He maintained that Free Trade Agreement renuin unpop-

Canada should take an intelligent but ular in Cinada, the Mulroney Gov

" defewive approach--agreeing to par- eminent, he speculated, may choose 

- - ! ticipate in a NAFTA with an eye on not tc. implement the NAFTA until 
• 


" the larger :.tin American market. after the next Canadian elections. 

Most at risk from the heightened 
competitiveness a NAFTA might gen- U.S. Perspective 

Wvermin: Coansdas limited trade with crate, Waverman felt, was Canada's In terms of popular support for the 
Mexico hass dampened Its support tarsa 
NAFTA. auto market. But he also speculated NAFTA. the United States is some

that Canada's energy sector, which has where in between Mexico and 

least as much to do with a continucd received little mention in Canada's Canada, noted I. M. Destler, a Visiting 

discussion of the NAFTA negotia- Fellow at the Institute.for Internationalcommitment to these reforms as with 
Economics and Professor at the Unithe specifics of the agreement. tions, might also face increased 

competition. In other areas, however, versitq of Maryland's School of Public 

Canadian Perspective such as forestry and food, Waverm, Affairs. The 1991 vote on the exten-

Gilbert Winham, Professor of Eco- indicated that there were few areas of sion of fast-track legislation was the 

nomics at Dalhousie University, con- direct competition, latest indication, he said, "that when 

fessed that he could "just weep" when Winham noted that any discussion the chips are down [the U.S.] 

he heard of 84 percent support for the of a NAFTA in Canada of necessity Congress will continue to support gen-

NAFTA. It isthe opposite in Canada. resurrected the issue of Canada's Free erally liberal trade initiatives. Executive 

There is scant natural enthusiasm Trade Agreement with the United officials, particularly the U.S. trade 

for the NAFTA in Canada, observed States. That agreement, the product representative, retain substantial leeway 

Leonard Waverman, Professor of Eco- of a Canadian initiative, is now op- and leadership capability within the 

nomnics and Director of the Center for posed by 70 percent of the population, United States if they are politically 
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adroit and if they remain sensitive envirinment were antagonistic rather sanctions? A free trade agreement be

to international and major industry than allied goals. tween the United States and Mexcco 

concerns." "It is with some trepidation that I combined with a Mexican coamit-

The length of the negotiations, return to the topic of the environ- men to enforce current environmen

however, has all but scuttled the orig- ment," Summers noted wryly. Raising tal obligations would very strongly be 

inal timetable for the NAFTA, which environmental concerns in the context in both countries' interests." 

will require implementing legislation of a free trade agreement is both ap- Lee underscored Summers' argu

in the United States. Barring extaraor- propriate and likely to be constructive, ments by noting that free trade in

dinary action, Destler said, this imple- he said, but "there is little doubt that creases h,.e efficiency with which re

legislation now will not be the environment in the United States sources are employed. "Does anyonementing 

introduced until the next legislative and Mexico will be better with t seriously doubt that more competition 

session in early 1993. The election in NAFTA than without one." in recent decades would have been 

the intervening months may inject ad- Environmentalists fear that incre, ed good for the environment in Eastern 

ditional uncertainties into the process. growth will bring increased air and Europe?" Wealthier is healthier, Lee 

It will certainly bring a sizable number water pollution, but overwhelming 

of new members to Congress, "hn- evidence contra'cts this link between 7 ., 

creasing," Desder observed, "at least growth and pollution, Summers said. 

at the margin, the uncertainty about "Economic growth pasc a minimum 

how Congress will respond." standad of living well below CLat of 

Mexico today is associated with i- 

'€"Evvironriental Concerns provements rader than reductions in 

While participants cautioned that the environmental performance. The i 

labor dislocations occasioned by a [World Bank's] World Development Re

both real, and in port found a clear level of improve-NAFTA would be 

certain regions and sectors, sigruficant, ment after S1,000 in per capita in.

mcs,. ..c-ssants believed the environ- come. Growth creates both the way . 

ment would be the most contentious and the will to improve the environ

issue. Peter Emerson, a Senior ment. A more prosperous Mexico will 

' ;.Economist with the Environmental be more able and more willing to en-

Defense Fund, noted that environ- force its environmental regulations." _mentalists tended to be both wary of. More econo,nic openness, he added, is 

,lthe secrecy that surrounded these ne- also associated with production closer 

gotianons and fearful of an agreement to state of the art technology, which Summers: the environment In the United 

that might reduce a national govern- tends to be cleaner. States and Mexico will be better with a 
NAFTA than withoutone.

ment's right to legislate in the envi- A more legitimate concern, Sum-

rornmenal area. More speczically, they mers felt, was effective regulation. "As 

world, as trade barri- concluded. "As countries become were concerned about the creation of we move to one 


come down, the pressure for some wealthier, they demand, and can afa pollution haven in the border free ers 


trade area, and they doubted that common regulatory environment be- ford, a healthier environment."
 

Mexico had the technological re- comes much stronger." He urged that
 

sources to implement the necessary common minim - standards be Sheih Meehan,
 

environmental standards. adopted and noted existing Mexican Aiisunt Editor. L%F Surwy 

Both Lawrence Summers, Vice standards are close to U.S. standar&. 

President, Development Economics, The issue, Summe.s argued, is en

and Chief Economist of the World forcing exl.r Ag laws. "What better Copies of North Amerim Free Trade: iumes 

Bank, and Dwight Lee, Professor of way to bind the enforcement of those *a Rtcomm,,datiou can bc obained for S35 
Economics at the University of Geor- laws," Le asked, "than to have them (cloth) and $25 (paper) from the Publica

tions Depamnent, Insttute for Internatonal
 
gii, argued that the environmentalists treated as an intem.tions )bligation Econonics. 11 Dupont Circle NW, Wash

were right to raise the issue but wrong with a clear commitment to a mjor ington, DC 20036-1207, U.S.A.
 

to assume that free trade and a better party that is in a position to impose 
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NAFTA and Jobs
 
By Ingrid A.Mohn
 

Office of Mexico
 
U.S. Department of Commerce
 

or over 50 years the United States has led the 

world in pursuit of the economic benefits that 
flow from freer trade. Each dollar earned by U.S. 

exporters has a powerful and beneficial impact on our 
citizens--especially in terms of job creation. The U.S. 
Department of Commerce estimates that each billion 
dollars of U.S. exports supports about 20,000 American 
jobs. The North American Free Trade Agreement 
establishes a history-making plari which will boost 
exports, and therefore help to make. the U.S. economy 
and U.S. workers a competitive powerhouse in the 21st 
century. 

IncreasingU.S. Exports. The NAFTA will place the 
United States in the middle of a continental market of 
over 360 million consumers, with a combined annual 
output in e:tcess of $6 trillion. Our NAFTA business 
partners--Canada and Mexico.--are our first and third 
largest export markets, respectively. An agreement 
which will improve trade conditions in these huge 
markets is vital to overall U.S. prosperity, competitive- 
ness, economic growth, and job creation. 

Generating U.S. Jobs. U.S. exports to Canada and 
Mexico reached a record $118 billion in 1991, 
supporting over 2.1 million U.S. jobs. 

According to the U.S. Trad: Representative (USTR), 

U.S. jobs supported by exports to Mexico more than 
doubled in the past five years, to well over 600,000. 
To put that into perspective, that's about the same as 
the total number of jobs in the entire U.S. textilc mill 
products industry. 

Mexico is also our largest manufactured goods 
market, which means further removal of trade barriers 
in Mexico and means U.S. jobs dependent on exports 
will continue to grow-jobs in the production of 
machine tools and auto parts, textile fabrics, and 
medical equipment. 

In fact, manufactures exports supported 85 percent 
of the total U.S. jobs related to exports to Mexico. 
About one-fifth of the manufacturing jobs supported by 
exports to Mexico are in high-technology industries. 

Canada, our largest export market and trading 
partner, purchased $84 billion in U.S. merchandise 
exports in 1991, supporting some 1.7 million U.S. jobs. 
The removal of barriers under the provisions of the 
U.S.-Canada Free Trade Agreement (CFTA) resulted in 
increased U.S. exports of goods and services, even 
during recessionary periods in both countries. By 
improving and expanding on the CFTA, NAFTA will 
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further facilitate U.S. exports to our largest customer. 
Higher Wages. Trade expansion under NAFTA not 

only means more jobs, but better paying jobs for 
American workers. A study of recent wage statistics 
reveals that export-related jobs pay 17 percent more 
than the average wage in the United States. 

The policy implications are clear: exports are good 
for the United States and good for U.S. workers. Better 
paying jobs are created when foreign markets are open 
to exports of U.S. goods and services. International 
trade initiatives such as the NAFTA generate growth in 
exports and an increase in wages for American 
workers. 
How Will the NAFTA Affect U.S. Jobs? 

The overwhelming majority of economic studies 
have found that NAFTA will have a positive impact 
on U.S. employment. Studies by government (U.S. 
International Trade Commission), the private sector 
(KPMG Peat Marwick), and "think tanks" (Institute 
for International Economics-HE, and the Brookings 
Institution), all conclude that a NAFTA will result in a 
net job increase in the United States, as well as Mexico 
and Canada. 

The HE, for example, found that with a NAFTA, 
one million workers in 1995 would owe their jobs to 
U.S. exports to Mexico. Some 175,000 of those would 
be net new jobs in higher paying sectors. 

Nevertheless, there has been much speculation and 
fear about the potential for plant ..elocations and 
worker displacement after a NAFTA. 

A key factor for the U.S. negotiators, therefore, was 
to ensure that nothing in the NAFTA would encourage 
U.S. plants to move, and that the transition to free 
trade would be sufficiently gradual that there would be 
no abrupt changes in employment as competitive 
market conditions change. The NAFTA features that 
have been negotiated ensure that the benefits of a 
NAFTA will far outweigh any costs, 

Job turnover is a normal feature of any economy. 
According to the Bureau of Labor Statisiics, a total of 
115 million workers were employed in the United 
States in 1991, and 31 million of these had been with 
their current employer for only on-- year or less. Most 
of these 31 million are believed to be voluntary job-
changers who took new jobs for better pay, worlng 
conditions, or location. 

This annual mobility of the U.S. workforce dwarfs 
the number of low wage jobs that could be displaced 
over the NAFTA transition period of 15 years (the IIE 
study cites 150,000). Moreover, some of this adjust-
ment will come through gradual changes in industries 
rather than abrupt job loss. 

18 Buuiness America, Octobr- 19. 1992 

Most U.S. sectors have Litle to fear from Mexican 
imports, as most already enter duty-free, or are subject 
to very low duties. The average U.S. tariff on dutiable 
imports from Mexico is only 4 percent. There is much 
more to be gained in exports for U.S. workers and 
producers by dismantling Mexico's tariff and non-tariff 
barriers, which are 2.5 times higher than ours. 

Rules of origin provide an incentive to use North 
American-made inputs. The rules of origin assure that 
the benefits of NAFTA accrue to the producers and 
workers of the three countries undertaking its obliga
tions, and that neither Mexico nor Canada is used by 
non-member countries as an export platform to the 
United States. 

The NAFTA does not encourage U.S. plants to 
move to Mexico. In fact it removes some Mexican 
requirements on U.S. plants that are already there to 
buy a certain percentage of Mexican components, or to 
export the majority of their products rather than selling 
them in the Mexican market. The NAFTA ensures that 
U.S. plants operating a subsidiary in Mexico enjoy a 
&level playing field" with Mexican companies and 
with other foreign companies located in our fastest 
growing market. 

Mexican wages reflect Mexican productivity. Output 
per worker in the United States is five to six times that 
of Mexico. Siuce 1980, output per person employed in 
U.S. manufacturing has grown 2.5 times faster than in 
Mexico. For this reason, the United States is running a 
trade surplus. 

Total production and marketing costs are key to 
plant location decisions, not wages alone. If wages 
were all that mattered in the manufacturing world, then 
the underdeveloped countries wculd be economic 
powerhouses. A productive and well-trained work 
force, developed infrastructure, a stable social and 
political environment, and easily accessible technology 
and capital are critical factors in the location decisions 
of companies. The United States provides all of these, 
wh;ch work to offset the advantage of low wages 
elsewhere. 

Skilled labor is much more plentiful in the United 
States. Mexican technical schools and their graduates 
are too few to meet the demand. Reflecting the laws of 
supply and demand, studies by the University of Texas 
at El Paso show that Mexican engineers, technicians, 
supervisors, and managers in Ciudad Juarez earn 
salaries similar to or in excess of those of tneir 
American counterparts in El Paso. The idea that there 
is a large pool of skilled labor ready to accept low 
wages and, in the process, take skilled jobs away from 
Americans, is a myth. 

Thus it is clear why virtually every single study of 



the potential impact of a NAFTA concludes that it is 
unrealistic to expect that a free trade agreement with 
Mexico will result in any sudden or dramatic 
movement of U.S. plknts and jobs to Mexico. 
Moreover, the safeguards which have been builz into 
NAFTA will assure an orderly ransition to continental 
free trade. 

What Effect Does Mexico's Maquiladora Industry 
Have on U.S. Employment? 

Concerns have been raised regarding the effkct of 
on U.S.maquiladoras (offshore production in Mexico) 

export statistics to
employment. Some argue that U.S. 

exaggeratedfigures-arerelated jobsMexico-and 
because they include some products which will 
ultimately be imported back into the Un;ted States. 

It is simply not true that the United States just buys 
back from Mexico what we sell to it. Since 1986, U.S. 
export growth has outstripped import growth every 
year; over the entire period through 1992, exports to 
Mexico grew more than twice as fast as imports from 
Mexico. If bilateral trade consisted mainly of trading 
the same goods across the border, the growth rate of 
imports would be the same or exceed that of exports. 

Ia terms of trade statistics, maquila trade represents 
a net import for the United States, since the raw 
materials and components we export to maquilas for 
processing are worth less than the finished product we 
import. Clearly, if maquiladora trade were not included 
in U.S. trade statistics, the U.S. trade surplus with 
Mexico would be even greater. 

While it is true that some exports to maquilas return 
inputs nonetheless support

to the United States, these 
U.S. jobs, just as any other U.S. output shipped
directly to local U.S. markets or other countries. 

Rhat Adjustment Measures Does NAFTA Provide? 

Th-e President's Action Plan, released in May 1991, 
commits to a number of steps to minimize problems 
associated with changing economic conditions. Sone 
of these steps '-,e been taken in parallel processes to 
the negotiations. Others were more appropriately 
addressed directly in the NAFTA: 

A long transition period for import sensitive 
sectors, during which tariffs and other barriers will be 
phased out in small increments, ensures orderly 
adjustment. Specifically U.S. negotiators obtained a 
special 15-year transition period for certain highly 
import-sensitive industries such as glassware and 
footwear, which extended beyond the ten-year time 
frame set for elimination of all remaining tariffs, 

A safeguard mechanism allows us to respond 
effectively and quickly if there are injurious increases 
in imports as a result of tariff reductions agreed to in 
the NAFTA. This means that if an industry has serious 
trouble competing, even with the incremental phase-out 

of tariffs, then duties may be reimposed ("snapped 
back") temporarily to provide an interval for the 
industry to make changes necessary to adjust. 

Exclusion of labor mobility from NAFTA pre
cludes any free movement of labor across the borders. 
Because the NAFTA is a free trade agreement, and not 
a blueprint for a common market, it does not require 
any changes in U.S. immigration law. However, like 
the U.S.-Canada FTA, the NAFTA does contain 
provisions to facilitate temporary business travel 
allowing professionals to deliver cross-border services.This reduces the need for companies to move or set up 

of the United States to service theoperations outside 
Mexican or Canadian markets. 

How Can U.S. Industries Compete Against Mexican 
Goods? 

It is generally not known that many U.S. industries 
considered to be highly sensitive to global competition 
are actually performing very well in the Mexican 
market. Their exports to Mexico are actually generating 
jobs. 

Textiles and apparel, autos, and steel are frequently
cited as being particularly vulnerable to Mexican 
competition. The following provides surprising infor
mation about the performance of these industries in 
today's highly protected Mexican market. 

Textiles and Apparel. While many sectors in U.S. 
manufacturing and agriculture derive significant 
employment from merchandise exports to Mexico, they 
are led by jobs in the apparel and textile industries:

A 

were supported by U.S. exports to Mexico in 1990. 
0 Jobs in these industries supported by exports to 

Mexico have multiplied eight-fold since 1983--from 

5,000 to 40,000. 
S Textile exports to Mexico have grown 230 percent 

over the past four years, exceeding $1 billion in 1991, 
and making Mexico our second largest textile market. 

The NAFTA will phase out Mexico's high tariffs on 
textiles and apparel, which will improve export 
conditions for this U.S. industry even further. 

Automotive Industry. Automotive trade is the largest 
component of U.S.-Mexico bilateral trade: 

0 Some 16,000 U.S. jobs were supported by exports 
of motor vehicle equipment and parts to Mexico in 
1990-up from 3,000 in 1983. 

0 In 1991 automotive exports to Mexico were $5.7 
billion, and imports $7.6 billion. 

0 Although industry imports from Mexico are higher 
than exports, exports are growing more rapidly-
averaging 26 percent annually versus 18 percent for 
imports, in 1986-91. 

* Mexican market liberalizaion in the auto parts
 
sector has more than tripled U.S. parts exports-from
 
$1.8 billion in 1986 to $5.4 billion in 1991.
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NAFTA continued 

0 For the first time since 1986, U.S. auto parts million in exports to Mexico in 1991. 
manufacturers had a trade surplus with Mexico in 0 Mexico is Pennsylvania's third largest export 
1991. Exports surged from a $1.1 billion deficit in market. 
1986 to a $5.3 million surplus in 1991. North Carolina, a large textile producer, is a very 

* Automotive industry exports grew over the past successful international trader: 
several years despite Mexican trade barriers, such as *Exports from North Carolina to Mexico support 
high tariffs, strict limitations on auto imports, and local about 6,500 jobs (1987-91). 
content requirements. The NAFTA removes these S North Carolina's top three 1991 exports to Mexico 
limits. are industrial machinery and computers at $78 million, 

Mexico is projected to be the fastest growing market chemicals at $53 million, and textile mill products at 
in the Western Hemisphere for automotive goods. $38 million. 
Ending protection under the NAFTA of Mexico's • North Carolina exports to Mexico grew 249 
automotive industry, and especially opening up the percent from 1987-91-much higher than its exports to 
essentially one-way trade on vehicles, will create even the rest of the world, which grew 68 percent. 
greater export opportunities and jobs for U.S. firms. 0 The state is thirteenth in the nation by vake of 

Steel. The Mexican market is becoming more exports to Mexico-$331 million in 1991. 
important to the U.S. steel industry: * Mexico's rank as a North Carolina export market 

a Some 7,000 U.S. jobs were supported in 1990 by moved from 15th to 7th over the past four years. 
exports to Mexico of primary iron and steel-more Michigan, dominated by the automotive industry, 
than double the number of jobs in 1983. also is doing extremely well: 
• Mexico was the second largest market for U.S. * Approximately 32,000 jobs in Michigan are 

steel exports in the first half of 1992--Canada was the supported by exports to Mexico (1987-91). 
largest. • Transportation equipment led Michigan's top 

a U.S. steel exports to Mexico more than doubled exports to Mexico at $818 million. 
over the past two years, reaching almost $800 million • Michigan ranks third in the nation in the value of 
in 1991, while imports grew less than 5 percent, to its exports to Mexico. 
about $235 million. * Michigan exports to Mexico grew 51 percent
• High export growth took place in the face of a nearly double the growth rate of its exports to the rest 

relatively high Mexican tariff of 8.2 percent versus a of the world. 
4.7 percent U.S. tariff (trade-weighted averages). 0 Mexico is Michigan's second largest export 

With tariff reductions and improvements in govern- market-after Canada. 
ment procurement opportunities, the U.S. steel industry Most States Have Greatly Increased Exports to 
should increase exports even more under the NA"TA. Mexico. Virtually every state benefited from the rapid

growth in U.S. exports to Mexico from 1987 to 1991, 
Are Certain States With Import-S nsitive Industriesat even with high Mexican tariffs. Every region of the 
ParticularRisk? country posted large increases in exports to Mexico 

There is concern in some states, especially those over the same period. Thirty-one states doubled their 
dependent on "import-sensitive" industries, that more exports, while 15 states tripled exports in those four 
competition with Mexico will hurt their economies. In years. in trade with Mexico is not solelyGrowtha our 
fact, 47 states have shown dramatic increases in their concentrated alon the border. The industrial midwest 
exports to Mexico over the 1987-91 period. Thesuspatesg.ifotrade states increased along 9 perentr thestreae exports almost 90 percent over the past 
successes of some of these states may be surprising. four years. In fact, the top ten states registering the 

Pennsylvania,a traditional steel-producing state, has greatest percentage growth in shipments to the Mexican 
an impressive record: market over the past four years were non-border states. 

0 About 14.000 jobs in Pennsylvania are supportm.u Further export growth boosted by NAFTA market
by exports to Mexico (1987-91).b he leadingpPennt to Mexico i openings will mean dollars and jobs for Pennsylvania,p The leading Pennsylvania export to Mexico isprimary metals-S154 million in 1991. North Carolina, Michigan, and all the rest of theUnited States of America. 

* Pennsylvania exports to Mexico grew 283 percent
 
1987-91-much higher than exports to the rest of the
world at 7 percnt.hat about Labor Issues Apart from Job Creationworld, at 78 percent. 

* The state ranked seventh in the nation in total and Market Access? 
dollar value of exports to Mexico, with almost $700 The NAFTA has created an historic opportunity for 
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the governments of the United States and Mexico to 
build on their shared commitment to promote and 
improve the interests of working men and women in 
their countries. One of the President's Action Plan 
corrnitments was to sign a bilateral Memorandum of 
Understanding (MOU) betweei, the U.S. and Mexican 

wasDepartments of Labor on worker issues. The oth'er 
to ensure an effective, adequately funded adjustment 
program in case workers lose their jobs as a result of 
the NAFTA. 

U.S.-Mexico Labor Memorandum of Understand-
ing. The MOU was signed on May 3, 1991, calling for 
closer cooperation and joint action on a wide range of 

significant labor issues, including occupational safety 
and health, child labor, and labor statistics. 

In addition, Mexican and U.S. officials have 
addressed additional concerns involving improvements 
in labor law and worker rights, as well as the problem 
of the so-called "informal sector." 

A principal initial activity has been the development 
of comparative studies in safety and health, child labor, 
and labor law and worker rights as a necessary 
prerequisite to the identification of priorities for 
attention and improvement. Concrete activities are 
already under way in important areas such as safety 
and health. 

Building on th-s effort, on Sept. 14, 1992, the United 
States and Mexico signed a bilateral agreement 
establishing a Consultative Commission on Labor 
Matters under the auspices of the 1991 MOU and the 
U.S.-Mexico Binational Commission. The Commission, 
cochaired by the U.S. and Mexican Secretaries of 
Labor, serves two purposes: to provide a forum for 
consultation on labor issues of interest or concern, and 
to manage and oversee new and ongoing cooperative 

will meet at leastlabor activities. The Commission 
once a year, but more frequent or emergency meetings 
may be held, as necessary. 

In addition to the Consultative Commission, the 
United States and Mexican Secretaries of Labor agreed 
to two new fronts of bilateral cooperation focused on 
i proving industrial hygiene and workplace safety. 

Worker Adjustment Assistance. Although virtually 
all economic studies indicate that NAFTA will result in 
a net job gain, the President has nonetheless committed 
to funding a program for possible dislocations from 
low skill to high pay jobs resulting from trade 
liberalization under the NAFTA. 

On Aug. 24, 1992, a new comprehensive worker 
adjustment program called Advanced Skills Through 
Education and Training (ASETS) was proposed. This 
proposal calls for funding at three times the level of 
current worker adjustment programs, which the new 
program would replace. 

The President's ASETS proposal provides a general 
framework which will be expanded pending further 
discussions with Congress and others. A final proposal 

will be submitted in time to be considered concurrently 
with the NAFTA implementing legislation. 

ASETS is designed to bring all programs under one 
umbrella and streamline job training services in every 
community. Its key elements include: 

0 Universal coverage, including workers whose jobs 
may be At risk, as well as those who have lost their 
jobs, which will help to avoid lay-offs and to ensure 
effective transition; 

* Rapid response services and access to a wide 
range of support services and labor market information, 
which will ensure that intervention starts early, when it 
is most effective; 

• 	Skill grants for retraining, which means that 
will be able to choose the most appropriateworkers 

training programis and providers; and 
* Income support payments, which will provide 

workers in training who have exhausted their unem
ployment insurance benefits with the financial assist
ance necessary to complete training. ASETS would be 
funded at $10 billion over the next five years, with $2 
billion appropriated annually. 

* Two-thirds of the total annual funding ($1.3 
billion) vould be allocated to the states, mo,.- than 
tripling resources available through current programs. 

a One-third of the total annual funding ($670 
million) would be retained by the Secretary of Labor 
for discretionary allocation for uses of national priority. 

+ At 	 least $335 million and as much as $670 
million per year would be available specifically for 
NAFTA-related dislocations. 

Conclusion 

Economic integration in North America has led to 
cooperation across the full range of labor issues. The 
future picture for the American worker under the 
NAFTA is one of increased competitiveness, more U.S. 
exports, and therefore more, and better-paying, jobs. 
The United States will continue to further open foreign 
markets in order to expand U.S. exports and keep 
Americans at work ird prosperous. 

U.S. Average Hourly Wages In 1990*-b 
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Selling the Free-Trade Agreement

By RUDI DORNBUSCH 

A SANDRA MASUR 
Selling free trade is always

tough In bad ecoontic times itis 
even tougher. That it should be donewith t low-wage trhd edes. 
ief. That's the situation the UnitedStlet faceswith tho th Amen. 

Stles face.witthe oreth A 

Unemployment in US
anufac-

tu"long has sU.creaseday na 

u ring even before he r it ed States to Mexico. That meanscealwages have declined for a dec- Jobs stay home Remember that in 

ode, and tLe notion that trade is Europe. Spain has not driven Ger-
s about as appealing t many into unemployment, nor willgood for youiaout a eaig to Mexico ruin Canada And the Unitedthe American people as eting rt. States. Mexico will not steal jobs, 

ae sprouts. Snould the United SMM.~then, reject the free-trade agree
ment? Absolutely not. The case for 
it is too strongThe trade pact U.S. liv.

Tgstandards four ways:
L Firms obtai access ato wider 

market. Meico is stll highly pro-
tected, lready clear
butitisthemited opening of fromthe past few 

tears thatthe demand for 

ser thsthe dand forU.S. goods
revdyestrong Today, Mexico isl-
et tradg partner and may trg-

year surpass Japan as the iecond 
largest export market for U.S. man-
ufactured goods. Beyond trade in 
merchandise, opening trade in serv-
ices is a milestone achievement.Couple thatwith access toCanad,
America's largest
trading partad, 
ad theains are very real.I 

SCompanies competing ii worldtrodemaniracop roi tin
oltrade can rationalixeproduction
throughout North America without 
regard to barriers. Production canbe placed where it makes the mor, 

sens
t~l 


A large North American mar-
ket without internal trade barriers 
will attract foreign producers. North 
America' import dependence Is
bound to :"ae down, and that will 
boot jobs and wages. 

Consumers obtain access tolower-priced goods and have a wider 
range ofchoice Everybody con
bf 
turner. so everybody beefi. 


None o thisomes free.
There 


are adjustments to be made, ape-
cially in industries like garments,
glass and in some farm sectors. 

There are fears that automobiles, 
too, might wander off to Mexico, butthosefears are unfounded. Without 
the fre-trade agreement, Mexican
Import restraints would continue to
hold off an avalanche of U.S. can; 
with the agreement, U.S. autom~k-
es can export freely from the Unit-

good or bad. The United States Ia 
already wide open to Mexican prod-
ucL.nothing prevents U.S. compsWprov,, now.nies from moving there 

Buttressing these economic argu-
ments is Mexico's commitmeut to
modernization, privatization and re-
form. More has happened in the pasttwo years under the pressure of the 
free-trade talks than in the preced-
ing 100.With a 2,000-mile shared
border, the Uited States has a n-
ltonal
interest in Mexico's prosperi-

ty. The trade agreement locks inthe 

I 
-


- -though 

Itrading 

sense (wage differentials are onlyangecuhtiteeltonrs.one of many factors to conaler) tocreate greater efficiencies.
efficeiceate oreat mr

(wge l/frentab 


refirrms, keeps Mexico growing ani 
puts it on a path to democracy.

A good free-trade agreement 
must meet live standards. With only 
a few exceptions, the North Ameri-can treaty hitsal tthemarks,First, the agreement must ulti-
mately lead to unrestricted trade
for all goods, K:"vices and invest-
ment. Anything short of that en-
dorses unwarranted protectionism,
The trade pact s-bstanually accom-plishes this. Unfortunately, it falls 
short in two areas: Mexico's historic 
concern with ii od and Canada'spreservation of the cultural eAemp-ion. But these are the only two cx-

ceptioas, and the United States 'will 
keep purring for further liberaliza-
lion andto ensure these exceptions
do not apply to future agreements.

Second. adequate transition ar-
rangements to freer trade are essen-
tial. Again, the agreement U on lar-
get. It provides generous transitionperiods, in some cases as long pact is a winner, it is the "greenest"a 15 trade agreement ever negotiated. 
years for sensitive sectors. 

Third, a program of worker re-
training and ad,.istment assistance 
Is essential. In a soft labor market, 

adequate programs to assist ad-

I -The 

re Itake . 

-econonu 

... 


"Pee,I I Just need enough fo som Gray Pou 
to go with my govemnt surplus 
t o.Co.
 

• 


versely affected workers is a fair 
and necessary counterpart to the 
benefits accruing to the winners. 
President Bush has come forward 
with a plan. The issue is funding and
that's where the fight willbe, notwhether the United States should 
have such programs.

Fourth, the agreement must be 
open to that Latin American conn
tries like Brazil and Chile can join in 
the not-too-distant future. Theagreement has an acession clause 
to make this possible Europe is cre
sling a broad economic zone, andthe North American economilesshould not close their eyes to great. 

er regional trade. In fact, that is the 
most plausible strategy to make 
headway in the world trade talks. 

Fifth. all three countries must
recognize that social dumping and
environmental degradation are
shortsighted. Again, the free-trade 

Environmentalists, instead of carp
ing,
should declare a major victory.

Tey have forced major changes in
 
Mlexico and ensured that never
 

again will the environment be ab
sent from the trade debate.
 

North American free-trade
 
agreement will have a rough time. 
Unions are dead set against ILRep.Richard Gephardt wants to renegotia.ate, which is another way of saying
"killit.' The key isBill Clinton. Al

an interntLionalist and, in
 
principle, supportive of an open
system, he has not yet en
dorsed the agreement. 

The Bush dmlnistrtion's ms
was to let negottatiorsj drag on 

adfire.willgetEvencaughtso, in the election cros-wehave a year from nowa North American free

trade agreement. The case is too 
compelling. Bill Clinton won't 
deep-six itand Congress won't take
 

responsibility for voting it down.
daRudi Dornbuscb iss p.,olessorof
 

cs atthe Massachusett In
sti'tesiiufe Theolog adra s.Maofof Technology. Sandra 
sir is director of infernalional 
trade policy with Eastman Kodak 
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The US-Asian Pillar:
 
A New Initiative
 

by Robert Z. Lawrence 

The United State, in its coentmaion on the North Amenrcan FreeTradtAgmment 

(NAFTA) and Western HemisphM gmuth has ignoredAsia. The authorpposes a new 

iniatzveofn tingappmad to crredthispohy errrThe aim uould be doser t'ad

ing tinks tuen aJapanxnkendAsia and the United Statts in aform of d&perg6al 

eemnocm'lemhon.

The successful conclusion of the NAFTA negotiations and the problems in 

achieving a GATT agreement have reinforced the view that the world economy 

is in the process of disintegrating into three separate regional blocks: Europe, 

-the Western Hemisphere and Asia-centered on Japan. The problem with this 

scenario, however, is that it would not serve the intcrests of the major global players

particularly the United States. An alternative di-
rection would Ix toward two, partly overlap-
ping arrangements; one centered on Europe 
and another on the United States that could 
sustain postwar progress toward increasing 
global integration. 

The United States is,after all, a global tder, 
and the Western Hemisphere accounts for only 
one-third of its trade. Why would the United 
States follow a policy in which it gained access to 
Latin America while leaving Asia--die world's 
most dynamic n.gion--toJapan? 

The Bush Administration, preoccupied with 
the GATT and the NAFTA, increased the danger 
of this outcome by not giving Asia the attention it 
deserves. Its polities toward Asia have been in-
consistent and hypocritical. On the one hand the 
United States negotiated the NAFTA and an-
nounced the regionally exclusive Enterprise for 
the America's Initiative. On the other, it opposed 

the proposals of President Maiiatir of Malaysia for 
an Asian arrangement which would exclude the 
United States. The United States managed tern
porarily to keep Asian nations at bay by tepidly 
participating in the consultative Asian Pacific 
Economic Cooperation (APEC) group, but it is 
unlikely that APEC, in its current form, will satisfy 
either the United States or its Asian partners. 

US policy is now at a crossroads. There is a 
growing recognition that as economies become 
increasing interdepenc!ent, it is necessary to 
move beyond simply removing border barriers, 
towards a deeper form ofintegration wbich deals 
with policies and practices which were once con
sidered to be matters ofpurely domestic concern. 
The issues in the Uruguay Round (particularly 
about intellectual property fights and agricultural 
subsidies), EC92, the Structural Impediments In
itiative (SII) between the United States and Ja
pan, all reflect this growing awareness. 
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But how should deeper in- - American nations-willing 

tegration be achieved? One 
approach for the United 
States would be to forego ad-ditional free trade agree-

" 

40 

" countries (or groups of coun
ties) should be invited to con
dude preparatory framework 
agreements which would lay 

ments and return to the 
traditional approach of rely-
ing exclusively on multilat-era] initiatives at the GATT. 

' 

'7 
A 
-

out the goals and procedures 
for such arrangements. 

Thinking about th;s approach leads to a keyv quer-

But the GATT's membership 
is too diverse and its govern-
ance system too weak to pro-vide a credible setting for 

.. .. 9initation 

t!.,"",...., 

tion-would such 
be extended to ja

pan, There is considerableevidence that despite its lows 

agreements which aim at - . 

deep integration. ' 

A second approach is torely- exlsvlo iaea 

rely exclusively on bilateral 
and plurilateral initiatives. ..I 
While this might achieve pro-
gress on a decentralized ba- \ 

/ 

sic, it would lack the glue " 

required to keep the system 
together by ensuring that 
such arrangements did not 
exclude outsiders. The most . .--

sensible strategy, therefore, is 
to use multilateral and plurilateral approaches in 

a complementary fashion. Willing parti.ipants 
would proceed with integration ir-tiaive which 

moved beyond the GATT but at the sar ie time 

the GAT1's ability to police sub-global arrange-
ments would be strengthened. The goal would be 

to increase the likelihood that these arrange-
ments could eventually serve as the building 
blocks of a more integrated global economy. 

As part of this third approach (as the Admini-
stration belatedly recognized in its recent cam-
paign ,peeches) the United States should move 
beyond the geographical confines of the NAFrA. 
The United States should now invite all willing 
partners, regardless of their geo,raphic location, 
to enter into arrangements which would inte-
grate the markets for goods, services and invest-
ment. The aim would be to establish an open 
network of nations with arrangements which 

move beyond the GAT'. Just as happened with 
Mexico-and is now taking place with Latin 

tariffs and official policies of 
free trade and investment, for
eign entry intoJapan remainsextremely diffiCUIl lndeed,Ja

byt s l 
' pan is distinguished b'its low 

share of manufactured im-
L ports, low degree of intra-in

dustr) trade, low share of sales 
by foreign firms and the high 
level of markups on foreign 
products which serve as the 
functional equivalent of high 
tariffs. The problems experi

enced by foreign firms and products relate to the 

iniibk barrierspresented by private sector prac
tces such as keinru, and public policies such as 

the ,.,eak enforcement of anti-trust policies. That 

is why an agreement with Japan which dealt only 
with the formal border barriers and aimed at 

achieving nondiscrimination and national treat

ment would not be attractive to Americans. It 
would not be acceptable to deal only with the for

mal use of trade barriers while neglecting the in

formal barriers. 
To participate in such negotiations, Japan 

would have to agree to deal with anti-trust poli
cies, intellectual property rights, high-technology 
policies, product standards and certification, cor
porate governance and stockholder rights. More
over, before negotiating the details of specific 
policies, it would be useful to discuss the ultimate 
objectives of such an agreement. One of the 

problems of the S11 talks-the Super Impatient 
Initiative-is that itjumped right into the details 
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of the policy without laying out a big-screen vi-
sion. By contrast, the EC92 program began with 
agreement on the goals of a single open market 
and then laid out tho steps necessary to achieve it. 
A key component of the initial framework agree-
ment would be commitments from the United 
States and Japan to work toward genuinely oper. 
markets. 

In this context, a critical distinction is made 
between practices that are different and those 
that are exclusionary. It is not necessary to stamp 
out all differences betweenJapan and the United 
States. Nations can have different institutions and 
arrangements and still achieve openness. Indeed 
differences can be a major source of trade gains. 
The major problems result from differences 
which severel inhibit foreign access. This is clear 
from the current discussion ovei EC subsidiarity 
which is attempting to resolve such fundamental 
questions as: what can be dealt with at the na-
tional level, what can be dealt with by mecha-
nisms such as mutual recognition of national 
approaches which allow regulatory competition, 
and what requires harmonization, common 
standards or hiternational regulation. 

Even as it negotiated with Japan, the United 
States would condnue to play a GAIT leadership 
role and to simultaneously explore deeper inte-
gration with other nations in Asia and elsewhere. 
The preliminary discussions might be carried out 

Why
l h y 

w ldheUniea t 
leave Asia, 

the world's most dynamic region, 
to Japan? 

separately--but ideally, several nations would si-
multaneousy negotiate the core of this arrange-
ment. Moreover, there would be an 
understanding that access4'in would subsequently 
be extended to others on a conditional basis. As 
more nationsjoined, others would feel increasing 
press ire to follow. Thus the formation of a US-

November/December 1992 

centered network which included the most im
portant Asian countries, could provide an impor
tant stimulus for progress in US-Japan relations. 

There are some who argue that regional or 
other sub-global arrangements are bound to be
come protectionist and exclusive. After all, why 

The aim
 
would be to establish
 

an open network
 
of nations
 

with arrangements that move
 
beyond GATT.
 

should those inside the arrangement wish to see 
their preferences eroded? This overlooks the fact 
that those on the periphery of the agreement are 
drawn towards joining and those on the inside, 
with whom they have important relationships, in
evitably seek their inclusion. It is also true that as 
integration deepens, those outside feel pressure 
to conform. For example, when there are 
twelve standards in Europe, tlhose outside feel 
free to be different. But when there is just one 
standard, the pressures to conform (and par
ticipate in making the standard) grow. As the 
European experience has shown, deepening
thus leads to broadening. 

The European arrangement which began 
with six countries and today has twelve will soon 
be expanding to include most EFrA countries. In 
addition, others from Eastern Europe and be
yond are clamoring to join. Likewise, now that 
the NAFTA is concluded, the US-centered ar
rangement finds increasing numbers of appli
cants waiting in line. Indeed, if the response to 
this new proposed initiative was strong enough, 
with many countries indicating serious interest, 
the negotiations could serve as the core of a con
ditional arrangement for global integration 
which could become part of the GAT'E [] 

Dr. Lawrence is Albert L. Williams professor of interna. 
tionaltradeand investment of HarvardUniversity. 
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CLD TON e Go• ON TRADE 

To win in globalmarkers,America needs an economic growthplan thatprovides every person 
andeveryfirm w!rh the means to be more producive. We need a tradepolicy thatputspeople 
first by investing in ourselves. 3ill Clinton andAl Gore'sNationalEconomic Srar7gyinvests in 
the ongoing educationof the American people, in the productive equipment that gives our 
workers the tools to compete, and in the economic infrastruciurethat binds our markets ardour 
businesses together. It also recogni:esthat America needs companies that invest in thefuture, 
profitfrom change, andtreattheir workers asfiullpartners. 

When ourworkers andfirms do theirpart to be competitive, we must have an Adninisrrationthat 
does its partto ensure thatwe have open marketsfor theirgoods and services. We need a new 
tradeandcomperitivcnes. program. A ClintoniGoreAdninistranonwill standup for American 
workers by standingup to counres that don 't play by the rules offree andfair trade. Given a 
chance. Americanfarmers,workers and businessescan out-compere anybodv. 

THE Cr,oN/GoRE P"-4 

Promote world growth 
To promote world growth policies in the post-Cold War era, we must be ecc-

We must organize to nomicavy strong at home. President Bush's weak economic record has derme. 
compete and win in the him of the authority he needs to insist that Japan adopt expansionary policies:: 
global economy. We reduce its SIOO billion trade surplus, and to ensure that Germanys high intere.: 
need naoaal sateg,o rates do not cripple growth throughout Europe. A Clinton/Gore Adminstra:=c
that wiil reward work.
 
expand opportunity and will hoid all advanced countries accounmble for doing their part to promote
 
put people asr: wth worid trade, end unfair trade practices and open markets.
 
mare public and private
 
investment; the world's Support a strong "Super 30!"
 
be.t educatend com- This is the provision of U.S. trade law that has heiped pry open forein 
 , 1ct. 

PwuVCe ae morn Our competitors must know that we won't s'and for unfair trade practices t .: 

health care, energy and prevent our farmers, workers and Lusinesses from seling products abroad ac 
trade. creating jobs at home. We. have had plenty of empty promises on trade; what we 

need iow are results. 

North American Free Trade Agreement 
Bill Cinton will support a free ti ade treaty with Mexico, but only if it has ad
equate protection for workers, health and the environment on both sides of the 
border. A Clinton/Gore Administration will support a free trade policy that :u:; 
people first. We must have strong transition strateges that ensure that workers 
bene6t from a more open world trading system. 

Paid for by the Clinton/Gore 9,2 Committee 



General Agreements on Tariffs and Trade (GATT) 
.-me.rica nes leadership to break the logam and get the Uruguay Round inished. President 
Bush's ill-fated trip to Japan and his poor performance at the G-7 summit demonstrate that our 
trade policies surfer from alack of Presidential leadership. Bill Clinton and Al Gore will ensure 
that the Uruzuay Round ovens markets for agriculture, services and in particular manufac-uring; 
protects our inte-e-c-.al prope.r, and takes a tough stand again u."iir trade practices. The 
United States needs to continue to promote free trade tha aims to raise - not lower - standards 
for health, safev, and the environment. N-o trade agreement should preclude the United States 
fi'om enforcing non-discrIminatory laws and regulations affecting health, worker safety and the 
environment. Bill Clinton and Al Gore will not allow the Uruguay round to altcr U.S. laws and 
regulations throuh the back door. 

Economic Security Council 
A Clinton/Gore Administration will create an Economic Security Council, similar to the National 
Security Council. to coordinate American international economic policy. 

.MFN with China 
The Bush Administrition "rred by eaending Most Favored Nation trade status to the PeopLe's.... 
Republic of China before it achieved documented progress on human rights. We should not 
reward ChLia with improved trade status when it has continued to tradc goods made by prison 
labor and has failed to make sufcient progress on human rights since the Tiannamen Square 
massacre. 

Reform the Ofice of the U.S. Trade Representative 

Bill Clinton ,viil issue an executive order banning trade negotiators from cashing in on their 
positions by serving as representatives of foreign corporations or gover-nments. He will rededi
cate the Offce of the Trade Representative to serving the country - not sealing out for lucrative 
lobbving paychecks from foreign comoetitors. 

Cre.ate a civilian DAR.PA 

Bill Clinton and -.' Gore will create a civilian advanced technology agency mcdeled on the 
Defense Advanced Research Projects Agency (DARPA). America can no longer afford to ;et the 
Nobei Prizes while our competitors get the profits. A civilian technology agency will brin 
businesses and universities together to develop curting-edge products and technoloies, to move 
our ideas into the marketplace where they can create jobs for our people. The new agency will 
increase America's commerc:ia R&D spending, and focus its efforts in crucial new technologies 
such as biotechnology, robotics, high speed computin., and en irornmental technology. 

http:inte-e-c-.al


Incentives for manufacturing innovation 
*Provide a tareted investment tax credit to encourage investment in the new plants and produc-veequipment 	that we need here at home to compete in the 7iobal economy.

-
Make permanent the research and development tax credit to reward companies that invest in 'our

breaking technologies.
*He!p sma l businesses and entrepreneurs by offering a 50 percent tax ex !usion to those who take risks
by making long-term investmen.s in new businesses: 

Standing up for America's workers
* Require every employer to.spend 1.5 percent of payroll for continued education and training, and make
them provide the raining to al workers, not just executives. 
- Bring business, labor, and education leaders together to develop a nazional apprenticeship proga"n that
offers non-college bound students training in valuable skills. 
*Provide all Americans with affordable, quality health care.
*Limit deductions for ouL-azeOus .. --- yi. Companies will be allowed to deduct bonuses tied toprofits for top executives only if odher employees also receive bonuses. - Restore the link between pay and performance by encouraging companies to provide for employee

ownership and proit sharing for all employees, not just executives.

*End tax breaks for Akmeric'n comparues that shut down their pl'nts here arrd ship-American jobs
 
overseas.
 

THE RCORD 

*From 1979 to 1991, there was a 142 percent increase in thc number of Arkansas companies expor-.2produc:s. Nearly 75 percent of those ccmpanies had less than 200 emp'ovees.
•Bill Clinton made numerous trade missions to Europe and Asia to negotiate expanded markets for
 
Arkansas products.
 

* Senator Gore has insisted that other governments dismantle barriers which unfairiv block access to thei
markets. 
*Gore does not believe the lone-term solution to our countr'vs competitiveness problem is a blanketpolicy of protectionism. Senator Gore has fouzht to invest in the research and development of newtechnoiozes, to rebuild our cnumblinp. in'astructure, to bener educate our children, and to retrain our 
workers. 
•Senator Gore introduced and steered into law the EIz.h Performanc Computing Act of 1990, to :-e.tea national high-speed computer network linking schools, research centers, and universities to the nation smost powerful computers, and making those computers accessible to people who otherwise would not 5eable to take cdvantage of their power and speed. It was the result of more than a dozen years or work ""
 
Gore.
 
- Gore joined a number of his Senate colea 
ues in June 1991 to introducc a comprehensive package ofle.istation to streng:hen our manufacturing base. They will help us establish a federal manufacturinZ
policy to develop and commercialize critical technoloDes and sharpen our abiliry to turn inventions into 
a.ffordable, usable products.
* Gore supported the fast-track process for the ne2otiation of a U.S. ."Mexico Free Trade Agreement. butnnal approval of NA.FTA is dependent on its protection of.American workers and support of eaforcea i. 
environmental standards. 
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Warning Bells on NAFTA
 
Sound for Clinton
 

President-electsupported tradeagreementin campaign, 
but labor,environmentalgroups want renegotiation 

f the North American Free 
Trd Are et"t's 

.E.(NAFTA) goes through 
Congress next year, newly 
elected Democrat Sherrod 
Brown wonders which of the 
six auto plants in and around 
his Ohio congressional district 7 

will be the first to close its 
doors :wd put hundreds of de- _on 

cently paid workers on the 
street. "The disaster, the catas-
trophe, brought on by NAFTA 
in this part of the country will 
be huge," Brown predicts.-':.: 

Elected from a district 
heavily dependent on the 

auto and steel industries, 

Brown can find little solace in 

President-elect Bill Clinton's 

promise to create a govern-

ment program for retraining 

workers whose jobs evaporate-
when the agreement to elimi-
nate trade and investment 
barriers between the United 
States and Mexico becomes a reality, 

"We're training 55-year-old work-
ers making $15 an hour for $7-an-hour 
jobs," he says. "That's not an answer." 

NAFTA could be the most explosive 
economic issue Clinton will tackle in his 
first months in the White House. And as 
Brown's comments suggest, Clinton's 
toughest task may be answering the 
doubts among fellow Democrats, many 
of whom ran for election or re-election 
to Congress calling for drastic changes 
in the controversial trade agreement 
which, to their chagrin, Clinton en-
dorsed in the last month of the presi-
dential campaign. 

Clinton's embrace of NAFTA was 
accompanied by a promise to go much 
further than President Bush in pro-
tecting U.S. jobs, worker rights, and 
the environment in side agreements. 
But on the central issue of whether 
the pact should be renegotiated, Clin-

By David S. Cloud 
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ton came down firmly opposed. 
It may have been a smart move 

politically, but it transformed what 
was shaping up as a major headache 
for Bush's second term into a migraine 
for Clinton once he takes office. How 
Clinton handles NAFTA will be an 
important test of isability to shift 
from campaigning to governing, 

Someone Will Be Unhappy 
If he accedes to congressional 

Democrats and those in organized la-
bor who want to scrap the agreement, 
he will be breaking a campaign pledge. 
More important, he will risk damaging 
relations with Mexico. 

Although Mexican President Car-
log Salinas de Gortari says he is 
willing to listen to Clinton's concerns 
about jobs and the environment, he is 
oppooed to reopening negotiations and 
would want concessions in return for 
doing so. It will also require some ex-
plaining to Canads, which is the third 

party to the agreement. 
easy to forget that it 

takes three to tango. He can't 
go back and unilaterally re
open the agreement," says 
Wilar Workman, interna

:'-x tional vice president for the 
U.S. Chamber of Commerce. 
"Otherwise the whole thing 
comes unraveled." 

.. But if Clinton does riot re
open the r-!gotiations, it may 
be difficult for him to mollify 
the anti-NAFTA bloc in Con
gress, which almost succeeded 

WR in killing the U.S.-Mexico
RI t.:ks in 1991. "Regardless of 

ot what [Clinton] does, we as 
Or Democratic members of Con. 

gress have got to stand up and 
fix this agreement," says Rep.
M "It'slarcy Kaptur, D-Ohio. 

impossible to meet that 
threshold without renegotia-

PATIC tion." (1991 Almanac, p. 118)¢S.D. 
Clinton may still decide to 

delay action on NAFTA next year, 
saving his political capital for the 
early legislative priorities he hopes 
will define his presidency. 

But Bush could try to force Clin
ton's hand by formally signing 
NAFTA before he leaves office. Hay
ing notified Congress of his intention 
to enter into the agreement, he is al
lowed to sign it after Dec. 17. Admin
istration officials say no decision has 
been made, although Bush has been 
reluctant to take any steps that would 
limit Clinton's options. 

As long as the agreement is signed 
by May 31, it will be handled under 
special fast-track procedures; Clinton 
may then take as long as he wantz to 
send the legislation implementing the 
trade agreement to Capitol Hill. Qual
ifying for the fast track is crucial, 
because the procedures bar amend
ments and generally expedite congres
sional consideration. 

The fast track expires in June, and 



ECONOMICS A FINANCE 

although Congress may vote .o extend he delayed taking a position, saying he Conceding that tfie agreement had 
the procedures, Clinton could avoid a needed time to study the 2,0 0-page "shortcomings," he added that what

agreement. ever flaws existed could be rectified inmessy problem if he can keep NAFTA 
a separate fight. For two months, Clinton was Ailent side agreements with Mexico on the 

Whatever course Clinton takes, as on NAFTA while Bush and hi. cam- environment and w. ker rights and 
a Democrat he certainly will have paign aides acca.sed him of waffling would not require renegotiation. 
stronger suppcrt in Congress than under pressure fr'm organized labor, Clinton's speech was a hard blov 
Bush did. But it will be important for an important cor,.tit,.ency for the for NAFTA opponents. But it was also 
him to maintain the allegiance of Democratic nominee. At one point, carefully tailored to signal that Clin-
House Majority Leader Richard A. Bush accused Clinton of suffering ton understood their qualms and 
Gephardt, D-Mo., a leading opponent from "straddle sores." would deal with them, one way or an
of NAFTA during the Bush adminis- Behind the scenes, urged on by or- other, once in the White House. 

tration who previously made no secret ganized labor, a group of House Dem- For example, he gave a nod to the 
of his desire to see the agreeiient re- ocrats was lobbying Clinton to reject Teamsters union, which is strongly 
negotiated. opposed to NAFTA provisions that 

Lately, however, Gephardt has would lift restrictions on Mexican 
been silent on the issue, indicating truckers operating in the United 
that he may be willing to act as a On the Fast Track States. "I want to note that the agree
mediator between Clinton and the ment allows Mexican truckers to drive 
NAFTA opponents in Congress. Cong-ress created special fast- in the United States without having to 

A key unknown is what effect the track procedures for handling satisfy all the U.S. safety and training 
large freshman class entering the trade bills as part of the 1974 standards," Clinton said. "That trou-
House in January will have on the Trade Act. Under the law, now set bles me." 
debate. Interviews with numerous to expire June 1,legislation to im- Among other pledges, Clinton said 
newly elected members suggest that plement trade agreement must hemiouldw spend more than Bush 
opposition to NAFTA was a popular get an up or down vote within 90 promised on worker retraining and 
position on the stump, particularly in days after the president formally would establish a U.S-Mexico com
the Midwest. submits it to Congress. No mission empowered to enforce pollu

"People are extremely nervous, amendments are allowed. tion laws on both sides of the bo:rer. 
They believe it will export jobs," said In the case of the U.S.-Canada Both proposals are favored by Cep-
Republican Rep.-elect Peter Hoek- Free-Trade Agreement, completed hardt and legions of other Democras. 
stra, who supports NAFTA but wants in 1988, key committees and the What NAFTA Critics Want 

White House engaged in an infor. Putting on a brave face, opponentschanges to protect asparagus growers 
in his western Michigan district. mal "shadow markup" to resolve PutCinon spe fa o m 

NAFTA is also proving unpopular differences before the legislation say Clinton's speech, though far from 
in parts of California, a state that perfect, soothed their dismay some
many economists predict could be was formally submitted. The pro- what. "We worked very hard to get 
helped by expanded trade with Mex- cess took less than a month; it was him to change the rhetoric of that 
ic. Califonia Democratic Rep.-elect preceded by three months of hear- speech," says Kaptur. She added that, 
Xavier Becerra opposes the agreement ings. (1991 Weekly Report, p. although she was disappointed that 
because, he says, the Bush administra- 1259; 1988 Almanac, p. 222) Clinton ultimately came down against 
tion paid little attention to non-trade renegotiation, "he did indicate a will. 
issues in U.S.-Mexican relations, such ingness to address issues that the 
as immigration and political reform. the agreement and commit himself to Bush administration did not and to 

Without provisionr to improve the reopen negotiations once in office. In ensure that the agreement is fair to 
lot of Mexican workers, he says, the an Oct. 3 letter signed by 97 members, labor." 
agreement invites U.S. companies to including Whip David E. Bonior, D- While most of the criticism has fo
move south to take advantage of Mich., Chief Deputy Whip Barbara B. cused on the allegedly inadequate pro
cheaper wage rates. "My chief concern Kennelly, D-Conn., and .rFaptur, the tections for worker rights and the 
is, of course, American workers," says lawmakers cited conf.oversial esti- environment, many opponents are at 
Becerra. "But if we allow companies mates that the United States might least as bothered by NAFTA provi. 
to leave because of Mexico's lower lose as many as 500,000"o to Mexico aions to lower tariffs or other barriers 
wage rates, not only have our own if the agreement goes through. that would expose certain U.S. indus
workers lost but Mexican workers "We are writing to urge you not to tries - as well as their workers - to 
don't get the benefit, either." endorse the NAFTA because of the stiffer competition from south of the 

adverse consequences for U.S. working border. 
Campaign Tension people, consumers and family farmers, At the United Auto Workers 

Clinton was able to finesse his po- and the serious exploitation of low- (UAW), for example, officials cannot 
sition on NAFTA during the cam- wage workers in Mexico," the letter stomach a provision that would phase 
paign. Before he captured the Demo- read. "We believe, Governor Clinton, out the current 25 percent U.S. tariff 
cratic nomination, when he was seek- that you could negotiate a much wore on light-truck imports from Mexico 
ing to distance himself from fellow equitable agreement." over five years. "We're worried that it 
Democrats on economic issues, Clin- But Clinton did not follow their is an incentive to shift entire truck
ton endorsed the concept of free trade advice. He endorsed NAFTA the next production facilities down to Mexico," 
with Mexico. But after the draft text day in a speech at North Carolina says Alan V. Reuther, a UAW lobby
of the pact was completed in August, State University. int. 
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Environmental Groups Look for Ways
 
tewart J. Hudson of the National 

Widife Feeration does not say sodirectly, but there is no mistaking his 
message: He thinks opponents are us-
ing scare tactics to convince Congress 
that the North American Free Trade 
Agreement (NAFTA) is a bad deal for 
the environment. 

Hudson believes just the opposite. 
Like the Bush administration, which 
negotiated the agreement, he thinks 
the pact linking the United States, 
Mexico and Canada into a single trad-
ing bloc is without a doubt the
"greenest trade ag-eement ever negoti-
ated." His organizatitn is the first 
and so far the only - major environ. 
mental group to endorse NAFTA. 
Hudson says the pact is not perfect 
and could be improved, but "that's 
outpatient stuff. Major surgery isnotrequired." 

That isnot the view of many other 
environmental groups and self-styled 
consumer advocates who argue that 
while NAFTA contains some importa't improvements over 
previous trade agreements, it still threatens to make pollu-
tion along the U.S.-Mexico border worse, to induce U.S. 
companies to head south to take advantage of lax environ-
mental enforcement and to open up to challenge U.S. laws 
designed to protect food safety and the environment. 

"The agreement unfortunately contains no specific 
provisions to ensure better en,%rcement of environmen-
tal laws throughout North America," said Justin Ward, 
an attorney with the Natural Resources Defense Council 
(NRDC) in recent testimony before the Senate Finance 
Committee. "Congress should not accept, as an article of 
faith, that liberalized trade and investment ill automat-
ically produce positive environmental results." 

The debate over how green NAFTA really is will have 
important consequences once Bill Clinton takes office 
and sends the pact to Capitol Hill for approval. Dv-ing 
the campaign, Clinton criticized the agreement and i eB-
ident Bush's view that strengthening Mexico's economy 
is the best thing the United States can do to improve 

What does the UAW want Clinton 
to do? Like many labor unions that 
are members of the AFL-CIO, officials 
say they are withholding judgment 
about Clinton's position on NAFTA. 
Ideally, they would like him to with-
draw the agreement and negotiate a 
new pact with more protections for 
U.S jobs, such as a minimum wage 
covering all of North America to deter 
companies from moving to Mexico to 
take advantage of cheaper labor. 

At the very least, the UAW wants 
Clinton to fix the light-truck tariff 
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National Resourco Defense Council 
attorney Justin Ward 

is more sympathetic to their agerda, environmental 
groups are being careful to stress their points of agree
ment with Clinton rather than their differences. In par
ticular, most rritics applaud Clinton's proposal for a 
border commission with substantial enforcement powers. 
But deep differences remain and, ultimately, Clinton 
may have difficulty satisfying ervironmental critics who 
want wholesale "hanges to the text. 

Lori Wallac., an attorney for Public Citizen, a public. 
policy lobbying organization founded by Ralph Nader, 
said she was disappointed by Clinton's unwillingness to 
support renegotiation of NAFTA's environmental sec. 
tions. But she remains hopeful that the Clinton adminis
tration can be persuaded to adopt some of the group's 
proposals, even if it is through side agreements with 
Mexico. "That's sort of renegetiation," she says..

Some environmental groups believe that a provision 
should be inserted into the text that would define a coun
try's failure to enforce its own environmental laws as an 
unfair trade practice. As part of the agreement, all three 

m'environmental compliance below the 
x,,--rder. But Clinton came outagisrenegotiating the text, saying environ

mental protections should instead be 
bolstered through side agreements 
with Mexico. 

Clinton said he would pvt Vice Presi. 
dent Al Gore in charge of negotiations to 
create a joint U.S.-Mexico environmen
tal protection commission. The body 
would be charged with cleaning up bor
der pollution and enforcing environ. 
mental laws in both countries, but par. 

in Mexico, which hae impres
give environmental statutes on paper 
but minimal enforcement. 

"If we doni't have the power to en
force the laws that are on the books, 
what good is the agreement?" Clinton 
asked in a speech on NAFTA last 
month.Improving enforcement is the key 

to improving NAFTA, critics agree. 
But how should it be done? 

With a president taking office who
 

provision - either by lengthening the 
phase.in period or keeping the tariff 
at the existing level - and, in addi-
tion, to eliminate several other provi-
sions they claim will hurt U.S. 
autoworkt,:, . And union officials are 
not picky about Clinton's method, 

"Whether you're talking about 
supplemental agreements or changing 
the basic agreement, I don't think 
we're going to get hung up on how it's 
done," says Reuther. 

The UAW is not alone in having 
problems with specific tariff provi-

sions. NAFTA would subject a wide 
array of industries to stiffer compe
tition from Mexico, some right away, 
others after a few years. They include 
truckers, glass manufacturers, elec
tronics workers, fruit and vegetable 
growers, sugar planters and textile 
manufacturers. Most are backed by 
sympathetic members of Congress 
who claim that they will vote against 
NAFTA unless their particular fix is 
made. 

"If Clinton looks at this," says a 
top labor union official, "he's going to 
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...To Ensure a 'Green' Trade Agreement
 
countries pledged not to lower their r*me.it 
environmental standards to attract in.-i-
vestment. But NAFTA contains no
mechanism for enforcing that pledge.non-complianceanunaagreements

toirnoduties onat ng uae.trade practice would allow the 

ported by companies in Mexico that 

not pay for their pollution, the NAFTA 
will simply create a large distorted mar-
ket," said a critique of NAFrA-released 
last month by 11 environmental and

CuPublic Citizen, Friends of theconsumer groups, including the Sierra 
Club, C 
Earth, and Defenders of Wilolife. 

The incoming Clinton adhainistra-
tion seems unlikely to adopt such a pow-
erful and unprecedented enforcement 
mechanism, if only because it could be 

move also would face enormous opposi-
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the idea as an attack on theirsovereignty.
But it indicates how far criticsoftheagreementwant togoto
improve environmental protections.

Other environmentalists, such as Hudson of the Na-
tional Wildlife Federation, believe the proposal goes too 
fax. "Before we atart crafting two-by-fours we ought to 
know how they are going to work," he says. 

Public Citizen and most environmental groups also are 
calling for the new administration to rework NAFTA's 
section on health and safety standards. The agreement
obligates the three countries to work toward common 
standards to protect the food supply and the environment, 

The idea behind such harmonization is to prevent one 
country from adopting phony standards - such as banning 
a commonly used pesticide without proof that it poses
health risks - in order to impede imports from another 
country. But harmonization is sort of a dirty word to 
environmentalists. They argue that it is code used by trade 
negotiators who want to weaken health and safet, laws by
adoptinginternationalagreementsthatdefmeanystandard 
that is tougher than those accepted by the General Agree-

aad, 
Mexico and Canada,which might view Sambiguities that would "expose numer-

Meic ad hihmihtviwStewartNational Wildlife Federation lobbyist agreement is riddled with loopholes andandtion, not only from businesses but from Hudson agrdint a Publed ith lysis 

ueagitteUh sions elsewhere in the agreement. Ac
ao Willif FNbiS cording to a Public Citizen analysis, the 

ous existing U.S. federal, state and local
environmental .nd consumer laws to challenge." Adds the 
NRDC's Ward, "We were told that there was no danger that 
the U.S. will have its laws challenged successfully, but the 
fine print continues to leave some questions."

Under NAFTA, Mexico or Canada could try to overturn 
certain U.S. health or safety laws that were more protective
than widely accepted international standards by arguing
that the laws discriminate against their imports. The U.S. 
law would have to meet a series of tests specified under the 
agreement or it could be declared an illegal trade barrier. In 
its report, Public Citizen cited the Delaney Clause, a U.S. 
law that prohibits pesticide residue on processed foods, as 
an example of a statute that would be more likely to be 
overturned if NAFTA goes through.

Hudson disagrees, arguing that NAPTA is a vast im
provement over other trade agreements. "Ithink these fears 
are illusory. The agreement substantially reduces, if not 
eliminates, any possibility that U.S. standards could ever be 
successfully challenged under the agreement," he says. 

find that there are a lot of constituents 
out there that, in the white heat of 
getting an agreement, did not have their 
concerns addressed." AFL-CIO offic.als 
are hoping that Clinton will put the 
agreement on the back burner. 

Soon after Clinton takes office, 
many trade experts are expecting him to 
take steps to shore up congressional 
support for the treaty - following 
through on his promise to negotiate side 
agreements with Mexico that would 
toughen protections for the environ-
ment and worker rights. Clinton 

also has promised legislation to expand
federal retraining programs for workers 
who lose their jobs because of NAFTA. 
That could get wrapped into a larger
jobs bill that Clinton wants. 

If Clinton is not going to renegoti-
ate NAFTA, what opponents want 
most is a shot at amending the imple-
menting legislation. That bill, which 
will bring U.S. law into conformity 
with the terms of the trade agreement, 
will be put together in private drafting 
sessions by administration officials 
and congressional leaders. There is an 

on Tariffs and Trade (GA'Ti as a 
trade barrier. 

The danger, they claim, is that such 
-n
 open avenues for fore. 

,"' government&environmentaland businesses to cha.lenge U.S. laws, as oc

declared that a U.S law prohibiting im

kill dolphin was an illegal trade barrier. 
To prevent standards from being 

weakened to the lowest common denom 
inator, NAFI'A pledges that the three 

. countries will' 'work jointly to enhanceconti. w " k nt. 
,o the level of safety and protection of 

- human, animal and plant life and health,
the environment and consumers." 

But critics contend that such lan
guage, while laudatory, is not binding 
and might wel be undermined by provi

-David S. Ci ad 

opportunity to make narrow changes, 
which may need the other countries' 
approval, before the bill is formally in
troduced and becomes unamendable. 

But a few isolated amendments are 
not going to satisfy hard-core oppo. 
nents such as Sherrod Brown who con. 
sider NAFTA irredeemably flawed. It 
is too early to say whether he will have 
enough allies to derail NAFTA, but he 
is coming to Washington to try. And 
with a Democrat in the White House, 
he thinks his concerns will get a more 
sympathetic hearing. 0 
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A Clinton Perspective on Trade
 
By ALAN WM. WOLFF 

Tlise I cAJppaigr i not a choice between 
'free trade and "protecuiooLsm Although Lte 
Bush campaign would like you to believe this, 
sothi g could be further from the truth In A 
speech at Georgetown University, Bill Clnton 
sated 'Te American people arn't protecuon-
ists. Protecior.nam u just afanc word for giving 
ap, we want to compete and win. 

As president, Bill Clinton would eoctLue th 
long Democratc tradition of support for oW 
trade He Las called for a wccesful conclujion 
of the current multilateral trade talks and en-
dorsed the North American free-trade agreement 
- while addreming environmental and worker 

Itfsi I t 
b ef t a d anotpectonabout a flte oice 

between fre trade amd protetionism Aibotit Is 
enhanctng the compettventes of Amercani n-and act early We must either corvInce foreign 
dustry The hey quetin Iowhch candidtt ha 
the eneri, and the ide to belp revitalize the 
American economy and ensurv a hitgher sadard 
of livin Gov Clinton is will=n and able to 
tckle this challenge by fnding ways In which 
government can be a postuve cootbutor, sota 
disiateresued observer. 

Many CEOs from America's high-tech compa-
ies #Are this view In endorm Gov, Clton, 

John Sculley. of Apple Computer, said 'I'm tred 
of sitting on the sidelines and watching America 
lose its competuiUveness . .We have got to get 
back to stritLetic advantage And I tbink we can 
do that Ll there's clearer vision at the preauden-
til levl. 

Guy. Citnton recognizes that Amrrcas coca-

petUvenens rests on the vitality of the private 
sector. US firms must expand employee involve-
ment improve the quality of their products and 
forge better relationshil with their customers 
andsuppliers. But government can play a ca-o 

structive role by creating an environment In 
which American workers and companies can:to 
compete and win Alongside worker train, tax 
incentives for investment and technology. invest-l 
merit in the nation's infrastructure and initiativin 
to accelerate the commerciliation of new prod-
acts, there must be a fresh look at trade policy. 

The Cold War is over The hierarchy between 
the *high politics of foreign policy and diplomatl. 
k concerns, and the 'low pohucs of U.S. so-
nomic commercial interests, isno longer appro-
priate. It is n enough to operate under a simple 
pilosorfy that open markets ar gocd or to 
twit.c, to protecloist solutions for troubled In-
dustints I would wiriest ala ways 1o whic a 

Cinton admlnitration would "ake dstaiantial 
improvements In trade 

First., we must ed the confusion about the 
goal of America's trade policy Its entral par. 
poae isto serve the nation: ecoomnc interest by 
enhancing the competituveom of American in-
dus ry and services Too often. we co not test our 
megoiUattom by whether our producers Ae better 
off. To give you a recent example, the United 
States just Ive KLM Royal Dutch Airlies the 
niti to land anywhere In the United States Our 
negotitors received in return te right for our 
airlines to land at any airport throughout all of 
Holland This approach does not serve Ameria's 
l .te-mintereia. 

Secood, U.S trade policy mus be pro-active.
foreign governments ar distorung markets to 

promote their industries, either through protet, 
Lion or aubsidies, Washington must act decisively 

government to change their behavior or we 
must take actioni that will offset the foreign 
industrial targeting The United States cannot 
aflord another Airbus - the European goveln
ment-backed civilian aircraft consortium that 

au received 53 billion in aubsidies and put 
thouians of Amercan job In the rospace 
sector at rusk 

Third. the United Statza mut insist on reults 
from its trade negouations Tbert hve been 
more tha 20 agreementu with Japan over the 
last 12 years that should have had a postve 
effect noUS electronics trade with Japan How. 
"a, the trade deicit grew from 63. billio to 

, 
I 

,, . . "need for a change r' strategy. Trade pobcy is 
only ote aspect of what's lk.1d. but it isamon 

"Agnes., it tat rally a Ruslan the most limportAnL 
harp seal ft you bougtt?

What about ourkad frneW 	 Alan Wmn.Wolff &lawyer in WahuV Is a 
support ofGov. Clon 

$11 billion. U this west not due substantialy to 
market barriers inJapan, ther would mObethe 
same need for trade policy c*ocer NegotuaUon 
catnot be primarly over abotraActioosuch as 
•oeennei* The bottom lin must be wbether 
trade agreements are helping U. compames 
export goods and services at a level cosistent 
with their competitiveness Bi, Clinton has 
pledged that be will insist oo results from our 
trade agreements, and tht countnm that fil to 
comply will face sanctions. 

Fourt, we must Improve our andervanding 
of the nature of International compeuuo We 
face formidable, seasoned trade negouators 
ocou the bargaining table. They very often 
know more about their idtries and ours than 
we know about either - they talk with their 
idustries and understwd their problemns We 
Deed to ncrease Le tr&il for goverment 
tervice give negotiators and government as
lysts greater access to advice from those unthe 
private sector, and end the adversarial rtlatio
siup between government and business. 

FIL. we must reorganiz for a more effec
live, efficient government in the post-Cold War 
era Gov. Clinton has said be will establish an 
Economic Secunty Council. with a snall. highly 
killed stal like that of the Nauonal Security 

Council, to assure that issues affecting Amerca'a 
trade position and Its competitiveness are regu
larly con-idred at the highest levels at govern-
Mot. 

Slith, we must reduce our reluice on trade 
Iprotection as a solution to our competiuveness 
problems Gov Clmton hs pro ,ised&detailedtechnology policy, wtucl ciall for shitung rm 

sources toward civilian R&D, diffusing reears 
mults t " n a u manurc
turing trms, eliminatneg red tape that prevents 
the US governu ettingtaetiled advtsent from 

the private sfctr ad broadenin the oui
roo of our national labsThis ncri attnoeed 

competitiveness will lead to less restrictive 
trade policy outcomes because there will be al
ternatives to trade measures as solutions 

Few n bui would say Amricas 
trade policies will be adequate to serve our Inter. 
,,,s in the future. This is by Do mens solely a 
criticim of te Last two Republican admiitaturt. 
Lom But times have changed, and with the t 
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Memo to Bill Clinton on Trade
 
yJcratic 

TTRADE 

From Transition (U.LaIsues) people art opposed tothe governmen
Re Trade. et I ptclrcg winners and losrs is tht

The Team has been discussin two the don't want to say no to Lh.m-
policy ares that will be cloely oo- en You will have to. if yu,rally
nected in your administration trade want to establish a &x-enslul pat-
and competitiveness We feel that nera p with industry In signing off 
even bfore you decide what your on a "t of critical tectnokves,don't 
goals wUl be, and who wil cArrY be dared by the pro se of s mie
them out, you mst laydownprinsome boom.And-bust high-tech busineses.c plesp 

priciples showing bow 
 trade and Examine all types of investment,competitivenes3 will interact We hedgig on ugh and low risk choices
make the foUowug recommendatrs as ary investor Should Beware of 

I Btarc the interests of naton- expmsive proposals to keep a uck 
a securinty andnd"Mo rc Outy" Int,dustryalive for A few more years
instead of subord asting one to the 3.Move early on the plan to reor. 
other The voters responded when you ginize the Commerce Derartment
promnise nboto sacrtfice American AndTrade Repre5entauve's office (0
Jobs for lofty f1reign policy goals, but Larthe worst kept secret of the trio-
rcogize that the revern can soe- sition) butdoo'tpredicate trade and
times he a mist"e- competitiveness policy on this reor-

The truth h there have been As gnzaon Many have atiled tryintomany cass t narrow e-end agency turf batUts over tradeoamc precsures n ibiting foreign policy, so accept that it wil takepolicy pet Bu.h yeas as there ive ome time To avoid past problems., 
been selouts o Ame scatInter'es hve your nommees for Commerce
Why is the United States now ad US Trade Representative pablic-smn limiting ly promise to resign within a year,where the miernt froe-Jtaostat whether or Dot the reorganization 
repubiic's exports' Why are there 6e thro . 
Dew quotas on apparel from Blgar. As we have discussed, It makes 
Is' The United States certainly hs an seneto rt-package the Departmentoverwhelming interest n promotun of Commerce as an incubator for
tradewith W~lze compeitiveness policy, and "reate aformer Soviet
tr t th fomeSoviet mpire Department of Trade to negotiate 
The truth is that domestic rdsymnwil always have a powerful voice m agreements, enfcce track laws andpromote trade Instead of constantforis pol-, h callege for you fights at low-evel interagency meet-

Sto na~k he right call each tLn ,logs trade and competitiveness 
2 Keep competitiveess policy In slhoId clash only at cabinet meeting,

check and acknowledge the danger when you are there tomake the call 
that it could turn into a pork feast for To make this work, we will need 
Coz r.m One reason so many Bush the mpport of the congrsmonal con-. 

trade hawks early in Your P-SCENE idency Much of their saber-ratlingCbbeen aimed at attackig the Ramuttee curmeo who will be oeng pubbcan Administration Ad gettingsme control over tr--e matters Tbe "-e I Better than many, thesetrade-off is to give them responibiLty r , or how tocomprorm
cvei LL devclnnr-it af moenpeLve, a mn ertandUtat closing markets 
ne policy We urge an erly hutng I no lri-Lerm olutionfor trade deft
tripwith John DingeI to ezpl his its 
vital role in th poce£ .Fi'nay drop the sutgestion that 

4.Prepare for trade blowup. Too it i d~loyaltolobby forforegn oon
often in the BuLh yea the adrns- i,,sT h e p eop l le ho forea l e wh o eleted o-y ou 
tration seemed unprepared forcon- are tired o influence-peddlng toflctathat arose over trade pobcy A Waungtm but 1t i u'mncan to
dispute over the luLing of dolph~mtby suggest that it is worse to lobby for 
Mexican tuna fishermen led to Ahu foreign th-an for American compar

mikti~ng rebuke in the GATT because ou 
 utou e-cticmat high.level the an you sbo 
government recogniye itsuphic, goverment. buttheserule 

no one a in US. Ye lobbyng' by dofficialstougenwhorestrctoaeleave the 
should

tions. The issue was then so ms.an- not be s-Icter for work done on be. 
died by interagency squabbling that hail of foreign companies
the presudent lot any credit he could Your pr o make appoite

have claured for endmg the dolphin ign a pledge n to lobby tbenr for
slaughter InLeragency 'watch' coIr mer Agencies for five years is scarngmhttees, tested In the Bush years, offthe trade experts we will need tocould bead offthese problems early run the gove'nmeoL Also, we should5 Restore the bipartisan t 0t lo to avoid the waffle that 
of trade poLicy so badly frayed during it is a sin to have lobbied for fmeig
this campaign While there may seem gornments butacceptable to haveLittle reason to do this with s a worted for foreign eworsto - itsolid majority in Congress. Repul.i- .
 
cam are going to be your vita! alies leaves ambtuou work doe fora nd 
in hammering out a moderate, ag. _c

gressive trade policy And resisting
those Democrats who would close If you want to avoid confirmationUS markets to p ct uompe.tive battles. end this jingoistc rhetoricmanufacture and cut the lengthof the lobbying 

One good step would be to hir restriction to two or thre years Wesme Republicam for mud-level trade are going to need the best and heihtjobs whi can be trusted to carry out eatto chatge America. 
your goal of a more aggresive trade 
policy. Diversity here will help build a John Aa is a trade correspaodent 
cosenus in Coorers for The Journal of Commerce in 

That said, it would be a bed mis- Washiion Trade &tneks Rxcard 
take to r roughshod over Demo- LAwrmeea 0 YacL 
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Playing Clinton's China Card
 
By MARK COHEN beer CctenL Currmt rain require

This June, President-elect BillChinese re-exporu through Hong
aoton wl face one of the toqgest Kong to be 'substntally transform-
decisions In international trade: ed in Hoag Kong to be deemed a
wbether to renew most favored s. product of Hong Kona Ths is a 
Lion sttus for China. inspite of It subjective and unpredictable tat. 
huma nibt&abuses. 

The debate has become a n&U-
a] dsLracon, An equally ugnlc&nt 
ksue is what the United States' pos-
lure shoold be toward ChnamIn June 
1T97. That's when Hoag Kong re-
vau back to Chinese sovereignty, 

Mr CLoton should xee the Hong
Kong Issue early in his adninislira-
lion end locus the trade and human 
riht focu ,d mos 6-on thoegof our sppor These effort all US. bilateral agreements with 

alo will reach out totheapproxi. 
mate L0 million people of Greater 
China, comprising souLbern China. 
liong Kcng am Taiwan. 

Ther area number of Issues that 
Mr. Clinton should eonsider 

I. President Cliotoo should con-
alder enterng into a free-trade ar-

raiement with Hong Koog Binding
this market closer to the United 
Statis will help calm nervous mar-
ets In Hong Kong I such an agree. 

meat were approved by Chinese au-
tbaritles. It also woudd establish one 
of the best Insurace policies for 
Hong Kong after 1W7. 

2 Mr Clinton might establish a 
new *rule of orgin' for goods o-igi-
stin from Hong Kong wib hl. 

If, for ezample, the law was 
changed to permit a product to be 
deemed 'nade in Hong Kong' U It 
as 7 % Chinese value and 25% 

Hong Kong value, that would send a 
strong mes"ge that the United St-a 
esfavor a certain and predictable 
transition for Hong Kong exporu to 
tie
United SLates. 


. Prusident Clinton should ar-.
 
range for an Inte-agency review a 

Hong Kong aed China to minitmie 
disruponI and nure that 

Intellect-t] property practices and 
lack of market see for US. goods
achieved far more for American 
busmean thean the MFN debate. 

The president ao should Untiate 
A fact-fualik- case on all of the in-
plications for bilateral U.S trade 
and lnvenment of the rever on of 
Hong Kong in 1W7, with a view to-
ward uing the transition As one 
further weapon, be also might coo-
aider Import relief cas agaist u- Hong Koog's s Lu. 
fairly priced or injurious Chinese In general, .Lmost effective ap. 
ImporU that are produced by state- pruosb isofe that demonstrates US. 
controlled camai Interests flexibly and IntUlently. 

i Mr Clinton suld comider re- The Uni-ed Stats sud not Under. 

Chins willnotinterfere in commer. companies In Hong Kong and 
cial relationships with Hong Kong

At a rrnmum,tLneUnited Sttes 
should obtain binding commitments 
from Cns that i will not Interfere 
in Hog Kong where US. companies 
or pro)e"ts are Involved 

The recent statement by Chlne. 
authonties that China may abrogate 
contracts entered Into by the Hong
Kocg government, mle. such coo-
tracts have been approved by Chim. 
only renforces this ed 

4 The president should cotinm 
to me the full range of US.trade 
remedies at his disposa. The r t 
sucriaaul conclusio of U. 5*L 
Lim 301 investigatlom bin Chihi's 

forming our antiquated anti-dump-
og laws to ensure that producU e-
ported from market.oriented 

gouLitera Chins are Dotud,!y bur-
dened by proceedings targeted to 
ste-cootraolled companies 
Inrecent yaM China U be= 

the subject of several anti-dumping 
and anti-utbsidy cases In which du-

&tThe preideot :hol-d support 
Cbina's entry into the GATT.Hong
Kong has been a GATT member 
since 19M and will apparactly coo-
Linveto enjoy this r:e altr 1197. 
The preudent, kc.,ever, can requWre
that Chins undertake certain dscl. 
plhies, sucb ",eschewing fored I. 
bor for exports, reduci ng oo-tartW 
bame reducing government later. 
ferewe In busizes and protw-tIng 

Lies of over 100% have been m- tihsm China that bascreated thein 

posed Although the higbest duties current $12blion trade deliit. It 
have typically been Imposed on alo dutACt from providil sale
slat-cootroled Industries,even pr. uads foriantablihed partner, 
vatey invested Joint have HongMture Uldmately, In protecting
been adversely affected Koog, the United Slatesl sWee 

Tb United States should make it the long-term Interests of both inter. 
clear It bebevs imports trom mar- national trade and human rights In 
bet-oriented companies poselv of Chi,
 
a threat to our economy then Lm- Marl Clihen, & Washinogfo aw~et
 ,
porte bun stat-ownd compawe . raiouet eclurer 00 QnaL 

take efforts which. In the first In
stance, disproportionately harm 
American sotere.t ngfRevoksuMc 
forCingis one schionefr. 

v ne
cfic human 

MAln MaN obutIocal nso, 
rhts improvement , as 

Cogress h suggested. may ,,. 
mately backfire. The uncertainty 
over tar'if treatment could umpIre 
the kid ofstate-contollel mercau, 
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When Bill Clinton moves into 
the Oval Office, he will face a 
potential confrontation with 
China that could disrupt his , 
focus on domestic affairs, 

For I8 months after the 
Tiananmen crisis of 1989. the 
Bush adrmnistration undertook4seriously flawed policy toward
China. It muted its rhetoric, re-
sisted congressional penalties 
against Peking, and sent senior 
officials to China despite a ban 
on high-level contacts. More-
over, it unilaterally relaxed
several of its own sanctions, in 
the vain hope that Peking

would reciprocate. 


Then, under pressure from 
Congress, Bush switched from 
carrots to sticks. He used the 
threat of higher tariffs and 
smcter export controls to per-
suade China to alter i.. arms 
sales and foreign trade practices. 
He also endorsed Taiwan's 
membership in GATT and ap-
proved the sale L( 150 F-16s to 
the island. 

This new policy achieved 
better results. China 'greed to 
protect foreign intellectual 
property, end unfair export 
practices, and provide greater 
market access to U.S. firms. It 
also ratified the Nuclear Non-
Proliferation Treaty, and agreed 
to honor the Missile Technol-
ogy Control Regime. After a 
false start, American China pol-
icy was finally on track. 

Still, not fully aware of this 
change in direction, many in 
Congress call for a more con-
frontational stand. They want 
to make China's most-favored-
nation status contingent on 
improvements in Peking's hu-
man rights policies, foreign 
trade, and arms exports. They 
also want to establish a new ra-
dio service, originally called 
Radio Free China, to broadcast 

news and information to the
Chinese people. Despite their 
flaws, Clinton has endorsed 

both proposals.
As aresult, Chinese leaders 

view Clinton's election with 

suspicion. They see that, alone oners. He should also establish 
among Western nations, the a new radio service for China, 
United States is not only main- but place it under the respected
tanming sanctions against China, Voice of Amenca. Above all. he 
but considering modifying must undersand that the svs
China's MFN status. They re- temic changes he wants will 
gard the Radio Free China ultimately come from domestic 
proposal as a bid to subvert forces, which will be fostered 
their government and the sale more by contiriet' ,mmercial
of F-16s ?s a violation of the and cultura' .. : )n with 
1982 communiqu6 on arms the United .-, :s ,ian by eco
sales to Taiwan. They are noric sanctions. 
threatening retaliatnon against a Clinton should continue 
any of these moves, discussions with China over its

In this context, two develop- trade practices, arms sales, andments could push the situation military modernization pro
into crisis. Either Peking could gram, using multilateral forums
retaliate against the F-I 6 sales to where appropriate. He must 
Taiwan, or Clinton could in- also engage China in areas of 
troduce the new China policies potential cooperation, including
he proposed during the cam- the disputes in Indochina and 
paign. Given the testy mood in the Korean perunsula. He 
each capital, if one side acts should make clear that the out
provocatively, the other is un- come of these negonations wi.l 
likely to back down. strongly influence his policy on 

A crisis between Peking and China's MFN status. 
Washington would not mean a It this dialoge shows 
military confrontation, but it promise, Clinton should mod
would be an expensive distrac- crate his position on NlFN,
tion for the new adimnistration. threatening to withdraw it only
A trade war would raise prices if there is significant and sus
for U.S. consumers and hand tained retrogression in Peking's 
China's growing markets over human nghts policies, foreign
to America's rivals. A diplo- trade, or arms sales. He could
 
matic contretemps would tempt adopt asimilar policy for l!
 
China to throw out existing other counmes whose MFN
 
Sino-American agreements on status is reviewed annually.

trade and proliferation and stop The responsibility for avoid
cooperating on other intema-
 ing a crisis is not Clinton's 
tional issues. It would strangle alone. Peking, too, must refrain
 
the cultural exchanges that are from acting precipitously. It
 
bringing new ideas into China. should accept the F-16 sales to
 
Moreover, in aconfrontation Taiwan. It should honor its ex
with China, the United States isting commutments to the 
w Ald not have the support of United States and negotiate in 
of its Asian allies, good faith on remaining issues. 

Clinton says he wants to It should supplement its eco
avoid coddling dictators in nomic reforms with political
Peking. But he should be smart change. And it will have to ac
as well astough. Congress cept a reasonable linkage of its 
will not reconsider China's MFN status to its foreign andMFN status untilJune. Clinton domestic policies.
should use that time to forge a A strategy of reciprocal re
strategy based on calculation, straint will not produce anot emotion: second honeymoon between 

aClinton should distance the China and the United States. 

United States from human But it could prevent the conrights abuses in China and press frontation that would be sofor the release of specific pris- costly to both. U 
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A Cabinet-Level Dept. of Trade
 
By WILLIAM V. ROTH Jr. 

The time has come to take a 
serious look at consolidating our 
trade-related departments and pro-
grams. Consistent with this ap-
proach, I am introducing a bill to 
establish a cabinet-level Depart-
ment of Trade. 

Whle there ar. many areas of 
our government that call for reform 
none is more urgent or importani 
tan trade. 

Consolidation of our trade func-
tions will achieve several goals. 
First, by streamlining our govern-
ments functions, the United States 
will be able to speak with a single, 
strong voice on trade matters. 

Second, a new department dedi-
cated to trade will expand our ex. 
ports by giving American firms andworkers the tools necessary to win 

in International competition
As it stands now, our trade inter-

esu have no central authority to 
turn to for straight, dependable, con-
sistent information on trade policy, 
and ou trade competitors are free 
to 'shop the system" for the best 
deal for their interests. America 
simply can no longer afford such a 
acattershot approach to trade. 

The new department will consoli-
date our principal executive branch 
trade functions and will incorporate 
the related economic affairs and 
business elements of the existing
Commerce Department. 

As such. the International Trade 
Administration, the functions of the 
Under Secretary for Economic Af-
fairs (except for the Bureau of Cen-
sus), the U.S. Travel and Tourism 
Administration and the Bureau of 
Export Administration will move 
from the Department of Commerce 
to provide analytical and policy in-
plementauon support for the new 
department. 

The Export-Import Bank, the 
Overseas Private Investment Corpo
ration, the U.S. Trade and Develop-
ment Program and the Bureau ofPrivate Enterprise of the Agency 

for International Development also 
will be transferred to the new de-
partment.

The Department of Trade will 
conprise a work force of les than 
4,OO. making it the leanest depart-

mert in the U.S. government. But 
w".!e the new department promises 
to be lean, it will also be muscular. 
The bill directs the new Secretary of 
Trade to submit a report with rec-
ommendations fcr establishment of 
a Professional Trade Service Corps 
to ensure that our trade personnel 
are of the highest caliber, 

Under my trade reorganization 
legislation, the U.S Trade Repre-
sentative will become the new Sec. 
retary of Trade and will continue to 
be responsible for trade policy, coor-
dination and negotiation. Such an 
approach reflects the sensible prin-
ciple that in restructuring govern-
ment. we should start with organa-
lions and processes that work. 

The USTR does work But it can 
also work better. By elevating theUSTR to the Secretary level and by 

consolidating trade leadership in one 
office - that of the Secretary of 
Trade - there should no longer be 
any question as to who is boss when 
it comes to matters affecting U.S. 
trade interests. 

Moreover, from their newly ele-
vated vantage point within the Sec. 
retary's office, our trade representa-
tives will be able to draw upon the 
integrated resources of the Depart. 
ment of Trade to carry out their 

_ 

-

I, 

.,'exports 

trade negotiation and policy.making 
responsibilities. 

As it stands now, the USTR must 
draw on the resources of the Com-
merce Department to get its job 
done. The small staff at USTR is not 
sufficient to handle all the detailed 
work required for increasingly com-
plex negotiations such as the North 
American free-trade agreement and 
the Uruguay Round 

Under my reorganization propos-
al, American businesses will benefit 
from a Trade Department second to 
none For the first time, a single 
department dedicated to trade will 
be responsible for both policy-mak-
ing and policy implementation, 

Among the bill's main provisions 
is establishing a new Bureau of 
Trade Policy and Analysis to pro-vide analytical and policy support to 

the Secretary of Trade. While our 
trade agenda has expanded enor-
mously over the past decade, our 
ability to meet new needs has not. 

Future major trade negotiation 

w.ll be in areas such as competition 
policy and the environment There 
also are Lsues related to the grow-
ing regionalism in the world econo-
my and how that will affect the 
evolution of our trade system. 

Clearly, addressing these and oth-

D~em~aAI".Ai'bdi 

-
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.
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,G4M4p., 

er crucial trade issues requires addi. 
tional expertise at USTR beyond a 
few more staff. This legislation 
takes two components within the 
Commerce Department - the Inter
national Economic Policy and Trade 
Development offices - and places 
them under the leadershup of the 
new Secretary of Trade. 

In addition to upgrading its trade 
policy and analysis capabilities, the 
Unied States must do a better job 
of monitoring and enforcing its 
trade agreements. For example, if 
the Uruguay Round is concluded 
successfully, it will require very 
close attention and monitoring to en
sure that our trading partners fulfill 
their obligations. 

Third, and perhaps most tmpor. 
tantly. we must consoldate our export promotion programs. As inOth

er areas of trade, our export 
promotion functions are dip.rsed 
throughout the government. 

vsion. need Bu arnaionalohatot we A new ex-Bureau of Export 
-'romotion will increase our ability 

to compete abroad by combuug our 
trade marketing and financing arms 
under one roof. 

The centerpiece of the new Bu. 
e c of e t n 

reau of Export Promotion - the 
Us. and Foreign Commercial erv. 
portant respects The Commerce De
partmnent's Travel and Tourism 
Administration and the Agency for 
International Development's Trade 
Development Program -oth will be 
transferred to the U.S. and Foreign
Commercial Service. 

This legislation also directs the 
new Secretary of Trade, as Lhair. 
man of the Trade Promotion Coordi
nating Committee, to submit a coor. 
dinated annual appropriations 
request for trade promotion in ac. 
cordance with a national export 
strategy. 

The idea Ixto Increase overall 
U.S. exports. Quite simply, increandmean more jobs for more 
Americans. 

William V. Roth Jr. is a Republican 
senator from Delaware. This Art

is excerpted from a Senate 
speech be delivered this week. 
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EDITORIALiOPINION 

Shoring Up US Export Finance
 
By GARY KLEIMAN 

As the Clinton administration as-
sumes office with a pledge to ex-
pand U.S. markets overseas, it must
take steps to improve the nation's 
export finance programs.

The role of the Export-import
Bank and other agencies that supply
trade finance is uncertain. The rea-
son, according to a recent congres-
sional report, is that U.S. export fi, 
nance resources not follow,doanineredsturaegy tdot ek the
integrated nt that seeksxpategy" the
dollars. 

That fragmentaton and weak-

and provide a wider range of finan-
cial incentives and services. 

Those services include grants for 
attendance at trade events and mar-
ket development; targeted funds for
small and mid-sized firms; and 
greater access to export financing
through local field offices and auto-
matic approvals.

Their support for participation In 
trade fairs ranges from 30% to 70% 
o total costs. The European CoinincBssTemaniftoty Eoffeansea 
munity in Brusel offers separate
exhibitors. 

That fagmenationand Thwek- The Department of Commerce,Depatment fying North Americaf Comerceprimary targets and Asia asforfinance activity.ness leaves American firms at a on the other hand, has eliminated all Its Opportunity Japan Initiativecompetitive disadvantage. The gov- support for displays. It requires the aims to double U.K. exports to that 
ernment's export-finance apparatus trade show3 it sponsors to recover country. In 1993, asimilar campaignmust be transformed from a blunt all expenses and has increasingly the.ool to a precision instrument, transferred management responsi- will be directed at the United States 

By contrast, the Commerce De-The federal government spent bilities to private organize.rs whoprmntouhis15Fegnnearly $25billion oningloas,ad isurncetenexport market- xcldea profit. Those forums of.uarntes can turn mal an inreqentcx-and Commercialpartment, through its 125 ForeignService oulpoats in 
ing, loans, guarantees and isurancein fiscal year 1991.The Department
of Agriculture received half that 
money, although farm goods repre-
sent only 10%of exports. The Ex-!m
Bank backed large commodity
transactions, despite arguably more 
pressing needs in other sectors. 

According to the General Ac-
counting Office, the research arm cf
Congress, the i.x-i,- Bank routinely
fails to idenify industrie- that have 
competitive products but liL;: =I 
cess to trade finance. Small and 
mid-sized firms with the least sales
and financing capacity are most 
burt by this neglect- They receive 
only 10% of Ex-tm Bank commit-
ments, far below prevailing demand.Moreover, Ex-Im Bank ii unable 

ten exclude small and infrequent ex-porters. 
To aid companies in tapping new

markets, France and Great IDritain 
underwrite the cost of in-house re-search and in-country exploratory 

to attract enough loan commitmentsv e nt fsr, o m U .S . c o m m r c i l b a k from U.S. commercial banks, even
though they are beginning to in-
crease their export finance activity.

By contrast, many foreign gov-
ernments organize their credit sup-
port efforts systematically. InEurope, for example, governments
typically spend more money and as-
sign more staff under a unified plan, 

trips. The United States, by compar-
ison, provides no direct assistance,
hn.ead, it sells product- and mar-
ket-specIflic publications for a nomi-
nal fee. These standardized materi-
atsare often of little use, since they 
are only updated periodically and 
ee not tailored to individual com-
pany n.:eds. 

Foreign exporters also have the 
advantage of government export-
promotion programs focused on spe-cific industries and regions. For ex-
ample, the Bntish Overseas Trade
Board has a three-year plan identi-

embassies worldwide, cites 'bestprospects" for export sales. In 191,
its offices uncovered almost 1,500
:?d.,s, which formed the bas for 
later ,:,ent planning and reporting.

This so iuc approach does not 

- -, 

~the 

"He's been stuck there since Christmas 199." 

I.... .' " 

follow any common definition of 
strategic importance or commercial 
return set by Washington. It also 
lacks a follow-up procedure.

Finally, European networks for
furnishing assistance are far more 
decentralized and widespread than 
the American network. InFrance, 25
regional offices deliver services, and 
in Germany over 50 banks nation
wide belong to the AKA Trade Fi
nance Consortium. Inboth countries,
loan and qualification conditions are
determined in advance and applied
broadly under clear government 
preferences.Th xmBak asolonT 
office outside of Washington in the 
United States. That impedes the ac
cess o applicants for export financeand deiads app ova pro ce
 
and delays the approval process.


A itdlheE-nBakAdmittedly, the Ex-im Bank,through a new city-state initiative, is, 
offering advance processing andcounseling at some 50 centers na
tionwide, with a focus on small busi
ness. But the effort falls far short of 
the scope and speed of service provided abroad. 

The federal government Must
 
adopt a more activist, coordinated
 
stance. Agencies like the Ex-Im
 
Bank. the Overseas Privte Invest
ment Corp., the Commerce Depart
ment and the Small Business Admin.
 
istration should pool their resources 
and expertise to provide cost-effec
tive assistance. 

They could start by creating a 
one-stop credit shop to facilitate 

administration and outreach. 
aon udrea e nt 

loovrSuch a move would represent a 
long-overdue overlapping too n 's , uncertainreversala n d of Wahing
cus, and presage a larger scale shift
in reorganization of the trade fi
nance apparatus that would advance 

cause of U.S. economic success 
worldwide. 

Gary Kleian Ls senior partner in
Kleiman Internauional Consuants 
in Washington. 
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Food and Nutrition- Creating A Well-fed World,
 
Food and Agriculture Organization of the United Statee, October 16, 1992
 

Trade to benefit the poor
 

sequity invvrld trde- ..... . In podversely affects the ability oif iI,-lId 
OOr noiOns and poor 

ISO .households to meet their basic needs 


The relotionSiosD are complex but
 
three factors ore of speco!
 
importance the terms on which trade
is concluied, protectionism that" '" "-, .- 
restricts market access, and the 11 " 

semcing of debt. 

exports of yimary commodities - ,I60 

mIne,Is9 agricultural products such
 
as cofee sugar, clon and is- o1I
finance imports Smali farmers arid 3
 
landless labourers often depend on
 
income rom such primary pi'oducts
 

in I9'9 agriculture, fishery and " .. , .. ..... _, ., , . . ,, . . .. , 
L estry e x p or=s ccount ed fo r o ,utx 1 9 7 9 i t N I l1 1 
19 percen of expos hrm Afica and
 
31 percent horn Ltn America As a
 
result of declines in the value of ch and cocoa hav varied widefy since declining commodity prices are
 
commodities, the expor income that 1979 The range isenormous, with 
 compounded b, the effects of the
producer countres re:eive boys less income from a fixed volume of c.pcr! deb's a":-sed b, many devet-.-.n. 
and ess Afirca's earmings hrm buying about 25 percent more goods ccuntries since the 1970s when low 
ogricuturol exports bought 2Q percent o the highevi point od about 45 .ieiest rate loans were widel/
less monvfocured goods and crude percent less at the lowest than itdid in va,loble Since then, inheres' roles
petroleum in 1990 than in 1979-8 1 1979. Such price instability makes have risen ropicdly increasing

in Latin America. expon earnings planning national and household pay,,ments due or, the debts
 
bought 12 percent less budgets very difficult 
 By the end of 1990. external debts 

This decline in pirc.kasing power is Problems with unstable and for all developing countries totalled
 
mirrored within 
 US$, 319 000 
countries Farmers get million Servicing theseless for their products in Export quality regulations help trade deb;s forces countries 
real terms - their to maximize exports
inCome buys fewer Thailand isthe world's largest rice and cassava (tapioca) and use a large
goods exporter and the second largest exporter of large shrimps. Italso proportion ot their

Declining prices ire expors fruit and vegetables, nuts, grains, meat and animal earnings to meet
only pan of the products, fish and processed foods. About 60 percent of the interest payments - 20
problem, however, country's foreign exchange comes from food exports. percent or more for 
Unstable prices are Thailand previously hod problems with below-standard food some countries.
another The United exports - from mycotoxins ingrains, to unacceptable pesticide In 1989 the cost ofRepublic of Tanzania, residue levels. Inthe early 1980s, with FAO assistance, the servicing of medium
for example, eoms govemment improved its analytical services for food and longrerm debt inabout a seventh of its contaminants, additives and mycotoxins. A voluntary Export dieveloping countries 
foreign exchange from Inspection and Certification System was established, initia;ly for exceeded export
cotton, but prices processed fruit and vegetable exports. A statutory system will be earnings for
fluctuate wildly adopted inIF, future, agriculture, fisheries 
Worldwide, export Export premises ore registered and their operations regulated. and forestry by more
prices for tea, coffee Exporters ore licensed, end products ore inspected and export than $27 000 million 

certificates are issued, as required by the importing country. 
Approved products are marked 'Thailand - Approved for 
export'. 

Already, several countries, including Japan, Australia and 
Sweden, have accepted these export certificates for certain 
products as the only requirement for entry to their country. 



This debt burden limits the abiliry of 
nations to improve agricultural 
productivity of make provisions to 
proect foad security 

During the 1980s party as a result 
o these problems and parry because 
of do'nest, polices, many developing 
countries had to restructure their 
economies to increase productivity 
a.d improve their balance of 
pc.venls They increased their exports 
of ogr :rural czmmodites but. 
because prices fell, their eamings 
were reduced As a result, intemol 
subsidies and other social 
programmes were cut. leaving 
vulneroble groups unprotected in 
Ghana. for example, one study 
suggested that the load secur, of me, 
poorest households suffered despite on 
increase in agricultural production 

Poor people ore often very efficient 
at using land and credit to increase 
their incomes, but they lack access to 
them Improving that occess, by 
making credit available to women, for 
example con bring mator benefits In 
Afico. women play a ,;-lorroie in 
smnolkole forming and as 
entrepreneurs in u ban areas 

Increasing the incomes of por 
househo ds and 
providing empbyment
opportunities will no 
yield positive results 

General Agreerient on Tariffs and 
Trade The voices of the poorest, 
however, are the weakest atthe table 

The indclstralzed nations ore the
 
major agrculrural traders According 

to the Orgonizaton for Economic 

Cooperoon and Development 
IOECDI. industrialized countries 
supported their agriculture with direct 
and indirect subsidies amounting to 
almost US$300 000 million in 1990 

Srne OECD countries subsdi:-
their ogric-.rurai exports. leaving 
developing countries unable to 
compete They allc',v the import of rto 
agricultural commodities with little or 
no tariff barriers, wh'ereas processed 
comrrodiftes which would bring 
greater retums for developing 
countries, face much higher tariffs 

Attention to these mocroeconomic 
issues isvital for the nutritional well
be ng of the pcirrest who usually 
bear the brunt of the effecs of these 
poicies a 

Honest trading 

In brief 

Dehil n ofar rirolin 
atterso&ttie red=x pwiNf liidn:1aiii of 

wbiard usPiethm rrelmn 

Set" 

a1110. 
a 

mass,agrn debtsW el. 

P 
WMMW& 

a 
nh'CtifttImtss marryn to 

dmlo w" i ;is fisrm krtr alnX 
. oaad viciitirralatioats 
1 

riteirtiorku, irsisto se -cmrr is 
sltgfate wtirtondeli.beng a;th 
" ,Ao mv:;" 6 bnW o tieboar 


1 fffct of APAiM. 

unless the goods Ethical trade practices protect the public, scrupulous traders and 
produced con be sold industries. Throughout history, goverments have had to set 
Protectionism isthe standards and regulate the food supply  to prevent fraud, stop 
maor Lirrier to adulteration of food and ensure its afety.
intermritrial markets In nineteenth century Europe, mustard hulks, pea flourand 
T!-s arid other juniper berries ware added to pepper, ash leaves to green China 
disincentres, such as tea, and poison us copper and lead salts were used to colour 
differing standards and sweets. 
quoaas, discourage the Laws to prevent such abuses help food suppliers to compete
growth of processing fairly in the market-place. Today, that market-place has become 
industries indeveloping international and so too has the need to establish standards. The 
countries. FAO/WHO Codex Alimentorius Commission sets advisory

These issues lie standards and codes of practice to meet the needs of producers,at 
the heart o the processors, ind. stry, governments and consumers. 
Uruguay Round o the For these codes to be effective, however, goverments must 

take responsibility for their enforcement. 
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The Caribbean Basin Economic Recovery Act 

The Caribbean Basin Economic Recovery Act (CBERA) marked its 8th year of operation in
1991. The CBERA affords nonreciprocal preferential treatment to most products of designated
Caribbean Basin countries by reducing the tariff rate to free or, for a small group of products, by
establishing tariff rates below the most-favored-nation (MFN) rate. 

A total of 24 Caribbean, Central American, and South American countries were eligible for
CBERA benefits in 1991.1 No new countries were designated for or suspended from CBERA 
benefits during the year. However, the October 1991 U.S. embargo on most trade with Haiti 
effectively suspended ttai country from the program. 

Benefits under the CBERA were expanded in 1991. Effective September 1991, the United 
States extended new or expanded duty-free entry under the CBERA to 94 previously ineligible or 
restricted products. 

U.S. Trade with the Caribbean Basin in 1991 
For the 6th consecutive year, the United States registered a trade surplus with the Caribbean 

Basin countries. The trade surplus was driven by continued growth in U.S. exports to the region,
which rose to $10.2 billion in 1991 from $9.7 billion in 1990. The Caribbean Basin accounted for 
2.5 percent of total U.S. exports in 1991, and ranked as the 10th-largest export market for the United 
States--ahead of such counties as Singapore and Italy. Total U.S. imports from the Caribbean
Basin countries rose for the third consecutive year to $8.3 billion in 1991 from $7.6 b2lion in 1990. 
Imports from the Caribbean Basin countries accounted for 1.7 percent of total U.S. imports
worldwile in 1991, placing the region as the 14th-largest supplier of U.S. imports--ahead of nearby
Venezuela and Brazil. 

The countries designated under the CBERA were responsible for all but a small portion of the
trade between the United States and the Caribbean Basin. Total imports from the CBERA countries
increased for the 4th consecutive year to just over $8.2 billion in'1991 from $7.5 billion in 1990. 
The rise in U.S. imports from the CBERA countries continued to be fueled by a rapid expansion of
textile and apparel imports. A few countries-notably Costa Rica, the Dominican Republic, El 
Salvador, Guatemala, Honduras, and Jamaica-dominated this boom. Most textile and apparel
articles are not eligible for duty-free entry under the CBERA, however. Increasing textile and 
apparel imports from CBERA countries, as well as a shift away from imports of basic commodities 
to imports of higher valued manufactured goods (one of the goals of the act), are at least partly
responsible for the increase in the average rate of duty on products of CBERA countries-from 13 
percent in 1983 to almost 9.0 percent in 1991. 

Almost two-thirds of all U.S. imports from the CBERA countries, valued at $5.4 billion,
entered free of duty un&.r various U.S. provisions. Some 23.2 percent of all imports from the
CBERA countries, valued at $1.9 billion, entered MFN duty free; 13.6 percent, valued at $1.1 
billion, entered duty free under the CBERA. The portion of imports entering duty free under the 
CBERA in 1991 was double the 6.7 percent in 1984, the first year of the program, but has remained 
unchanged since 1989. 

1Thccountries were Antigu andBarbudi, Aruba, the BaharnasBarbados, Belize. LheBritish Virgin Islanids,Costa Rimc. Doinica. the Dominican Republic, El Salvador, Grena. Guatemala Guyana, Haiti Honduras,
Jamaica, Montserrat,Neua rlands Antilles, Nicaragua, Panama. SL.Kits and Nevis, SL Lucia, SL Vincent andthe 
Grenadines, and Trinidad ad Tobao. 
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A small number of CBERA countries continued to dominate trade with the United States under 
the SOL The Dominican Republic, Costa Rica, Guatemala, Honduras, Jamaica, and Haiti accounted 
for four-fifths of all CBERA imports in 1991. The Dominican Republic and Costa Rica alone 
accounted for over one-half of all CBERA imports. These two countries have been the leading
cuppliers under tl: CBERA in almost every year since the program became operative in 1984. The 
Dominican Republic was the leading CBERA source of footwear uppers, medical, surgical and 
dental instruments, cigars, jewelry, electrical switching apparatus, and molasses. Costa Rica was 
the leading supplier of beef, pineapples, melons, and fresh fish. Leading CBERA suppliers of other 
important products were Jamaica (nonbeverage rehyl alcohol and rum). Haiti (baseballs and 
softballs), and Guatemala (sugar and tobacco). 

Several countries did not utilize CBERA provisions during 1991 or experienced a significant
decline in sales to the United States. These countries included Antigua and Barbuda, Aruba, Belize, 
the British Virgin Islands, Grenada, Montserrat, the Netherlands Antilles, SL Kitts and Nevis, and 
St. Vincent and the Grenadines. Some of these countries experienced poor economic performance
in their key export sectors. A few expore. primarily to Europe because of hisrical and political
ties. Others, with service-based economies, relied on revenue from tourism and financial services 
rather than on export earnings. 

Impact of the CBERA in 1991 
Although the total value of duty-fr.e imports entered under the CBERA in 1991 was S1.121 

billion, less than half of these imports would not have received duty-free entry without the CBERA. 
Thevalue of such goods increased by 22 percent between 1990 and 1991, from $422 million to $515 
million. 

Since the CBERA has been operative, six products have consistently ranked among the leading
items that actually benefited from CBERA tariff preferences, i.u. were not excluded by the act or 
would not otherwise have entered the United States free of duty either at MEN rates or under 
provisions of the Generalized Syslem of Preferences. These items were: beef, pineapples, frozen 
concentrated orange juice, rum, ethyl alcohol (except in 1984), and raw cane sugar (except in 1989).
In 1991, for the first time, leather footwear uppers also ranked as a leading item benefiting from the 
CBER!. U.S. imports of leather footwear uppers under CBERA provisions nearly tripled in value 
during 1)90-91, rising from $25.9 million to $77.7 million, and increased from 2.8 million pairs to 
6.3 mill.n pairs during the same period. Some U.S. footwear manufacturers have expressed 
concer about the future impact of CBERA imports. 

The $515 million in imports actually benefiting from the program was 6.3 percent of the 
customs value of total imports entered from CBERA beneficiaries. In each year between 1984 and 
1991, the value of CBERA duty-free U.S. imports was equal to about 0.02 percent of U.S. GNP. 
With CB.RA duty-free imports at such low levels, the overall impact of the act on the U.S. 
economy and consumers was minimal in 199 1,as in previous years. On average, about 1percer or 
less of U.S. domestic sales was displaced by the leading competing duty-free imports from CBERA 
countries. In 1991, the six products with the largest displacement effects from competing CBERA 
duty-free imports, in value terms, were ethyl alcohol, beef, frozen vegetables, tobacco, cigars, and 
frozen orange juice. The largest effect occurred for ethyl alcohol, for which $31.2 million of U.S. 
domestic ales, or 2.05 percent of the value of the total domestic market, was displaced by 
CBERA-origin products. 

Probable Effects of the CBERA in the Future 
The U.S. International Trade Commission identified 122 new investments in CBERA-related 

projects and 18 expansion projects in 1991, more than double the number identified in 1990. A total 
of $297.4 million in investment, triple the value of investment in 1990, was reported for the 140 
projects, with $264.1 million going for new projects and $33.3 million in investments to expand
existing projects. 

This report usts CBERA-related investment activity to estimate the possible future trade 
effects of the act on the U.S. economy. Despite the increase in investment reported in i991, the act 
is not likely to significantly affect the U.S. economy in the near future, 
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Most of the new investment reported in 1991 was directed toward on.y a few CBERA 
countries---namely Costa Rica, the Dominican Republic, El Salvador, Guatemala. Honduras. and 
Jamaica. These countries, which rank among the leading suppliers of imports under CBERA 
provisions, have aggressive export promotion policies and provide significant foreign investment 
incentives. 

Despite the act's minimal impact on the U.S. economy, business and government officials 
interviewed during this investigation reported that the CBERA has benefited the economies of the 
CBERA countries. The CBERA was reported to have increased investor awareness of new and 
previously overlooked market opportunities for offshore production for the U.S. market in the 
Caribbean Basin countries. The act also was credited with stimulating agricultural and industrial 
diversification in the region and the export of nontraditional products to the United States. 

Although some of the new investment taking'place in specific CBERA countries during the past 
year focused on products eligiDle for duty-free entry, the CBERA also has encouraged investment in 
areas not eligible for duty-free benefits under the act such as textile and apparel sewing and 
assembly operations. Much of this new investment is the result of processing-for-exporl operatiois 
thai take place within a rapidly growing number of specially designated free-trade zones. Other 
areas receiving new investment as a result of the CBERA but not eligible for CBERA trade 
prefer:nces include data processing, tourism, and petroleum processing. 

Fourteen projects with capita] requirements totaling an estimated $233.4 million re-eived 
low-interest loans from Puerto Rican financial institutions under sectioa 936 of the U.S. tax code in 
1991. Jamaica was the single largest beneficiary in 1991, with projects in thai country receiving 
approximately $150 million in section 936 loans. The second-largest recipient was the Dominican 
Republic, with $31.1 million, followed by Barbados with $22.0 million, and Trinidad and Tobago 
with $20.0 million. 

Fieldwork was conducted in El Salvador, Guatemala, and Panama to review economic 
conditions and the impact of the CBERA. All tlhree of these countries are recovering from extended 
periods of political instability and, through application for membership in the General Agreement 
on Tariffs and Trade (GATTh, are making efforts to integrate more closely with the world economy. 
Additiorally, each of these countries is liberalizing its tade and investment regimes, and is 
pursuing regional integration measures to varying degrees. Among the challenges they face in 
diversifying their economies are poor infrastructure and investor uncertainty in light of previous 
poltical and economic strire. 

The possibility of a North American Free-Trade Agreement (NAFTA) has aroused a degree of 
concern in the region. Officials in the Caribbean Basin countries are concerned that investment and 

ade will be diverted away from the region as Mexico strengthens its economic ties with the United 
States. The formation of a Central American Common Market and increased economic 
cooperation among the Caribbean Basin countries is being pursued as a way to forge a closer 
relationship between the NAFTA trading partners and the CBERA beneficiaries. 

Vii 
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Why Caribbean Aid Makes Sense
I,
RICHARD BERNAL 
Recent reports on 60 Minutes' 

and "Nightiine" alleging that U.S. 
taxpa, earsubsidize the export of 
U.S. Jobs to the Caribbean Basin 
have caused a furor. As the ambas-
ador of Jamaica to the United 

States, I empathize fully,I under. 
stand the angry reaction to allega. 
Uons that tax dollars are being used 
to jend jobs overseas, adding to the 
unemployment problem in the Unit. 
ed States. 

I don't wish to intrude in the U.S. 
domestic debate on this issue or to 
defend the administration of the pro-
grains in question. I would like to 
offer a perspective, however, that 
has been overlooked in the debate: 
that, in fact, there has been a net 
gain in employment rather than a 
loss because of the complementary 
production programs featured in the 
television reports. 

The udden story here - and one 
that wasn't emphasized in either 
show - is that the United States ba 
been losing employment in the tex-
tile and apparel sectors for more 
than a decade. Most of the jobs have 
been lost to nations in the Far East, 
whose exports of garments to the
United States have risen dramatical-
ly during that time. 

In response to the rapid job loss 
to Asian nations, industry, labor, 
past administrations and the Con-
gress created a program that allows 
U.S. manufacturers to meet severe 
price competition from the Far East 
with a new source of less expensive 
labor in the Caribbean Basin. An 
important part of this plan was tokeep the more highly skilled andhihe pai texilhigher paid textile manufacturing 
and cutting jobs in the United States.,
Under this arrangement, US. manu-
factured textiles are cut in the Unit-.g,,.
,dStates and sent to Caribbean Ba. 
in nations such as Jamaica, wber 

they are sewed and ahipped back to 
the United States for sale domesti-
call) or for export. The uIe of lower 
wage Caribbean Basin labor thus 
makes U.S. apparel competitive and 
actuaily saves U.S. jobs In the tex-
tile industry. 

At the same time these sensation-
al "job export" stories were appear-
ing on television, the U.S. Depart-
ment of Commerce was reporting an 
increase in the job-creating exports
of US. apparel after years of de-
Cline, 


According to Commerce Depart-
ment figures, exports of knitted ap-
parel, which includes trousers, over-
coats and blouses, increased 41.3% 
in the first sixmonths of 1992 and 
was up 78% from 1990 About two-
thirds of this knitted apparel is &s-
sembled in the Caribbean Basin 
from fabric produced and cut in the 
United States. The reality of the 
global economy is that apparel
made in the United States can only
be competitive with the help of Inex. 
pensive labor in the Caribbean. 

Yes, Jamaicans are doing work 
once performed by US.citizens. But 
these 2obs In Jamaica preserve US. 
jobs in the textile industry that 
would otherwise be lost to the Far 
,&ast.It is wrong to assume, there-
. that the Ices of US. sewing jobs 
f: this industry is a net loss for the 
U.S. economy. 

Without minimizing in any way
the harsh impact on the people that 
once worked in these industries, it is 
a fact that these lost jobs have been 
replaced by new U.S. jobs fostered 
by increased trade between the 
United SLates and the Caribbean Ba-
sin. The countries in this region, in-
cludin3 Jamaica, are good custom-
ers of the United States, 
Three-quarters of the goods and 
services we import are from the 
United States. As our economies 
grow and our people increase their 
consumption - in part because of 
garment assembly jobs - we will 
purchase more from the United 

tates. 
To be sure, I find the controversy 
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surrounding the garment assembly 
operations in the Caribbean ditui
ing.The elimination of these Jobe 
would be disastrous for the Jamai
can economy. But as an economist, ! 
welcome the current debate as a 
way of demonstrating the interde
pendence of the countries in this 
hemisphere and to highlight the 
growth of regional trade made pos. 
s:bleby initiatives like the North 
American free-trade agreement.

By lowering the barriers to trade 
and commerce between the United 
States and its neighbors, the free
trade agreement will certainly 
cause dislocations in the U.S. econo. 
my as some idustres take advan 
loge of lower wage labor in Mexico 
and the Caribbean Basin. But when I 
refer to lower wage labor, I do not 
mean exploitative wages or unregu.
lated labor conditions. Jamaica has 
active labor unions, a strong history
of protecting workers' rigtiU and en
sures decent employment conditions. 
Yet our wage rates are significantly 
lower than those in the United 
States, providing the opportunity for 
U.S. companies to better compete in 
world markets. 

What theUnited State obtains 
from these job shifts are new con
aumers in Jamaica and the Caribbe 
an ready to purchase goods and 
services from the United States. 

We cannot, as a region, tutu the 
clock back, nor can we allow ur
selves to be economically margi 
ized by owerful regiconaltradilng 
blocs in Europe and Asia. There are 
opportunities to be seized by takingnte ouour al 
strngths, producing a net increase 
in economic activity. trade and jobs 

oppoadv.advan,.gw oof iidindividual 

throughouttheregion. 
tr o e n
 
Richard Bernal is Jamaicas am. 
bassador to the United States. 
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U.S. IMPORTS OF TEXTILES Unied States International Trade Commis! 
AND APPAREL UNDER THE 
MULTIFIBER ARRANGEMENT: SEPTEMBER 1 

ANNUAL REPORT FOR 1991 

HIGHLIGHTS 

U.S. Imports 
U.S imports of MFA products in 1991 reached a record of almost 12.8 billion square meter 

equivalents (SME) valued at $29.0 billion, exceeding 1990 levcls by 4.7 percent in volume and 
3.9 percent in value (table 9). Although a marked increase from the negligible gain in 1990, the 
growth in 1991 still remained under the 6-percent average annual rate auting 1985-90. 

Apparel is the principal MFA import, although its share of the total shrank somewhat in 1991, 
to 77 percept by value and 48 percent by volume. Nevertheless, apparel imports grew by 2.4 
percent to a record of almost 6.2 billion SME (table 3). They had fallen slightly in 1990 after 
surging in 1989. The growth in apparel imports in 1991 came almost entirely from coo 
apparel, especially t nderwear (category 352), miscellaneous apparel (359), and trousers (347/8)
(see section B). In contrast, imports of manmade-fiber garments, the largest apparel import 
segment, declined siightly for the second consecutive year. The weakness in this segment
resulted mainly from a continued decline in imports of manmade.fiber sweaters (645/6) in the 
wake of U.S. antidt'mping proceedings and the resultant issuance of antidumping orders on 
shipments of such 1,oods from the "Big Three" suppliers--Hong Kong, Taiwan, and Korea. 
Significant decreases were also recorded in imports of knit shirts (638/9) and men's woven shirts 
(640), helping to offset a sizable gain in other apparel (659). 

Fabric imports showed the greatest growth in absolute terms during 1991, rising by 332 
million SME, or by 10 percent, to a new high of 3.5 billion SME. The growth was spread among
the fiber categories, although in terms of actual volume the predominant fibers-cotton and 
manmade-accounted for almost all of the increase. Gains of more than 40 million SME 
occurred in nonwovens (223), knits (222), sheeting (313), and twills and sateens (317). 

For the two remaining sectors, yarn imports ended their 4-year decline in 1991, while imports 
of made-up and miscellaneous textiles remained unchanged. Yarn imports rose by I1 percent., to 
nearly 1.1 billion SME, although they remained far below annual levels reached during the 
second half of the 1980s. Imports of made-up and miscellaneous products, such as carpet and 
other textile home furnishings, almost reached the record 1990 level of nearly 2.1 billion SME. 

Import sources 
Combined, the major suppliers showed no import growth in 1991 (table 10). Imports from 

China, the largest supplier by volume, and Hong Kong, the largest by value, ro'e by roughly 1 
percent each, to 1.7 billion SME (nearly $3.8 billion) and almost 1.0 billion SME ($3.9 billion),
respectively. Imports from Taiwan rebounded by almost 8 percent in 1991, although they
remained slightly below their 1989 record high. Imports from Korea declined for the second 
consecutive year in 1991, falling by 12 percent to 859 million SME ($2.4 billion), keeping the 
Big Three from showing any overall growth that year. 

Imports from the European Community also dropped for the second consecutive year, by 12 
percent, to 952 million SME, the lowest level in at least 5 years. Canadian shipments rose by 14 
percent in 199i, continuing their rapid growth since at least 1988, spurred on in part by the 
bilateral free-trade agreement in effect since 1989. The growth enabled Canada to supplant Korea 
as the fourth-largest individual volume supplier, with shipments of 880 million SME, although it 
is a distant 12th in terms of value. 

Substantial growth was registered in imports from Mexico, with whom the United States and 
Canada have just concluded negotiations for a North American Free-Trade Agreement (NAFTA). 
After showing little growth in recent years, despite the liberalization of Mexican quotas, imports
from Mexico increased by 25 percent in quantity and 30 percent in value. Similarly, the growth
in imports from the Caribbean Basin picked up sharply in 1991, rising by 23 percent in volume to 
a record 1.1 billion SME. This marked the frst time that Caribbean Basin shipments exceeded 
the I billion-SME level. Trade with Mexico and the Caribbean countries largely involved the 
assembly of garments from U.S. components. 

Bilateral agreements 
The United States had import-restraint agreements or quotas with some 40 countries in 1991. 

These countries supplied 83 percent of total MFA imports by value for that year. 
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U.:. - C EENT ON OILSEEDS AND TE URUGUAY ROUND 

The agreement reached today by the European Community and the United States 
paves the way for a speedier resolution of the remaining agricultural issues 
in the GATT Uruguay Round negotiations. This will free up negotiations to 
contimsn in ochkr area of the Round. 

Today's agreement spells out the conditions for resolvin the oilseeds dispud 
in a manner that Ls satisfactory to both the United States and the European 
Conmmuncy. It will halt the dramatic increase in European Comunity oilseed 
production, 

Today's agreement also clarifies the position the two parties will take on 
other issues contained in the Dunkel Agricultural Text. Mhich was proposed 
nearly a year ago by Arthur Dunkal, director general of the General Agreement 
on Tariffs and Trade. The Dunkal Text in a general form of an agricultural 
agreezent which has been the guidellne for tha GATT Uruguay Round discussions 
thro.ghout 1992. 

The agreenent reached today by the European Community and the United States 
contains the following guidelines: 

onsIMs 
The ageement con~tAns an acreage trigger for European Coommity oilseeds 
prodction. If EC acreage exceeds ;he trigger. oilseed producers in the EC 
wr i o. reaeivegx~l E pnentrigger.l producerings. Thes wiuXbxsi.sexceeds oilseed 
will receLve ialer IC subsidy pa cn. on all oilseed planting. This will 
restrain plantings and oilseed pro&::_-an, 

European Community will ensure that any oilseed byproducts produced fromThe 
oilseed plantirns on IC set-aside acres vill not undermina the market for 
cilseed exports. 

If the United Stta b,,lieves the agreement has been breached, the European 
Community agrees to underrtak binding arbitration, 

The European Commity also agrees to provide a reduced tariff rate on 500.000 
tons of corn to Portugal beginning in 1993/94. 

CATT URUGY RDUND 

Internal Suports. .Phe European Conimuity and the United States agree to 
support a GATT Uruguay Round agreement that will require a 201 reduction from 
a 1986-88 base in the average level of fas supports across commodities as 
determined by the so-called Aggregate Measure of Support (A(S). Theme 
reducttons are froa a 1986-1988 bass period and therefore have already been 
achieved In the United States so no further reductions are required for U.S. 
comodities. 
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Direct paymonts that ere appropriately linked to production-14 - .tin programs 
will not be subject to the reduction commitment if certain condItions are net 
(for crops: fixed acreage base/fixed yields or payLnts made on less than 15 
percent of base level production; for livestock: fixed number of livestock 
head). 

Export Substdies. The United Sttes MW the European Communty agree to
 
support a CATT Uruguay Round agreement that reduces by 211 the volume of
 
agricultural comodities that receive export subsidies and reduces subsidy
 
outlays by 33. These cuts are from a base period of 1986-90 as defined in
 
the Dunksl Text.
 

Market Acces. The UnLtedStatas and the European Cmmuity have agreed to
 
instruct thair negotiators to complete as quickly a possible their c--ntry
 
lists of proposed reductions in agricult=ral tariffs (as wel an farm
 
subsLdLes).
 

Consultation on WCM-grain Feed Iniredicnts. The United Itatos and the
 
European CoammlLty agree to consult if EC imports of non-grain feed
 
Ingredients Increase to levels that undermine the implementation of the reform 
in EC farm progrm. 

GATT Rules. The European Ccimmity and the UnIted States have agreed that
 
durinperod support neasures port
tnternal and 


that fully conform to reduction comitoents and other criteria will
 
not be subject to challenge under GATT rulan on subsidies. Bowever,
 

countervailing duties will still apply if such subsidized Imports cause or
 
threaten Injury.
 

07MM BEL.RAL ISfl 

The United States and the European Community have agreed en a resolution of 
current disputes between the two parties on corn gluten feed and malted barley 
sprouts. 

The European Commity also has agreed to extend Into 1993 the agreement that 
permits the entry of 2 million tens of corn and 300,000 tons of sorghum Into 
Spain under reduced Import charges. 
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Overview
 

W orld cconomic activity showed signs of revival 
in the first half of 1992 as some major econ-

omies slowly began to emerge from the cyclical 
downturns of 1990-91. During the next 12 months, 
world growth is expected to continue to recover at a 
moderate pace: following stagnation in 1991, world 
output is projected to expand by 1 percent in 1992 
and by 3 percent in 1993, close to the average 
growth rate during the past two decades but some-
what less than experienced after the two previous-
and more pronounced-recessions in 1974-75 and 
1981-82 (Chart 1). Recent progress in reducing 
inflation is likely to continue in most countries. The 
growth of world trade is forecast to rise from 2/4 
percent in 1991 to 61/4 percent in 1993. 

Notwithstanding cigns of recovery in the indus-
trial countries, the expansion continues to be slow 
and uneven, and the balance of risks remains on the 
downside. An important impediment to a stronger 
performance is the continued need in several coun-
tries for balance sheet adjustments to unwind the 
effects of earlier speculative excesses in real estate 
and other asset markets. In addition, the persistence 
of large budgetary imbalances in a number of coun-
tries is adversely affecting business and consumer 
confidence. As cxperienced recently, large diver-
gences in economic policies among countries are 
also contributing to tensions in financial and kreign 
exchange markets, with the U.S. dollar having 
fallen to historic lows against other major curren
cies. In most countries, the need to control inflation 
remains a constraint on economic policy, and there 
is little scope foi fi.Iher acticais to support activity 
in the short run beyond the steps that have already 
been taken to reduce short-term interest rates in 
some countries and the adoption of an economic 
package in Japan. Major efforts to reduce fiscal 
imbalances, however, are urgently required in many 
countries to improve confidence and strengthen pros-
pects for sustained growth over the medium term. 

In many of the developing countries, growth has 
remained relatively strong, despite the weak inter-
national environment, as an increasing number of 
countries have made substantial progress toward 
stabilization and economic reform. However, inad-
equate policy efforts remain an obstacle to sustained 
growth in many other countries. In some Eastern 
European economies, there are indications that the 
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sharp contraction of outut may be coming to an 
end and that economic reforms are beginning to 
bear fruit, but the situation remains fragile. In the 
countries of the former Soviet Union, where the 
transformation process has only just begun, further 
output losses are expected. 

Industrial Countries 

Since the early 1980s, most of the industrial 
countries have sought to conduct their economic 
policies in the context of a medium-term growth 
strategy. The basic elements of this strategy include 
the pursuit of price stability; the promotion of 

http:Averog,1970.91


I OVERVIEW 

higher rates of investment and saving, especially crisis in late 1987 was not reversed sufficiently
through reductions in government deficits; and the quickly. 
elimination of obstacles to efficient resource alloca- The subsequent tightening of monetary policies
tion and job creation through structural reforms. was eventually successful in reducing inflationary
Despite progress in some areas, the record in pressures, but at the expense of an inevitable weak
achieving these objectives has been disappointing. ening of economic activity. The slowdowns were 

particularly protracted in those industrial countries 
* 	The greatest progress has been made in that allowed the greatest acceleration of inflation 

reducing inflation, which has slowed markedly during the late i980s, while countries that main
during the past decade, in some cases to levels tamined generally good control over inflation typ
not seen since the 1960s. In many countries, ically suffered only moderate slowdowns in 
however, inflation needs to be reduced further. economic growth. Thus, even though other factors

" 	Although budget deficits have declined sub- also played a role, improved adherence to the objec
stantially in some countries during the 1980s, tive of seeking price stability was generally
in others budgetary imbalances have remained rewarded-not only by lower inflation, but also by 
very large or have recently widened following smaller fluctuations in output and employment.
earlier consolidation. This has contributed to In contrast to the results in the area of inflation,
the persistence of historically high real long- the failure of many countries to implement the 
term interest rates, despite the recent weakness medium-term strategies for fiscal consolidation and 
of activity. The peace dividend has enhanced structural reform has continued to impede economic 
the scope for trimming budgetary outlays, but performance-as illustrated by the sluggish recov
:t is increasingly clear that pressures on expen- ery from the recessions or slowdowns (,f 1990-91. 
ditures will intensify in coming years as a In Europe, the high level of interest rates stemming
result of aging populations, the rusing cost of from German unification and from the persistence
health care, the demand for investment in infra- of large fiscal imbalances in several other countries, 
structure, and concerns over the environment, together with inadequate progress in correcting 

* 	Much remains to be done to dismantle barriers structural problems in labor markets, has contrib
to trade, to ieduce industrial and agricultural uted to the sluggishness of activity. In North Amer
subsidies, anL' to improve the functioning of ica, short-term interest rates have been reduced 
labor markets, particularly in those countries considerably and appropriately in light of the weak
where unemplo.'ment has remained high. The ness of activity and the progress achieved in reducing 
delay in concluling the Uruguay Round of inflation. However, the effectiveness of these actions 
trade negotiatioi s is particularly worrying, in supporting recovery has been limited by the high
and a failure to coaclude the Round would be a level of real long-term interest rates and by generally
major setback. depressed levels of consumer and business confi

* 	There has been greater progress in liberalizing dence. These problems, in turn, reflect the lack of 
financial markets, bu- to reduce the risk of exces- adequate progress in reducing the structural budget
sive ltveraging and ,nsustainable increases in deficit in the United States, the heritage of high infla
asset pi'ces as experi. rced in the 1980s in many tion for most of the past two decades, and the need to 
countries-and thereby i.-ap the full benefits of correct the financial imbalances that resulted from 
financial liberalization-the z-thorities will need the heavy private sector borrowing and asset price 
to strengthen oversight and pay greater attention inflation of the 1980s. 
to developments in asset markets in fonnulating Looking forward, it is again clear that deficien
the appropriate policy stance. cies in achieving medium-term policy objectives 

constitute critical barriers to additional policy mea-
The failure to implement fully the medium-term sures to support more robust recovery. As discussed 

strategy has contributed significantly to the diffi- below, this is particularly the case in the fiscal area. 
culties currently facing many industrial countries. With respect to monetary policy, efforts to stimulate 
These began in the late 1980s, when inflation was activity by reducing short-term interest rates are 
rekindled in several countries following a steady counterproductive when such efforts erode the cred
decline in the 1982-86 period. The rise in inflation ibility of the commitment to contain future inflation 
in 1988-90 was partly attributable to pressures on and, therefore, are reflected in high long-term inter
capacity, which could have been alleviated by more est rates. In countries where short-term interest 
determined efforts to curb budget deficits and to rates have been substantially reduced, additional 
eliminate structural rigidities, particularly in labor interest rate reductions would not now appear io be 
markets. Moreover, in many countries monetary warranted. Moreover, the monetary authorities in 
policy inadvertently accommodated speculative in- these countries will need to remain alert to signals 
creases in asset prices, while the monetary easing of increasing inflation and to be prepared to under
that occurred in part in response to the stock market take prompt upward adjustments to short-term 
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IndusatrialCountries 

interest rates. In Germany, the same principle United King(,-.m has not yet emerged from recesimplies that an easing of monetary conditions must sion, and growth has remained weak in Italy. Thereawait clear evidence that inflationary pressures are are now signs of recovery in the eastern Germanreceding, particularly in the absence of greater LAnder, but activity has again slowed in west Gerprogress in reducing the budget deficit, many following a pickup in the first quarter ofTurning to developments in specific countries, 1992. In France, activity also slowed in the secondgrowth in the United States picked up in the first quarter following a strong pickup in the first quarquarter of 1992, supported by a recovery of con- ter. Although economic activity in the EC is expectedsumption and residential construction and by con- to strengthen somewhat during the period ahead,tinued strong export growth. Consumers and inves- growth in 1993 is unlikely to be strong enough totors have remained hesitant, however, and the pace reverse the recent rise in the rate of unemployment,of recovery slowed again in the second quarter, now standing at close to 10 percent.
prompting a further lowering of short-term interest The 
 reasons for the Community's lacklusterrates. Nevertheless, on the basis of stronger balance growth and high unemployment are complex. Noisheets, the marked decline in shc.'t-term interest withstanding the push to liberalize and deregulaterates, and the improved international competitive- that has been generated by the Single Market proness of U.S. producers, real GDP is projected to gram, many structural impediments remain to beincrease by 2 percent in 1992 and by 3 percent in tackled, particularly in the areas of labor markets1993. and government subsidies. Moreover, the lighten-For close to a decade, the chief economic policy ing of monetary conditions in Germany necessary toproblem in the United States has been the large contain inflationary piessures associated with unififederal budget deficit, estimated at 61/4 percent of cation has spilled over to the rest of the EC, whereGDP in FY 1992 (excluding net outlays for deposit domestic considerations do not in all cases warrantinsurance and net social security receipts). Lack of high interest rates. In addition, in those EC memberprogress in reducing the deficit in 19(,)-91 was due states where progress in reducing inflation and budin part to the weakness of the economy but the get deficits has been inadequate, such as Italy, intermedium-term fiscal prospects have also eet.riorated est rates particularly high and haveare recentlyfurther. By affecting inflation expectations and by been pushed up further as a result of exchange mardiverting scarce resources away from private sector ket tensions.
investmei, through its effects on long-term interest The necessary efforts to reduce macroeconomicrates, the persistently large structural deficit consti- imbalances in the EC have been given new impetustutes an impediment to growth both domestically by the Maastricht agreement to move to full ecoand globally. It has been a major reason for the nomic and monetary union (EMU) by the end of theaccumulation of large external deficits in the United decade. The implementation of measures to meetStates during the past decade, and it remains a the agreed convergence criteria for participation inpotential source of tension in financial and foreign the final stage of EMU is essential to recduceexchange markets. exchange market tensions and to permit a loweringA determined new to reduceeffort the federal of real interest rates and an improvement in thebudget deficit in the United States is urgently Community's growth performance over the mediumrequired as a necessary condition for a more satis- to longer run. Indeed, it is highly unlikely thatfactory economic performance over the medium growth could be maintained at a satisfactory pace interm. A comprehensive program to reduce expendi- the absence of efforts to reduce excessive fiscal defitures (and to control their future growth) and to cits and bring down inflation to sustainable levels.increase revenues would help to improve confi- Early measures to bring the German budget deficitdence and would foster a decline in real long-term well below the Maastricht ceiling of 3 percent ofinterest rates. Such measures would also reduce the GDP, in accordance with the authorities' objectives,risk of a pickup in inflation as activity strengthens. would facilitate budget consolidation and achieve-Some deficit-reduction measures, including the ment of convergence by other EC countries throughelimination of distortionary tax expenditures and a the beneficial effects such measures would have onreduction of support to agriculture, would also help monetary conditions throughout the Community.to address long-standing structural problems. Labor market and other structural reforms will alsoIn the European Community (EC), following a be crucial to foster stronger growth. It is encouragslowdown in 1991, growth is expected to recover ing, in' this context, that the basic principles of agradually during 1992-93, with real GDP rising by fundamental reform of the Common Agricultural1'/2 percent in 1992 and by 2'1 percent in 1993. As Policy have now been agreed.in North America, however, the recovery Activity slowed markedly in Japan duringis less 

robust than in previous cyclical upturns, with a following several years of rapid expansion andrecent intensification of exchange rate tensions con- signs of overheating. Real GDP increased signifitributing to uncertainty and weak confidence. The cantly in the first quarter of 1992, but the most 

3
 

1991 



I OVERVIEW 

recent months have seen a weakening of some indi-
cators, including private con!umption. The present
slowdown reflects the unwinding of earlier infla-
tionary pressures and a desirable, but painful, cor-
rection of real estate and stock prices. To ease the 
adjustment process, a number of policy measures 
have already been taken, including substantial 
reductions in short-term interest rates and a front-
loading of public investment spending, and an addi-
tional large economic package was announced at 
the end of August. These measures should help to 
support confidence and stimulate the growth of real 
GDP, which is expected to recover to 33/4 percent in 
1993 following a slowdown to 2 percent in 1992. In 
light of Japan's earlier efforts to consolidate the fis-
cal position, the recent action should not jeopardize 
the credibility of the country's medium-term bud-
getary objectives.

Despite the near-term risks, Japan's medium-
term outlook remains strong, with potential growth
of about 3'1/ percent. The country has prepared well 
for the pressure on public finances associated with 
the aging of the population in the coming two to 
three decades, through the determined pursuit of 
fiscal consolidation and the accumulation of a sur-
plus in the social security sector. The success in the 
fiscal area should permit the authorities to focus 
greater attention on structural reforms, particularly 
in the areas of financial markets, competition pol-
icy, agriculture, and land management. Such struc-
tural reforms would benefit domestic consumers 
directly and would also help to defuse tensions over 
trade. 

Developing Countries 
The developing countries are projected to grow

by 61/, percent in 1992 and 1993, the strongest
growth in more than a decade. The only regions
where the outlook has deteriorated are southern and 
eastern Africa, where a number of countries are 
suffering from the effects of a severe drought and 
civil disturbances. For other developing countries, 
the sluggishness of world demand and the weakness 
of commodity prices have been mitigated by the 
favorable impact on debt-servicing costs of the 
decline in short-term interest rates in the United 
States and Japan and by debt-restructuring agree-
ments. In the Middle East, reconstruction after the 
recent conflict is contributing to a markec, recovery
of activity. 

Beyond these special factors, there is also 
encouraging evidence that stabilization and eco-
nomic reform efforts are beginning to bear fruit in 
an increasing number of countries. Overall, as 
many as 35 countries-accounting for over 5C 'r-
cent of output in the developing world-can now be 
characterized as successful adjusters, even though
the reforms have not yet been completed in all 

cases. A core group of these countries, predomi
nantly located in Asia, began the reform process 
more than a decade ago. During the past three to 
four years, however, a growing number of countries 
in all regions have begun to overcome their earlier 
adjustment difficulties. The experience of these 
countries suggests important lessons for other coun
tries undertaking adjustment and reform. 

During the recent period of sluggish global
growth, the successful reformers have registered
sustained and relatively rapid increases in output.
The key to their performance has been determined 
efforts to reduce fiscal deficits and to control infla
tion. Equally significant has been their recognition
of the importance of market forces: most of these 
countries have acted to liberalize foreign trade, to 
cut subsidies, and to privatize state enterprises. In 
many cases, financial market reforms have also 
been adopted to mobilize financial resources and to 
ensure that resources are allocated efficiently.

For a growing number of developing countries, 
recent improvements in economic performance
have been accompanied by a reversal of capital
flight and substantial capital inflows in the form of 
both direct and portfolio investments. This is a wel
come indication that confidence in the outlook for 
these countries is improving. At the same time, the 
authorities need to recognize that the capital inflows 
can easily be reversed and that appropriate policy
adjustments are required to prevent overheating. In 
several countries, a tightening of fiscal policy
would help to make room for higher investment and 
would permit a reduction of high interesL rates, 
often a major reason for the capital inflows. Allow
ing a real appreciation of the currency may be
appropriate in some cases. It may also be possible
to speed up privatization, which would help to 
retire both domestic and external government debt. 

The considerable decline in the aggregate debt
export ratio of developing countries-from 178 
percent in 1986 to 123 percent in 1992-suggests
continuing progress in managing the debt problem,
particularly in many of the highly indebted middle
income countries. This has been partly the result of 
effective stabilization policies and economic reforms 
conducive to higher export growth. In addition to the 
beneficial effects of lower world interest rates, debt
reduction operations also have contributed signifi
cantly in a number of cases. 

For the least developed countries, most of which 
are located in Africa, progress in alleviating the 
debt burden has been slow, but a number of initia
tives by official creditors, the main holders of this 
debt, have helped to contain the cost of debt servic
ing. However, further measures are necessary to 
promote economic reforms and higher growth in the 
poorest countries, including an early implementa
tion of commitments to raise official financial and 
technical development assistance and to improve 
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Former Centrally Planned Economies 

access for developing country exports. In view of trol does not materialize, inflation will rermain 
the special needs of low-income countries, the IMF excessive, which would impede urgently needed 
has recently extended the commitment period for improvements in resource allocation. In addition to 
access to its concessional enhanced structural the measures announced in July, further efforts will 
adjustment facility (ESAF). be required to reduce the budget deficit, contain 

credit expansion to loss-making enterprises, and 
establish effective monetary arrangements within

Former Centrally Planned the ruble area. In support of the stabilization effort, 
Economies and to promote the necessary restructuring in indus

try, there is also an urgent need to introduce com-
The early phases of the economic transformation mercial accountability and hard budget constraints 

process in Eastern Europe were associated with a for state enterprises, and to accelerate privatization 
marked drop in output in 1990 and 1991. Although and other structural reforms. 
further substantial output declines are expected in The other countries of the former Soviet Union 
1992, there are grounds for cautious optimism that are experiencing much the same difficulties as 
the output contraction may be coming to an end in Russia. Despite early steps to liberalize prices, out
some of these countries. In addition to the inevita- put has been slow to respond to market forces, and 
ble transitional disruptions associated with the dis- numerous obstacles continue to hamper trade among 
mantling of the command system, the reasons for the states of the former Soviet Union. A continuing 
the huge output losses include the breakdown of lack of stability in the ruble area reflects excessive 
trade among the former members of the Council for credit expansion in a number of countries and the 
Mutual Economic Assistance (CMEA); the obso- failure to coordinate monetary policy in the ruble 
lescence of much of the capital stock; rigidities in area. Several countries are now in the process of 
capital and labor markets; and financing constraints, introducing separate currencies, in part to achieve a 
The slowness with which supply has responded to greater degree of monetary independence. In these 
market forces and the difficulties in developing new countries, the need for strong stabilization policies
products and finding new markets-notwithstanding is no less urgent than in the ruble area. Further
a marked increase in exports to the industrial more, countries that leave the ruble area need to 
countries-have prolonged the adjustment period. ensure the prior establishment of payments arrange-

In Eastern Europe, governments moved rela- ments to avoid any unnecessary disruption of trade 
tively quickly in 1990-91 to liberalize prices and to with countries remaining in the ruble area. 
open their economies to external competition. The support of the international community is 
Although progress in these areas has been substan- vital to help to limit the costs of transition and to 
tial, the recent experience has highlighted the limits reduce the risk of setbacks in the reforming coun
to the pace of structural change and the crucial link tries' own policy efforts. Three mutually reinforc
between structural reform and financial stability ing types of assistance are essential. The first is
 
Much remains to be done to establish the institu- policy advice and technical assistance in building

tions and structures of a market economy. Uncer- market institutions. The second is adequate finan
tainties over property rights, the lack of an effective cial support to permit the buildup of reserves and to
 
financial system, and an inadequate supply of man- help to finance investment projects. Finally, the rest
 
agement and financial skills are major obstacles to of the world, and especially the industrial coun
improved economic performance. In addition, tries, will need to open their markets further, on a
 
despite early progress with small enterprises, priva- nondiscriminatory basis, to the exports of the
 
tization of medium to large enterprises has gener- reforming countries so that these countries can ben,*
ally been delayed. These problems have been fit from the multilateral trading system that undei
compounded by larger-than-expected fiscal imbal- pins the success of all market-based e:onomies.
 
ances and a lack of adequate monetary control. The
 
prospects for recovery will depend on the success
 
with which these problems are addressed.
 

The countries of the former Soviet Union are still 
in the very early stages of the reform process. In the To facilitate analysis of trends in developing
Russian Federation, important structural reforms countries and in the former centrally planned econ
have been introduced in 1992, including extensive omies, the Statistical Appendix has been modified 
price reform and unification and liberalization of to show data separately for the two groups. The 
exchange markets. The implementation of other former centrally planned economies comprise the 
major systemic changes and of effective stabiliza- countries of the former Soviet Union, Eastern 
tion policies, however, has yet to be achieved. If the Europe (including the states of the former Yugoslav
intended strengthening of monetary and fiscal con- Federation), and Mongolia. 
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Summary 
Privatization The World Bank Group supports privatization ir -- e context of itsbroader goals of economic deve!Qpm-nt and the ,,. uction of poverty.1The Lessons of Experience An efficient private sector makes essential contributions to the attain

ment of these goals. Among the means available for promoting privatesector development is the privatization of state-owned enterprises(SOEs). Privatization, when correctly conceived and implemented, fos-
Sunitaikeri ters efficiency, encourages investment (and thus new growth and employment), and frees public resources for investment in infrastructureJohn Nellis a-d social programs.
Mary Shirley Privatization is a complement to, not a revlacement for, the otheraspects of the development of the private sector in the World Bank's 

member countries. In many instances privatization will be less import
ant for the growth of the private sector than the emergence of newprivate businesses. Measures that support free entry by private opera
tors will be crucial in shifting the balance ofeconomic activities from the 
public to the private domain. 

This book reviews the experience of countries with state-owned en
terprises and with the privatization of these enterprises. The main 
lessons of experience are dear:. 

" 	 Private ownership itself makes a difference. Some state-owned 
enterprises have been efficient and well managed -z-some periods,
but government ownership seldom permits sustained good perfor
mance over more than a few years. The higher probability of 
efficient performance in private enterprise n-eds to be considered 
in choosing whether to invest public funds L-iSOEs or in health, 
education, and other social programs. 

" 	The process of privatization, idthough not simple, can work and
has worked; this is Uunc for a variety of enterprises in a variety of 
settings, including poor countries. 

The World Bank 
Washington,D.C. 

These lessons are already being put into practice. Privatization is
widespread and accelerating. More than eighty countries have launchedambitious efforts to privatize their state-owned enterprises. Since 1980, 
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more than 2,000 SOEs have been privatized in developing countries and 
6,800 worldwide. Up to 1990, many of the SoEs sold in Bank borrower 
countries were small or medium in size. The past two years, however, 

have witnessed an increase not only in the number of large SOEs being 

sold or readied for sale but also in the number of countries adopting 

privatization and in the pace ofsales. 
The World Bank Group has actively supported privatization in more 

than 180 Bank operatiuns, 50 advisory support and investment opera-
tions by the International Finance Corporation (IFC), and three projects 

by the Multilateral Investment Guarantee Agency (MIGA). Because the 

three institutions have complementary roles, Bank Group support adds 
up to more than the sum of its par, 

Why Privatize? 
Developing countries have created SoEs for many reasons: tobalance or 

Deplevelopinorieae cretproued hf ranreson tio an oconditions. 
replace weak private sectors, to produce higher investment ratios and 
extract a capital surplus for investment in the economy, to tr'ansfer 

technology to strategic sector, to generate employment, and to make 
goods available at lower cost. Although many SOEs have been produc-

tive and profitable, a large number have been economically inefficient, 

incurred heavy financial losses, and absorbed disproportionate shares 

of domestic credit. 
Of particular concern to governments is the burden that loss- making 

SOEs place on hard-pressed public budgets. SCE losses as a percentage of 
grooss domestic produelt (GDP) reached 9 percent in Argentina and Polandprvdgo domstichrodu re80 9fperntin's350e authedf Argentinlyd
in 1989; through the 1980s about half of Tanzania's 350 SOEs persistently 

ran losses that had to be covered from public funds; in Ghana from 1985to 1989 the annual outflow from goverrnent to fourteen core SEs 
toeragedt ofl fteen sMexico,199 en from gndinChinabovnmrent core
averaged 2 percent of GDP; and in Chirna about 30 percent of SOEs were 

loss-making in 1991. The losses have important consequences: Mexico's 
minister of finance has noted that a fraction of the $10 billion in losses 
incurred by the state-owned steel complex would have been enough to 
bring potable water, sewerage, hospitals, and educational facilities to an 
entire region of the country (Aspe 1991). 2 

Virtually all developing countries, beginning in the 1970s and contin-
uingtthroughlthee1980snadoptedtprogramstonreged the9 cass ofnoocases.uing through the 1980s, adopted programs to remedy the causes of poor 

SOE performance-but without changing ownership. The World Bank,
oliy daloge, ctielywored ithborow-Studiesthrogh ts endng nd

through its lending and policy dialogue, actively worked with borrow-
ers to implement these reforms. Many of the refopd programs hadf 
positive results. But they proved difficult to implement and even harder 
to sustain, both in industrial countries-such as New Zealand and 

Japan--and in developing countries. In the Republic of Korea, where a . 
reform program put a group of So:s in the black for three years in the \ 
ed198 losses have since reoccurred. A number of soes that the 

Bank's World Deelopment Report 1983 cited as wer on the road to 

iproved performance because ofexemplasyreform effortshmanufac
turing SOEs in Pakistan, the Senegalese bus company, and fertilizer soBs 
in Turkey-either have failed to improve in performace or have dete

riorated. Growing recognition by governments of the limited and un
sustainable nature of past reforms helped fuel the drive toward 
srivatization in the 1980s. 

SO s can be placed on an economic-financial performance spectrum 

that ranges from very good to very bad. Although the same is true for 
private firms, there is considerable evidence incica ing that the median 
point on the private enterprise spectrum lies higiier than the median on 
thepublic enterprisespectrum.This is true underall marketand country 

The decision concerning what to privatize and what to
 
reform should thus tend toward privatization asthe outcome most likely

to produce positive gains. The likelihood that SOESwill cause problems
 

places the burden of proof squarely or their advocates. The evidence in
 
place repeatedly points to the conclusion that ownership itself
 
matters.
 

The Impactof Privatization 

The benefits from properly executed privaization have to
b 
considerable, as is shown by cases in Latin America, Africa, and Asia, aswell as in industrial counties. Privatization improved domestic welfare 
ieleven oftral cses naly W Bank ielaizte orld
in eleven of twe,*, a cases analyzed by the World Bank in Chile, Malaysia, 

and the United Kingdum.3 Productivity went up in nine of the
twelve and showed no decline in the other three. Expanded investment 
and diversification of production resulted in rapid growth in many of 
thethe firsudidfirms studied; forf example, the Chileane lelephoneip cocompanyw doubledpleuth in o many o 
its capar:.ty in the four years following sale. Labor as a whole was not 
wos c in tai o acu al Laorce nt 
worse ff, even taking into account all layoffs and forced re!renents.
 
Consumers were better off or were unaffected by sale in a maj.-ity of 

Buyers of the firms made money, but in the main the otherstakeholders--labor, consumers, and government-gained as well. 

studesa aro outs cine WorBn also swap t
and data from outside the World Bank also show that privat

ized companies grow more rapidly and are better able to contain their 
costs than before privatization. In forty-one firms fully or partially 
privatized by public offerings in fifteen countries (most of them indus
trial, but the list includes Chile, Jamaica, and Mexico) returns on sales, 

http:capar:.ty
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assets, and equity increased and internal efficiency improved because of 
better utilization of physical and human resources. The firms improvedtheir capital structure and increased capital expenditures. Their work 
forces also rose slightly, thanks to higher investments. 

Most privatization success stories come from high- or middle-income 
countries. It is harder to privatize in low-income settings, where the 
process is more difficult to launch. But even in low-income countries the
results of some privatizations have been highly positive, as shown 
below. 

Revenues from sales have been large in some countries, but in most,net revenues have been modest because of small transaction size, the 
cost, of settling enterprise debts, and payment of delinquent taxes and 
transaction fees and because many sales have been on crediL More 
important, privatization has reduced subsidies to SOEs and has led to 
increases in government income when taxes pa!d by privatized firmshave exceeded the sums previously paid by SOFB. In Mexico transfers 
and subsidies from the government to SOEs delined by 50 percent 
between 1982 and 1988; the stabilization program after the 1982 shock 
was the most important cause, but privatizations, which began in 1984..helped lock in these reductions, 

Conditionsfor Success 

Two main factors affect the outcomes--in terms ofeconomic productiv-
ity and consumer welfare-of privatization (see figure 1). One k, the 
nature of the market into which the enterprise will be divested-that is,
whether it is competitive or noncompetitive. Pr.- .atization ofenterprises
in competitive and, in particular, tradable sectors such as industry,
airlines, agriculture, and retail operations is likely to yield solid and 
rapid economic benefits as long as there are not economywide distor-
tions that hinder competition. Even with such distortions, privatization 
can have the benefit of reducing the fiscal burden of soE subsidies and 
exposing fully the costs of the distortions, 

The second factor is country conditions: the overall macroeconomic
policy framework and capacity to regulate. Privatization of both com-
petitive and noncompetitive enterprises will yield more immediate and 
greater benefits the more market-friendly the policy environment (the
top panels of the figure). For this reason, the World Bank Group often 
supports privatization as one part of an overall government program of 
exchange rate, fiscal, trade, and price reforms. When privatization in-
volves enterprises in noncompetitive markets-usually large SOEs oper-
ating as natural monopolies in such areas as power, water supply, and 

SUMMARY 

Figure1. PrivatizationLA FranworkforDecisionmaking 

Enterprise conditions
 
Country 
 Competitive Noncompetitive

Compeitive Nocompetlv
 
High capacity Decision 
 D/oision 
to regulate; a Sell • Ensure or instal 
market-friendly appropriateregulaory 

* Then consider sale 

Low capacity Decision Decision 
to regulate; * with attentionSel Consider pvatization 

competitive of managementconditions arrangement,,* Install market-friendly 

e Install appropriate
regulatory environment 

* Then consider sale 

telecommunications-a legal and regulatory system must be in place to 
protect consumers. G- d policies and regulatory capacity are correlatedwith income; thus, middle-income countries tend to be in a better 
position to privatze rapidly enterprises in noncompetitive sectors.The ptivatization process itself is also easier it the enterprise is in a
competitive sector and the environment is market-firiendly. The sale of 
an enterprise in a competitive sector in a favoraAe country setting (the 
upper left-hand panel in the figure) requires little more than adequate
attention to transparency in the transaction and the lifting of any inap
propriate regulations or price controls. In unfavorable country settings,
where the existing nrivate sector is small, capital markets are thin, and 
the interest of external investors is limited, the sale of enterprises even 
in competitivesectors maybe more difficult. But thebenefitsin economic 
gains are potentially large, especially in comparison with the continued 
operation of a loss-making SOB. 

Privatization turned a near-moribund textile company in Niger into a
profitable exporter. A finance corporation in Swaziland, closed as anSoM 
became a profitable private company in two years. Privatization helped
put an agroindustrial enterprise in Mozambique on a profitable footing.
Privatizatio. s succeeded because they brought in owners with the nec
essary resources and skills and, more important, a direct stike in the
performance of the company. They ended enterprises' ready acess to 
government subsidies and protection and often contributed to itcreased 
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competition- This is not to say that privatization always and only pro-
duces positive results; negative outcomes have occurred. It is the task of 
governments and the agencies assisting them-including the World 
Bank Group-to structure the enabling environment and the transac- 
tions in such a way that the potential of privatization is fulIiUed. 

For the sale of enterprises in noncompetitive sectors (the right-hand 
side of the figure), the steps are more numerous and the process is more 
difficult. The enterprises are larger, foreign investment issues are even 
more salient, and again-especially in lower-income countries-capital 
markets are thin.Successful privatization of natural monopolies requires 
a regulatory framework that separates out potentially competitive activ-
ities, establishes the tariff regime, ( rifies service goals, develops cost-
minimization targets, and creates or strengthens an agency to supervise 
the process. Governments will need to be alert to ensure free entry 
whenever competition is possible. Particularly in lower-income coun-
tries, contracts, leases, and other ways of privatizing management are a 
step in the right direction: they are beneficial in their own right, and they 
launch a transition to full privatization. Even if management ef the entire 
enterprise is not privatized, services such as billing, construction, and 
office maintenance can be contracted tothe private sector. 

Implementation 

Governments need not attempt to plan the privatization process down 
to the last detail, but they must set the principles, choose between 
potentially conflicting objectives, and supervise the fairness and out-
come of the process. 

Defining the Objectives 

The economic benefits of privatization are maximized when govern-
ments make improved efficiency the number one goal-by using 
privatization to enhance competition and by ensuring 2 competitive 
market that reinforces the benefits of privatization. Maximization of 
revenue should not be the primary consideration. It is better to eliminate 
monopoly power and to unleash potentially competitive activities than 
to maximize revenues from sales into protected markets. And it is better 
to construct appropriate regulatory frameworks to protect consumer 
welfare than to increase revenue by selling into an unregulated market. 

Similarly, short-run distributional considerations, although they can-
not be ignored, should not be pursued at the cost of managerial compe-
tence. Privatization should aim to improve corporate governance, and 

that may mean forgoing widely dispersed ownership in favor of an 
owner with enough of a stake to have strong motivation and the control 
needed for turning around a troubled soF. in addition, sale of SOEs 
through public offerings, which isattractive because it mutes the charge 
that domestic elites or foreign investors are being favored, is difficult to 
launch and manage, and delays have been a common result. 

What, How Much, and How Fastto Sell 

Many countries began divestiture byselling small and medium-size SOES 
in competitive sectors. Such sales are simple and quick, involve little 
restructuring or postsale regulation, and are politically low-risk. Start 
small, learn by doing, and move on to larger, more complicated ransac
tions: thiswas the primary lesson of the successful experience in Mexico. 

But there is no single strategy, and the choice of where to begin 
depends on investor interest, on government capacity, and on identifi
cation of the sectors and enterprises most in need of new investments 
and improvements in efficiency. A growing number of governments are 
opting to launch their privatization programs with sales of large and 
often poorly performing public utilities. They believe that the window 
of political opportunity may be but briefly open, that divestiture of a 
major SOE will signal commitment to investors and markets, and that the 

economic returns of enhanced efficiency in a large firm will outweigh 
the potential risks. This strategy has most often been used in Latin 
America (for example in Argentina), and to good effecL 

Surprisingly, a number of loss-makers have been successfully sold. 
Most of the [Fc's privatization transactions involved SOEs that were 
making recurrent losses; many had actually been closed. These compa
nies required investments for modernization, and privatization pro

vided access to private investment capital 

PrivatizingManagement 

Management contracts, leases, or concessions, as methods of privatizing 
management, are particularly beneficial in low-income countries with 
weak capital markets end banking institutions, limited investor interest, 
and weak regulatory capacity. When management contracts (whereby 
the government pays a fee to a private company to manage the firm in 
queation) are correctly drawn up, the gains can be considerable, but they 
necessitate good drafting and good supervisory capacity in government. 
Leases provide greater incentives to reduce costs and maintain the 
long-term value of the assets, since the private party assumes commer
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cial risk and pays a performance-based fee to the government. Conces-sions go even further-, the holder, in return for a long-term lease, assumes
responsibility for capita!expenditures and investments. Experience with 
this mechanism in developing countries is still both slight and relatively 
recent. 

reparationfor Sale 

Restructuring-legal, organizational, and managerial changes, financialworkouts, and labor shedding-is often a necessary prelude to sale,especially for large firms. (Small and medium-size SoEs can be success-fully divested with hardly any prior restructuring.) Changing manage-ment and settling the liabilities of the SOE are standard measures insuccessful transactions. 
Layoffs do not always accompany privatization; in Mexico, Philip-pines, and Tunisia privatizations actually led to increased employmentBut where large-scale labor shedding is required, it is best handled bythe state. Buyers may demand protection and subsidies in exchange for

taking on excess labor, reducing the efficiency gains from privatization.The government is better able to mediate union demands and to designmeasures for alleviating the social costs through retraining, severance pay, unemployment insurance, and other elements of the social safetynet. The support of workers has been elicited by undertaking publicawareness campaigns explaining the costs and benefits of privatizationand of the alternatives, by allotting workers free or subsidized shares inthe privatized firms, and by Lranting adequate severance packages.
Large new investments for plant modernization or rehabilitation pricr 

to sale should be avoided. Getting the private sector to finance invest-ments and take te risk is a prime reason for privatization in the first
place. There is also little evidence that governments recover the costs of

physcal estuctuinginte frm o hiher ale priesswaps 

Physical restructuring in the form of higher sales prices. 

Pricingand Valuation 

Letting the market decide the sale price through competitive bidding isthe optimal method. Enterprise vduation is difficult in the best of
circumstances and is doubly so in developing countries and in formersocialist economies that are undergoing macroeconomic changes. Inthese situations, information is weak, comparables are few, and themarket is thin. Although some external or independent valuation isuseful for setting a floor price and ensuring a fair process (particularlyin countries with weak capital markets), technical methods seldom 
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determine the market price for an enterprise. Overvaluation and unrealistic price expectations can delay the process or even lead to valuations
that bear little resemblance to what any buyer will offer. 

Financing 

Government decisions often compound the financing constraints imposed by weak financial systems. A surprising number of governments
have put SOEs on the market while at the same time issuing high-yield,low-risk, tax-free government bonds, which compete with the SOEs as an investment. Some governments have further narrowed the salesmarket by excluding or favoring certain ethnic groups and by placingrestrirtions on foreign participation. Ways of satisfying political concerrts without curtailing the market include reserving free or suhsidizedshares for groups that would otherwise not be able to participate,keeping a "golden share" for government (with voting rights restrictedto decisions on major changes in the firms), and combining sale of acontrolling interest to a foreign investor with widespread distribution
of the remaining shares to citizens and employees.

Selling for cash is preferable to accepting debt, even if this means alower price. Outright sale c!eanly severs the link between enterprise andstate, and cash sales provide the liquidity needed to pay enterpriseliabilities, including severance pay. Many countries have resorted togovernment-financed sales for debt because financial systen's are notdeep enough, the SOEs are not sufficiently attractive, and the preferredbuyers are illiquid. Lowering the price, selling in tranches, or even giving
small assets away may be preferable to lavish use of debt.Debt-equity swaps can ease finanng constaints and help improve a 
country's investment climate. In Agetina Chile and the Philippines,ouaps ivesten ci n reiitar handhave helped bring foreign investors and co~nercial banks intoteilippinto
transactions thatmight not have occurred in their absence. Nevertheless, 

swaps must be used carefully. The government may be better off to sell
the asset and use the proceeds to buy back debt on the -..rket. Heavilyindebted counL-es may not have a choice, however, as a large debtoverhang may deter investors from buying SOEs-particularly largecompanies that require new investment. In these circumstances, debt
equity swaps can be useful. 

Investors' concerns about whether they can raise sufficient capital tomodernize and expand may be a stumbling block to the sale of largeSOEs. This is particularly so in infrastructure, where sales income is inlocal currency, raising worries about convertibility and exchange risks.Recent Latin American experienceshows thatwhen macroeconoicand 
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regulatory frameworks are sound, investment capital can usually beraised without any guarantees. But in other cases, where perceptions of 
bilateral donors in accessing financialcountry risk are high, some assistance from international agencies andfi-mar _cts may be required to 
biaceral ons 
s inccesing fiacialnance 	 ent se ruidsu ot fi-investments in newly privatized enterprises. Such support is 
currently provided to private investors by the Huc and, more recently,through MICA,which insures noncommercial investment risk. 

Managingthe Transaction 

An important lesson of experience is that transparency is always essen-
tiaL This means competitive bidding procedures, clear criteria for eval-
uating bids, disclosure of purchase price and buyer, well-definedirstitutional responsibilities, and adequate monitoring of the program.
Lack of transparency can lead to a perception, justified or not, of unfairdealing and to a popular outcry that can threaten not only privatization

but also reform in general. Both transparency and speed are served when

policy responsibilities for priv 
 --ation are centralized in a strong 

agency, answering to the political top, with a dear mandate and author-
ity and a small,highly competent staff. 


Privatization in Eastern Europe and Central Asia 
In the former socialist economies, enterprise numbers are larger and the
economic and social importance of SOE sectors far greater than in the rest 
of the world. Whereas in mixed economies privatization is a tool forincreasing efficiency, in the former socialist economies many view di-
vestiture as an end in itself, essential to the transformation from a
command to a market system. 

To date, the number of enterprises divested in former socialist econo-mies (excluding the former German Democratic Republic) is small inrelation both to sector size and to early expectations ofhow fast transfers 
would take place. The causes of delay include weak legal frameworks;an insufficient (or very expensive imported) auditing, consulting, andfinancial apparatus; thin local capital markets and lack of liquidity inthe p<oulation; and suspicion of investors-foreigners because theyare foreign, and domestic because they were, usually, part of thenomenklatura (the roster of officials approved by the Communist party).
It must be recognized that the costs of inaction and delay are very great.Presently, enterprises receive neither central commands nor adequate
market signals; this is the worst possible situation. There is a strong case
for massive and rapid privatization to create quickly aproperty-owning 

SUMMARY 

Box 1. A Checklistfor Privatization 
.( 	 The more market-friendly acouintrys polic frmwok-and appro

priate policy is correlated with capacity to regulate--the less difficultyitwill have in privatizing an so., and the higher the likelihood that the 
sale will turn out positively. 

o soes functioning in competitive markets, or in markets easily made 
competitive, are prime candidates for privatization. Their sale is simple, compared with that of public monopolies, and they require littleor no regulation. 

of An appropriate regulatory framework must be in place before monop.
olies are privatized. Failure to regulate properly can hurt consumers 
and reduce public support for privatization.

of Countries can benefit from privatizing management through manage
ment contracts, leases, contracting out, or concessions.

V The p.! mary objective of privatization should be to increase effi
ciency-not to maximize revenue (for example, by selling into pro
tected markets) or even to distribute ownership widely at the expense
of managerial efficiency.V Rather than restrict the market by excluding foreign investors andfavoring certain ethnic groups, governments should experiment with 

"golden shares" and partial share offerings to win acceptance forforeign and other buyers. 
Vt Avoid large new investments in privatization candidates: the risksusually outweigh the rewards. Rather, prepare for sale by carrying out

legal, mai iagerial, and organizational changes, financial workouts, and 
labor shedding.

#I Experience shows that labor does not, and need not, lose in privatiza
" 	•
 

ment through adequate severance pay, unemployment benefits,
retraining, and job search assistance. 

V 	Ideally, let the market set the price and sell for cash. Realistically,
negotiated settlements and financing arrangements or debt-equity 
swaps may be unavoidable. 

V 	Inall privatizations,inall cuntrie the trnsactim mustbe h'anspa
 

group of sufficient size and political weight that will respond to price
signals and support the steps necessary for the transformation. 

Innovative methods of privatization are being devised, includinggiveaway schemes to the population at large (often called "mass
Privatization"), state-assisted financing, distribution of free or low-cost
shares to employees in prvatized firms, and use of new types of invest
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ment-management companies to run groups of companies and diversify
risk. Mistakes are bound to occur, and the emphasis should not be on 
avoiding r-sk but on ensuring flexibility. Experimentation with all avail
able privatization methods should be supported. As experience accumu
lates, the methods that work best should be strengthened, and misL~kes 
or oversights corrected. 

Therefore, although the set of tactics optimal for the former socialist 
economies may not yet be dear, the general strategy for achieving these 
countries' objectives, given their circumstan-es, is apparent: privatize; pri
vatize inall possible ways that encourage competition; and adopt methods 
that do far more than privatize firms one-by-one, including the transforma
tion of all enterprises into joint stock companies. 

The lesson that ownership matters has been heeded: increasingly, gov
ernments worldwide are moving to tap private management and finance 
and to privatize. Governments intent on privatizing face a challenge: the 
benefits of efficiency and innovation only materialize if privatization is 
done right. The lessons of experience provide guidance on how to 
privatize successfully (see box 1). The task of the World Bank Group is 
to assist countiies to realize the promise of privatization while minimiz
ing the costs. 
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who maintn" communit or nation. ely. headedby Mr Chuhii. They
allit poeltlUnS are bitterly opposed. are: 
One of them. Mr Gennady Savenko, 
bit weekthrew a Fistful of privaill. 
muon vouchers In the lace of Mr 
Chubs". ahouttng 'all property of 
any worth will end up nt hehand 
of the rich" 

This is a widely held view. As Mr 
Konsrantin Ovchinrkov. a govern-
ment chauffeur, remarked. There 
used to be a communist alogan
about the weet: it was where 'the 
rich get richer and the poor get
poorer' That's what Drivaltition 
will mea." This overwhelmingly 
poor sitety, which wasaccustomed 
to officially promoted egalitarlan.
Lim, ba grown even poorer over 
tI' pest two years,Now it Is being
askedto toleraie the rapid expAn,
sion of a conspicuously wealthy 

The young oficials charged with 
the privalisatton project acknowl. 
edie this. but counter it. "There 
already was Lnthe socialist times a a 
pinvilegd class - hus and hid 
din," saysMr Maxime Boiko. chie 
aide to Mr Chubaa "In a market 
economy, of course, it become@open
sod evident. But I think this court. 
try has Large tolerance for 
inequality." 

The prIvautition scheme. which 
oMcuIajyopenedyesterday, is cot. 
pie. In it& first stage. voLchere 
with a value of Rb3ll0,00 - gIving
the berer the right to buy company
ihame- are to be distributed to 

everymemberof thepubucthrough 
40.000 branches of mvings banks 
aross the country In a country of 
15M peopl,. this Man that about 

' .- O.. 
0,. 

. - . 2. FreealscaovofO%d 3 Fa osof20%eo* Theoftol51% 
cveeauldo = s nohAwomaen)11,111'ot *oa rapm40 .061 of "ll"10l . oke" 10% VaelOya"orwotinsuworkeee foonscornv cofiacteewruen. 

- 5{0 7%of lonlw cormroy a une 20% Oa 

Vl3.0115processs 

A() 

eu"iIO cot oible rn 
ys-nly, s reo.Itateh e O c to b e r 

r e v o lu tio n 

0 Theassignment of 25per cent of 
the eharesto the "work collective" 
(managersend workers) for free, a 
further 10per cent mouid be aval. 
able to workers and 5 lr cent to 
managers at G.7 per cent of th 
shares book value. which state 
auditors amigned to them, Workers 
would e joy a further 50per osis 
discount on these4huse. 
a Te oller o 51 per conl of thes 
shares to the collective st 1.7per 
cent of their bookvalue. 
O The assignment of 20per cent of 

t0. ;hares, for free,to thosework. 
wr and managers who chose to 
form a group comitted to instruct. 
aur1gthe company, a further30 per 
cent would be sold to aji members 
of the collective at 01 rotr cent of 
book valu 

Under each option,the work col-
lective can ue both Its vouchers 
and cash to buy the -ar=., though

limit o 3oper cent of the total hua 
besn let on the number of &hare 
which can ho bought through
vouchers In addition, at least l0 per
cant of the share must be availabile 
to the general public to buy with 
their vouchers, 

The general public ceo sell their 
vouchers for cash.or us@them to 
buy shao in the prtvatied compe.
nits. which are to be auctioned 
after December I The vouchers 
must be apent before the end of 
next year or they will lose their 
value They are to be redeemed by
the government, while the cash 
spent on the purchase of shares by
the public will go to local and 

froci the pricilstllon of shop and 
amail tuaiasme which Is already 
inder way. 

But In patlctie, U seemalikely
that most foreigners will stay out of 
the Rulsaln market u-tll ownAorsp
eM control patterns have emerged 
over the next year or two - the 
e tlmated timeIt will take fully to 
peivatie theI 1are companie. The 
legal atruclure Is atill raw and 
Incomplete, the enterprises ar little 
known; and their monlrrents a 
not yet fliMar with the demands
of a market economy.

Mr Chubal pointed out that some 
foreign companies hive concluded 
some"very interestig" deals under 
which they would maist the work 
collectlves In Luylog ahares In 
exchanle for a part Of ohmshre 
capital. Despitethis. privathalion is 

rerom 
No one Is certain how many ciU. 

sn wll op to sell their vouchers. 
Even before yesterday's distribu 
Ion. a &conday markt hadbegun
in which people. especially the 
elderly. hadpr -sold their vouchers,
reportedly for around their face 
value or alightly above 

Mr Chubals believes. an thehAL 
of his own polls. that ocny inne 30 
to 40per cent ofthe population will 
sellther vouchers Other estilte 
madeby oppoaluon dsput s claim 
that so per cent will do so. 

For those who hold on to thei 
shares, andv-ho are not membors of 
compenies to be privaused - such 

s atate school teachers. municipal
workers andothers - the 100or so 
mutual funds already set up are 
likelyto beattractive. 

theory foreigners arefor 
the most pet sofree seiRio 
silan to take part noli 
"salk of the century'. They

I 'I'Mrtltctsd from inveetingarL 
In some defenceend energy enter. 
pims. and they hive beenexcluded 
- encept by special permlsion 

unlikely to prove a quick boonalza .ate-cont sector. In whichrolled
for foreign c.apitUlIt se the cos. managers an workers constitute a 

But will prlvaltion brn ahout
the dynamics of a genuine markiet 
economy, asi the government
Intends? Or W the exercise marely 
reaull in companies nominally
owned by their workers and manag-
lrs. but continuIng to demand satt 
protection and champcredits. and 
threatening production atrikes If 
they do notget them' Such tlnden. 
cisre evident In many private
enterprises which already eist. 
Indeed,the entire process clearly 
mean different things to different 
people. 

To many. privatisation ha 
siresdy hppened On most cacula,
ions, morethan 20 percent of the 
Russian woklkorcm io employtd In 
the "private" aector - In about 
2IO.00 operatives created as pt. 
vate enterprises. in former state 
shopswhich already have been 
taken private, and in foreign comps,
ties and oint ventures. In addlion. 
there are many larger companies
which hive recently been taken 
over by their workers ad mani. 
ere Some have done so through a 
nowlrepeled Soviet Law.while oth. 
ea have beentaken over Illegally.
with management agreeing with 
their workers, to create a comlpany
owned 100per cent by themselves, 
and bribing local bureaucrats to 
register It. 

This procss. known - "wld" or 
roviestkiur privallitlon, has 

given rie to a secti"r known uIl 
cloaed joint stock companies. In 
these.sharesare not traded. Man 
aement usually sereMLe d faote 
control. and In many cAass now 
buying back sham issued to work 
em In ecbng for roubles, hard 
currency or imported goode.This 
practice has largely gone unpun.
lohed andis likely to Irritate those 
comparies now being told to prvet.
Ir soordns to the role. 

Privatisalon may mean quite
another thing within the larger, 

a4066oto 

eratn ln 
largely united) clm. Despite the
ptteontroll overvoea landih 
progressive collar,, of effectivecontrol over companies the 

government formally owns, they
generally havenot adopted marikt. 
orl1 ol ng iveme or mar
itig srategies tnsteade they have 

kept pricepsA l whiet inggvpossible whoce deming goer. 
mei support or cheap credit from 
commercial banks to keep them 
goir - so far successfully Mean. 
el.*~**~wide.the lick of bankruptcy Ilgia
Lionwh chisepectedtobe 

tha later thin month) baa meantculnone o( thhm entrpise 

o buie 
Thu resutac I wholly turLstoisoseatehewnar 

Teatne osqec fptarmteoi"1IJd U.n lXUl 

tetr;h o uctly 
comnpete on an iternitionra level 
This - coupled with the more 
restrictive monetary policy the ty 
erment my. it is determined to
 
adopt - will ceruinly mean the
 
and for many companies, andunem
ployment for their workers. T erin 
a vast amount at atake 

For this rmm. the indltrlaJists' 
lobby - rpretented most noabl 

,
 

by MirArkady Volsky. headof the
 
Union of Indusirtljtst art4 Entrw
preneurs, and General Alexander
 
Rulakol. the vice-president - Is
 
actually a much tougher opponent

to the government thin the noisler
 
crtIcs on the far left and right In a
 
recent Interview in Ribochipa Tot.
 
buna. adaily newspaper. Mr Volsky

mid the privaliation programme

was "too strict", andcailed for the
 
legal right of the collective to buy

all their own shares and form the
 
kind of closed Joi ltock coMpenlee

created by the soc "wild" pdt.

valuaUins.
 

Ultimately, since Rusmia i at 
least pertly democratic. the People
aihoulddseld. Butthey ippeu con. 
fused This is no surpriseime they 
ar being askedto grapple with 
strange concepts and unfamiliar 
choices.and the postSoviet bureau. 
cr cy is not makingthe job ens 
easier. For most Muscovites, the 
only oMtal notice of ye arday'e
voucher cherne was a typewritten 
memo poated t the I-lit ball of 
teIr apartment blocks, 

The government is planning an 
Information drive including media 
advertising. packagea explalning
the options to companies and even 
e prlvatLsatlon gameahowott TV. 
But It Ia grossly overstretched. 
despite resources for the pro. 
gramme supplied by the European
fank of Reconstrucuon and [level. 
opment, with amistance forn the 
World Bankand the EC 

"Thisisthestartofcapitalistedu. 
cation In this country." sMd Mr 
Chubalson the eveof the campaign.
I will bea long, hard lessons. 
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The Old Competition With Marxism !sn't Over Yet
 
By Tkomna Plawt 

HE demise ofSoviet-style commu-
tusm in Europe spelled the end of 
the cold war, but not the end of th.e 

Marxist challenge to capitalism. The 
democratic trends, apparent in regions of 
the world where liberalism has never be-
fore taken rot, create afalse impression. 

Free enterprise appears to be on the 
march everywhere. Individualism appears 
to have triumphed over collectiim. And 
history appears to have consigned Marx-
ism to the "dustbin" Marx reserved for 
capitalism. But socialism is not dead. 

Indeed, Marx's second coming may be 
just around the comer. Moreover, aresur-
gent Marxism will mount a more formuda-
ble challenge to the ideas and institutions 
associLed with Western classical liberal. 
ism than Soviet communism ever did. 

The logic of political circumstances in 
many regions of the world suggests that 
an anuliberal backlash is imminent. In the 
former Soviet Union and Eastern Europe,
the attempted transition from central 
planning to the free market has brought 
hardship and diillusion. Nowhere has the 
transition been srnooth. 

In Russia, Bons Yeltsin faces a major
challenge from conservaiive opponents of 
radical market reforms who want to keep
the old structures of state control largely 

intact. Poland's 1991 elections, as well as 
more recent opinion polls, leave little 
doubt that the people are profoundly dis-
enchanted with economic 'shock ther-
apy." In Czechoslovaki, Vaclav Klaus's 
zeal for privatization undoubtedly helped
Vladimur Meciar's Movement for a Demo-

straws in the wind. It is possible that 
other governments, In the former Soviet 
Union and elsewhere, will fall in free and 
fair elections. If so, it will mark the begin-
ning of a new era in the struggle between 
free-marketeers and Marxists - an era in 
which ballots, not bullets, will determine 

craic Slovakia and contributed to the Slo- who wins and who loses. 
vak decision to secede. In Romania, vot-
ersalso handed ex-communists avictory 
at the polls. 

In September 1992, when Angola held 
its first-ever open, multiparty elections 
and the Marxist Popular Movement for 
the Liberation of Angola won a convinc-
ing 	 victory, Western observers could 
shrug it off as afluke.After all, Angola re-
mained under Portuguese colonial rule 
until the rrdd-197Gs and was then ravaged
by a civil war that lasted 16 years. 

Shrvggng off Lithuania is not so easy.
In mid-November the Democratic Labor 
Party (DLIP), headed by Algirdas
Braszauskas, won alandslide victory over 
the anticommunist party, Sajudis, In Lith-
uania's fust post-Soviet elections. The 
DLP gathered a total of 80 seats in the 
141 -seat parlianent; the alliance led by

Sajudis won about half asmany seats. The 
major issue: President Vyautas Landsiber-
gis was blamed for pushing economic re-
forms too far, too fast. 

The electoral setbacks for market-ori-
ented liberal parties in Slovaaa, Rqma-
nia, and Lithuania, as well as defeat of the 
anticommunist UNITA in Angola, are 

It is also entirely possible that a back-
lash against International Monetary Fund 
(IMF)-inJuced austenty measures in Af. power at a critical moment. The United 
rica and Latin America will redound to the 
benefit of socialist parties. 

T 	 F Marxism does make a comeback, it 
will have a wider moral and political 

I. respectability thian it had durng the 
heyday of the cold war. 

Marxism-Leninism was a singularly
Russian invention. The 'Soviet" leaders 
who peddled it - with the exception of 
Mikhail Gorbachev - were brutal and 
clumsy. As aresult, from the October Rev-
olution in 1917 until the Soviet collapse 
in December 1991, Marxism was bur-
dened by the legacy of Leninism and Stal-
inism. Of course, there were many turn-
of-the-century Marxist Lntellectuals in 
Europe, including Russiaiw. who opposed 
Lenin and rejected his penchant for vio-
lent revolution. But it was Lenin's Bol
shviks who ultimately prevailed. 

The next wave of socialists will be very
different from the Bolsheviks. They will 
come to power not by subversion and rev-
olution, but by winning open, multiparty 

elections. They will not carry the stgma
of state terror and totalitanan repression
They will represent a morally viable so
cialist alternatirve to classical liberalism 
a major advantage in societies where 
"capitalism" has long been associated 
with exploitation, colonaiism, and Lmpe
rilism. 

Liberal democracy cannot rest on its 
laurels. President-elect Clinton assumes 

States needs aforeign policy based on en. 
lghtened self-interest and designed to 
demonstrate anew that democracy and 
capitalism are both economically and 
morally viable. In practical terms, that 
wll mean the US must find new and mno
vative ways to help econormcally dis
tressed 'trwsitional democracies. If tus 
means easing IMF pressures for belt
tightening, anti-iMlationary policies or 
exemption from GA'Tr rules governig re
ciprocity and fair-trade practices or tem
porary tolerance of 'o con
sumers and producers, so be it. 

The challenge ior free-market liberals 
in the Wzst will be to show not only thai 
capitalism is more efficient than social
ism, but also that it is compatible with dis. 
tributve justice. 

U Thomaa Magstal urites frequently 
on internlionJa,ffairs. His latest 
book is "Nations and Governments: 
Comparative Politics In Regional Per
spective' (St. Martin's Press, 1991). 
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PERSONAL VIEW 

Russia on the brink
 
By Jeffrey Sachs and David Lipton 

Russia's eco 

nflic reforms 

Ia confusion 

communist 
cuonteraitack, 

[t'= tlruand neglect ..he * I]IT ' 'l: 

actitllg prime mtnhtier. Mr 
Yegor Gaidar. have achieved 
gret vcci-sne's in launching
radical peisali,ation pro 
gramnic treengipricei yen 
log the economyisid uod..rtkig fundametal legal reforms 
SlutIhese achieviments are on 

retermrs.ledbyfl~if oel'l ti, .. 5 ~'"--"' 
a.- a 1.1 

It 1 6 1*13 

fi 
1xia- 1Na I ,i s55 
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the ,r e of h&,'ng sweptaside 
by hyperinftatio n ogh
data are sketchy inflation nw 
lookstobe around 30 per ceodorgd 
a month and rting Siill worse. ,
the policy responses to this 
Ithrealihav beenmostly can 
(used or harmfuli 

The ur dent need is to 
staunch the haemorrhaignOg[or
rouble credits from the Rus-
lian Central Bank to enter 

prises and the budget but 
aside from the small number of 
reformers 'n the cabinet, few 
Russian political leaders 
understond or acknow"ledge the 
monetary Lspec ,Isof the explo
lIve inflation Many holdthat 
fut'her cr.dits will stimulate 
production andthereby reduce 
prices, the sante fantasy tha 
once gripped Lle America 

Many politictans and bureau 
rls believe that a return to 

price controls, artificial 
esehange rate, snd state 
orders are the re.l :iuton to 
inflation 

The deepeconomic problem 
is the ame usit has blen for 
many years Hussia and many 
ofthe'other new eastern Euro-
pean and fursmer Sovet ales 
are still bankrupting them. 
selves by directing resources 
now, via cheap credits - In the 
overtlred miltary industrial 
complex and associated civil 
tIn heavy Industries It is 
mind boggling, for example,
that steel production in the 
Soviet Union wasNO Oer cent 
higher than In the US. even 
though its economy was les. 
than one eighth the size Of 
course. there Isno conceivable 
reason to produce so much 
leel but it Is viewed As a 

calamity when the steelfacto-
ties reduce their output IIIthe 
ftae o( timiled.mtint 

Much of the political elite In 
Rusta remains mesmensed by
heavy industrial capacity. end 
this clouds understanding of 
Russa's predicamentAlmost 
no oe# speaksthe simple truth 
thI Russiaacapacity in heavy
Industry wasbuilt by starving
the society of shups. medical 
facilties, consumer Indurtfies. 
housing constructlion and 
batiks Preserving the old 
structurts nut only rlks flin. 
cistcatastrophe, but promots 
continuing neglect Of RloaLt's 
mal and urgent needselse. 
where In the ecunumy 

Poland's reforms provide 

.. 

Devotion to industry:a waste of Russia's re urces 


soni leons for P.usi With eeceson" must and. 
the start ef market reforms In The money supply ha
IM the Polish gos:tnmr ; ipp-oximately dloubled since 
maintained mszcioeconomir July t. when the floodgates of 
discipline in Ihe face of a MoO credit wereorsned The credits 
per cent decline In industrtal alsow, , the nlerprtses to pro
production (much more than dirt, but iddnot generate cus 
haIsoccurred !n Russia) Work tome fo' the output Invento-
era and reorces tal tied riea have swelled and 
beenIn heavy,ndustrv helped enterrnses have continued to
buld other sectorsof the econ cut Jlr output More and 
Ont). espectall; .4,-'-ces and more. the credits find their 
consumer industries way directly Into higher wages

A, a result. Poland's private and Into the foreign exchange
sector has grown by 710.000 market, where the value of the 
small businesses and 50,000 rouble has beencollapsing
curporations since the end of I1iu hard to judge how much 
199 More than 2m people Is power politics and how 

Westem Europe's commitment has 
,been shockinglyslaght, given the risksof disaster on Ita own borders 

(eboul 15 per cent of non air much is confuston in Ruuu's 
cultural employment) have disastrous monetary policies.
Joined the private sector. Surely. the lubbying pressures 
which now accounts for' more of the lndustriallats playa role
than hall of GDP and which The main "centril leader. Mr 
continuesto grow rapidly. Arkady Volsky. headed indus-

Contrary to the fears that try under former Soviet Pres-
were expressed In Poland in dent Mikhu" Gorbachev. and 
l990.and that paralyse Russia his goal to to preserve the old
today. Poland's consumers Industrial structures Many
have benlchtedenrnously by other politicians, such as Mr 
the changes Shortages.queues Ansloly Sobehak. mayor of St 
and hyperinflation are gone Petersburg, defend the mill.
Ownership of consumer giodsi tary Industrial complex
such as television sets. video@ because their constituencies 
andcar has soared Econoenic depend heavily on mUltary pro-
te Is beconing normal. duction In Ukraine. the head 

In Hustcs. the militar-y Indus- o the Largestnuclear mssile
trll complex has bitterly plant besame prima minister 
rot.ted the decline in pruduc. this week 
sOn After a fall in production 
of Around t5 per cent At the 
start of this year. the mUliary
Snd industrialists demanded, 
and received, large Flowsof 
cheap credits to pay workers 
andbuy Inputs to try in main.
tainprioluction. It wsmwidely 
accepted that the 'tndustrtal 

but the role of confusion 
should tot be underestimated 

President Yeltin Stands to 
lose all by hypennlastion. and 
yetheta promoting Gotachev. 
Style "compromses" with the 
mllitary-Industrlal complex
which will bring financial 
diallter. The swirl of advice 

nround Yeltsin to thick wIlh 
old dogmas Ihat Industrial 
that unemploymentis lOt high 

aasocial cuit Idespite anunem 
ployment rate [in&!it lessthan 
Iryper subcentl. and thatto inflationa 'ades ind ustry 

reduc socia burdens
The iltuation is desperate.

but not hopeless The Russian 
ptople generally support the 

a ,t, though Iheir support 
ius been iluandered by irre. 
spuaible macroeconomic ypu-l
cies Yeltsin can still reverse 
his drift back to the harlnr. 
by recogoinungIthe peril of his. 
preent course The west. too.
could awaken from It reckles 

of events in Russia. 
and weigh in on the aide of 
nsroeconomic stabiltation 
A h t ar of thi year. 

w ' henhe reformers had 
momentum. the west was 
no e to be found USPrei 
dent George Bush virtually
abandoned the International 
scene altogether. in pursuit
re-election Japan's role has 
been even more irresponsible.
U it put tle return of four tiny
Islands from Russia bone 
other considerations And 
while western Europe did 
more. its commitment hasstill 
been shockingly silht, given
theriks of dilater o Its own 
borders 

The Internatinal Monetary 
Fund. sent bythe wat to co-or 
dinate Its asisctance, has had 
not a single monsflary expertIn 
residence in Moscow, and the 
sporadicIMF vLlts have just
scratched the surface The 
12itn so package promised by 

s of 

the west has remained unds. 
Finedand unfulfilled 

The liied flows coming to
 
Russia, mostly from export

credit agencies. have beenone
 
newoear loans that am M 
linked to reform. Eventhe delao 
hasnot beenrescheduled. 

There can be no illusions: 
Russia's transformation to a 
democratic market basedsad 
ty wIll require years of 

change, including constitu. 
tional reforms, new elections. 
privatiallon, and soon Tlere
 
wIll be deep Frustrations as
 
well a achievements But the 
process could oon turn from 
orderly change to dangerous
cha-n if thi,r', is hIlriatun 

'Yelin and his redorm guv. 
ernmentl sIll has-cUte chance 
to lteer their country away
from the brink of disatler. Ti 
wesl can help them at this pin.
otal moment The need for 
greater financial support, tech. 
nicat[ assistance and debtirlie 
Is clear The wo~lda leaders. 
especially fie r.ell US p155.
dent sno ltt. st's neighbours 
mast recog i e tse urgency of 
the b.sk 
JeiTr Sochi is paleosor oeco' 
nomi ;at Iarv'd niers als. 
David Lipton is a fellowsa the, 
Woodrow Wilson Centr. The
authors a'e eascmi adiser 
10the Rustian popingssc 



ECONOMIES IN TRANSITION 

Sound Banking
 
for a Strong Market
 

Hans J.Blommestein 

An efficient banking system is the backbone of a free-market economic system.
That is why one of the crucial challenges faced by the countries of central and eastern 

Europe is the establishment of a banking system that allocates savings
to its most productive uses. Only a market-based system of financial intermediation 

will allow funds to flow from people and organisations with excess funds 
to those who require them - towards, In particular, private enterprises

which require capital for their development, 6wen their survival. 

I f the businesses of central and east- that the payment &ystem will process With efficient financial intermediation of 
em Europe are to be able to adapt transactions efficiently, on time, and free the type found in OECD countries, deci
thcrnselves to their new economic of excessive risk. Asound banking systtim sions on lending and borrowing and, ulti

environmont, they will require an efficient is crucial also in the conduct of efficient mately, interest rctes are driven by market 
banking system - which, moreover, is vital monetary policy, forces. The repressed financial systems of 
to ensure the quick and reliable move- the central and eastern European coun
ment of funds through the economy. To Hans J. Blomrnestein works on the European tries (CEECs), by contrast, were charactfacilitate trade in goods and services, economies in transition in the Financial Affairs Division 

ofthe OECD Directorate for Finamcal, Fiscal and En- 1. Bank Restucturing In Centrol and Easternpayers and payees must have ccn+idence torpnaa Affairs. Europe. OECD Publications, Pans, forthcoming 1992. 
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ECONOMIES IN TRANSMIrON 

enised by distorted real deposit and lend- 

ing rates, excessive reserve requirements, X 
,
 

administratively determined credit ceilings
 
and the planned development of 'privileged' .,
 

i
financial circuits. Inmany cases, real inter- . .
 
est rates earned by intermediaries have
 
been negative, with adverse consequences
 
on the development of financial markets.2
 

In addition, the development of a sound
 
banking system is severely hampered by

the overhang of bad loans to loss-making ".
 
state enterprises, lack of capital, near
absence of competition, inadequate regu- ' 
latory and supervisory systems, archaic i a 
payment systems, and non-existent money The now stock exchange inWarsaw i one of ltc
markets. kisttutrionswhich will help made subject tc general licensing require

Under these circumstances, financial Ins nv-opmmior securthes na*ets. ments and supervision. In addition, laws
Ilberalisation by itself, by fully freeing in- on the enforcement of contracts between 
terest rates, is not the answer. For exam- ments is nonetheless necessary in build- market participants must be either put in
pie, when the supervision of the financial ing confidence in financial markets - with- place or consistently upheld.
system is inadequate, a jump in interest out which other financial reforms have 
rates after liberalisation may encourage little chance of success. Bad 
excessive risk-taking by undercapitalised Athough the CEECs have made some 
banks by providing high-interest loans to progress in improving bank supervision, 
customers with large outstanding debts. particularly in Czechoslovakia, Hungary Under communism, planned - largely
Banks would thus perpetuate the misallo- and Poland, there are still substantial ob- Involuntary - savings were directei through
cation of credit, add to non-performing stacles. It is difficult - and very time-con- a mono-bank system to uses determined 
loans, and increase the dependence of suming - to obtain reliable information by government planners and politicians,
weak banks on non-creditworthy custom- about the financial health of firms and with no regard to economic returns, risk 
ers. The likely result is an increase in banks. Experience in the risk analysis of and opportunity costs. Losses of enter
macro-economicinstability and financial- potential borrowers is limited. Tax regimes prises were automatically financed by the
market fragility. It is therefore necessary to to make provisions for losses on loans are state. And when the current state-owned 
address a number of key structural prob- Inadequate. Experienced supervisors and banks were carved out of the mono-bank
lems in tandem with the liberalisation of auditors are limited In number. And cur- system, the new banks simply inherited
activities inthe financial sector. rent supervisory practices are not fully in the existing stock of low-quality loans. 

Reguiltory line with international guidelines, Estimates of the volume of bad assets
Early in the transformation process, vary widely within each country and

Weanesm$ therefore, banking legislation and regula- across the CEECs, although it is largelytions must be adapted to ensure that agreed that the overhang of such loansExperiences in the OECD countries and banks manage their risks adequately and makes it virtually impossible for these 
many developing countries alike indicate that a bank's capital be sufficient to with- banks to start operating as market-oriented 
the importance of sound regulation in stand 'normal' losses on loans without entities that follow sound banking pract
minimising excessive risk-taking by finan- jeopardising its solvency. Regulations ices.
 
cial institutions, especially if the macro- which specify the classification of assets 2 ans J.Biommestein and Michas:Marre, 'Do
economic environment isunstable. Efficient according to their likely collectability and 2. Compeiive Marit s,inPaul Marer and Sai
regulation is not easy, as is illustrated by the treatment of non-performing loans, vatore Zecchini (eds.). * Transition to a Market
 
recent events involving massive fraud at contingent liabilities and other off-balance- Economy InCentr-- ,-, Eastern Europe, OECD
 
the Bank of Credit and Commerce Inter- sheet activities, are particularly important. Publications, Pas., Al.
 
national, the Savings and Loan dis ester In Inaddition, high priodty should be given to . Financtai Market Trends, No. 50. OECD Publications, Pais. October 1991. 
the United States, insider dealing and training and empowering regulatory staff 4.T mono-bank system consisted ofa central bankshare-price manipulation In a number of to enforce the new rules. and departments or affiliates tha performed so-caled
stock markets, the heavy losses Incurred Regulations In all financial markets have commercial bank functions (for example, financing in
by several banks In the. Scandinavian to be established and co-ordinated. Rules dustrial or agricuitural enterises) and savings-bank
countries and elsewhere, and financial for protecting Investors are of central acti .5. 'Bank Restructunng inCentral and Eastern Europe:scandals in Japan.3 An effective regula- importance. Non-bank intermediaries and Iues and Strategies', Financial Market Trends,tory framework that meets basic require- all securities-related activities should be No. 51, OECD Publications, Pars, February 1992. 
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ECONOMIES IN TRANSITION 

A comprehensive strategy to address Where bad assets are too large, other ive separation of banking activities. So
these bad loans is therefore urgently re- capital-enhancing measures may be ne- called savings banks usually have a de 
quired. Expenences show that an ad hoc, cessary - for example, a one-off, recapitali- facto monopoly on the collection of savings'wait and see' approach isunlikely to work. sation of banks from the state budget from, and lending to, households. 'Commer-
Many banks are technically insolvent - through a capital grant. But this approach cial' banks, on the other hand, continue to 
they have low capital bases and much of may not be feasible where there are huge lend mostly to state-owned enterprises.
their portfolios are of doubtful value be- volumes of bad assets and/or serious fiscal As a result, financial markets, and institu
cause they contain large exposures to vir- imbalances. Asecond consideration isthat tions competing in them, are inefficient. 
tually bankrupt or non-competitive enter- such grants may send the wrong mess- Intermediation costs are high, savers and 
prises. age to banks and their clients about the borrowers are restricted in how they ar-

As a first step, a special audit should importance of curing the structural prob- range and finance their investments, and 
assess the total stock of bad assets. It lems of loss-making firms. It may there- pressures to develop new financial instru
should be undertaken as quickly as possible fore be necessary to link additional capital ments are weak. This lack of competition 
and, inprinciple, it should be regarded as injectio- c to restructuring plans of the en- also explains why administrative arrange
final. Any postponement increases moral terprises that are the clients of the banks.5 ments by central-bank authorities con
hazard for the banks and their customers; tinue to dominate the setting of interest 
in this situation, even healthy enterprises Lack rates. 
might have astrong incentive to default on of Competition The contribution of foreign banks to the 
their loans, seemingly without penalty, in development of competition has been lim
advance of a strict audit. ited, since they appear to be interestedThereafter, different financial restructur- Effective competition between financial iesnete pert eitrse

raeinstitutions 	 remains weak. The financial primarily in wholesale banking and othering approaches should b~e considered to inttto s r m is w a .T efn nil 'niche' activities that appear to offer rela
en3ure that each bank's capital is suffi- sectors of most of these countries are tively higher returns. A 'big bang' ap
cient to support itsfuture operations, highly monopolistic, with a few state- t retumi. A 'big bang eter to suportsin ute ilrin owned banks dominating the market. 	In proach to restructuring the large savngseither by increasing the capital or writing additio, there continues to be an effect- and-commercial banks may therefore be 
off a higher percentage of bad assets in its appropriate, breaking down the separaportfolio. Encouraging state-owned banks tion of banking activities aimed at house
to build up loan-loss reserves quickly will . holds and businesses. Co-ordinating the 
mean permitting - on a temporary basis - -Z'big bang' with the cleaning-up of bank 
generous deductions of loss provisions balance sheets would enable the authorities 
from pre-tax profits. to make better judgements about the 

health of remaining banks. It would facilitatetMat banks have suffSicient , the transformation of state-owned banks 
capitaltowithstandi into independent commercial erities and, 

'normal'Oosses on loans. ultimately, their privatisation 

" 	 " " A P tsArchaic 
: 1jO o tl
se lPayment Systems 

i'bZ12 B i I B.The efficient system for settling pay
" 1,,S ments that is vital to a free-market eco

q~PL'he nomy isalso critical to the functioning oftAJAI.~ 	 the banking system itself. The experience 
of OECD countries shows that an efficient 
settlement system lowers working-capital 
requirements, reduces transaction costs, 

-- and provides the necessary support for an 
" 1 activement. policy of asset and liability manage-

It, Until recently, payments were settled in 

I rIr most CEECs on an item-by-iteni basis,
with no centralised netting and clearing

9arrangements. This cumbersome system 
, _ made information about banks' net posi

tions hard to come by, and banks had 
- neither the capability nor the incentives to 

/ 
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ECONOMIES IN TRANSITION 

ment bonds and other securitised finan
cial assets take time to develop because 
they require the setting up of new institu
tionG and trading arrangements. Potential 

-" ' ... rustomers, such as institutional investors, 
and banks and households, are inexperi

-N -nced or may not yet be in the position to 

,build- up significant financial portfolios. It is4- & 
; 0," expected that in the wake of,nonetheless 

- the large-scale privatisation programmes, 
such as those inCzechoslovakia and Po
land, securities markets will begin to play 
amore important role 

The challenges in creating an efficient 
system of financial intermediation in the 
countries of central and eastern Europe 

--. '-, are enormous. A viable banking reform 
. ' strategy must, therefore, be comprehen

- . "' " -,. sive enough to confront many structural 
-- *.,-. Banking reform itself will not" problems. 

. -guarantee the success of free-market in
i tiatives in the CEECs. It is the package of 

--. economic, social and political reforms as 
" ,"..., .. .- a whole as well as the actions of policy

,makers, entrepreneurs and households, 
l that will determine the course of events. 

tivfe-An investment information counter in a Czech suparmarket - but institutional investors will require th kund of Onteohr adacm 

and they require inter-bank deposits market system cannot flourish without a
inforrmation that only scunties markets can provide.., banking system that effectively and efffi

monitor their reserve positions. As aresult, Underdeveloped Money cient:y allocates savings to its most pro
liquidity management by banks, enter- and Securifies Markets ductive uses. 
prises and households was very difficult. 
The efficiency of the payment systems Another major obstacle facing bank re
was very low, with large delays inclearing form in the CEECs is the lack of highly de
and se.lement. Consequently, there was veloped money and securities markets. 
considerable net payment float - that is, The biggest components of liquid money 5 O i 
the difference between total booked credits markets are generally inter-bank deposits OECD Bibliography 
and debits associated with payments was and short-term prime securities. At pre- . Bank Restructuring In Central 

sent, there are no liquid inter-bank mar- . and Eastern Europe, forthcoming 1992large. 
Some countries, such as Czechoslovakia kets in domestic currencies of any import- * Financial Market Trends, No. 51, 

ance in the CEECs, largely because banks 4 1 J92Hungary and Poland, have made progress 
have only recently begun developing the Marrese, Developing Compel'tiv

in improving their payment systems. Their 
inter-bank payments are settled incentral- necessary communication networks and * Markets', inPaul Marer and Saivatore 
bank funds, information about banks' net financial instruments that allow reserves ; Zecchini (ads.), The Transition 
positions is more frequently available, and to be moved easily from banks in surplus to a Market Economy InCentral 

and Eastern Europe, 1991pians for computerised, 'real-time' net- to those in deficit. Inaddition, banks inthe 
work systems are well advanced. They CEECs seem reluctant to deal directly to a Market Economy inCentral 

also have plans to link domestic network with one another, possibly because of in- and Eastern Europe', The OECD 
systems to international clearing systems. experience in obtaining resources in this ' Observer, No. 169, April/May 1991 
Yet many banks do not have the technical way and an unwillingness to disclose in- . * OECD Economic Surveys: 
capability to process and monitor the formation about each other's financial Hungary, 1991 
necessary information in a timely fashion, positions. * OECD Economic Surveys: Czech 

and Slovak Federal Republic, 1991 
thus causing inefficient delays in clearing Securities markets, unsurprisingly, are J * Financial Market Trends, No. 50,
and settling customers' transactions. equally undeveloped. Markets for govern- 1991. 
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LENDERS OF LAST RESORT 
Developing-country debt $47 billion since 1987. Bdatcral debtdoubled between 1980 and mercial banks if the debtor countriesalso appeared to peak in 1990.11991, reaching a mind- failed to honour their reduced debts.These developments are related to The two multilateral institutions earthe various international initiativesboggling US$1.3 trillion., introduced to manage the debt crisis marked US$25 billion for this purpose.In 1990 and 1991, the World Bank andThree groups of creditors since 1982. These include strategies to IMF each committed more thanhold the purse strings: restructure and reduce commercialprivate lenders, mainly $2.7 billion to support 'Brady debtcommercial banks; bilateral bank debt and other efforts to reduceMultilateral agencies have core-

deals" for Mexico, the Philippines,bilateral debt for the poorest countries. Uruguay, and Venezuela. 2 In effect,commercial bank debt reduction wasagencies under the control quently become 'lenders of lastof governments of the indus-
purchased at the cost of increases inrLsort,' taking the place of retreating multilateral debt. For example, in thetrialized world, and multi- commercial and official bilateral lend- Mexican packagelateral organizations such as a USS 12.7 billion ers, and in some cases underwriting reduction in bank debt requiredthe International Monetary their withdrawal. $5.8 bil!ion in additional financing -$3.7 billion of this came from theFund (IMF) and various BRADY PLAN DEALSmu.ltilateral development "orld Bank and the IMF.The Brady Plan was one of thebanks, Itwould be misleading, however, tovehicles by which commercial debt suggest that the transformation of priwas replaced by multilateral debLThe deb; holdings of all three groups Launched in 1989 by the new US 
vate debt into multilateral debt can be

of credir- -w throughout the 1980s solely attributed to the Brady Plan andTreasury Secretary, Nicholas Brady,- privA ,ose by 77% ,nd bilat- its predecessor, the Baker Plan. (The
eral deL 

the plan aimed to reduce the amount latter, introduced in 1985 by then US.d4%. But multilateral of money owed by developing coun-debt has ,een the most startling Treasury Secretary James Baker,tries to commercial banks. What thisincrease at 319/. Moreover, it shows exhorted banks and agencies to loanmeant in practice was that the Worldno signs of slowing down, unlike pri- new money to developing countries 5oBank and IMF had to put up guaran-vate debt which has fallen by about as to fuel economic growth.) Moretees which could be called by the com- accurately, private creditors ceased to 

~ EORLD IS NOW
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A rcduction in the interest Talesfor severely indebtedcountrieslike Guyana would not butt the net income 0/themultilaeraldevelopment banks. 
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lend to much of the Third World in the 
latter half of the 1980s. Banks liqui-
dated the-, claims as they were amor-
tized or sold their loans at discounts. 
This ,eft official creditors, particularly 
the multilaterals, as the only creditors 
willing to continue lending to Latin 
America and Africa. 
DEBT RISES 


In its 1991 annual survey of develop-
ing-country debt, the OECD noted the 
marked rise in reported amounts of 
multilateral debt and debt servicing. 
Developing countries had to pay 
US$32 bilion to ervice their debts in 
1990. Close to one-third of this amount 
Tegoni IMFever.to ml 
The growing indebtedness to multi-


laterals is a multifaceted problem. The 
practice until now has been that multi-
lateral debt cannot be rescheduled, 
making it more rigid than other forms 
of debt. Countries falling behind in 
their payments can be ostracized from 
the world financial system. Moreover, 
because of this rigidity, many borrow
ers are paying out more in debt servic-
ing than they are receiving in new 
loans. In effect, debtor countries are 
trAnsfcrring resources to multilateral 
agencies, in spite of increased lending. 
Since 198' the multilater1s them-
selves hav. contributed to this 
negative net transfer, owing to the 
short-term nature of the IMF's credit 
facilities and heavy repayments on 
non-concessional loans. (Non-
concessional loans are those given at 
market rates. They represent about 
70V6 of multilateral lending. Conces-
sional loans carry more favourable 
terms.) 

MONEY FLOWS TO IMF 
The magnitude of negative net trans-

fers to the IMF is particularly striking, 
especially from 1985 to 1991. During 
the height of the debt crisis, the multi-

laterals became a destination rather 
than a source of money. Developing 
countries paid US$6.1 billion more to 
the IMF in debt payments and servic-
ing than they received in financing 
from the multilateral banks. Region-
ally, IMF net transfers to sub-Saharan 
Africa turned negative in 1984, 
reached a peak of -$954 million in1986, and totaled -$4.0 billion over 
the period 1984-90.3In the Latin 
American/Caribbean region, Fund 
transfers turned negative only in 1986 
but amounted to -$9.6 billion over 
1986-91.1 

No borrower, however, can expect 
to receive positive net transfers for-

Moreover, borrowed money 
properly invested should generate a 
stream of earnings to help service a 
country's debt. Still, countries having 
difficulties meeting their debt obliga-
tions have found their problems com-
pounded when multilateral creditors 
are on balance demanding payment 
rather than providing finance, 

The problem of developing-country 
indebtedness to t.e multilateral agen-
cies dearly revolves around the IMF. 
Since the IMF is a fundamentally differ-
ent kind of "creditor* agency than the 
multilateral banks, the solutions must 
also be different The !MF's function 
and financial structure as a short-term 
revolving fund means that any resded-
uling of its credits might quickly com-
promise its integrity. That is why the 
Fund moved with such speed to estab-
ish the US$8.4 billion Enhanced Struc-
tural Adjustment Facility (ESAF) in 
1987 .88. ESAF's creation marked the 
first time that industrial countries chn
neled official development assistance 
through the IMF. Through ESAF, low-
income borrowers could refinance 
their Fund credits on easier terms. 
Regrettably, the IMF imposed tough 
terms of conditionality on would-be 

Percentage of Multilateral Debt in Total Debt Service 
of Developing Countries. 

1982 1987 1990 

All developing countries 6 21 20 
Sub-Saharan Africa 13 30 28 
Asian low-income countres 12 27 22 

Sour. OECD. 

IDRC Reports, October 1992 

borrowers, thereby limiting the use of 
ESAF resources. 

SELL RESERVES 
Some experts have called for the sale 

of a portion of the IMF's gold reserves 
- worth some US$40 billion on the 
open market - to help ease tne bur
den of countries indebted to the Fund.
Proceeds from the sale could be used 
to refinace the obligaions of low
income members to the Fund on 
highly favourable terms.5 Such a pro
posal would, however, broaden the 
IMF's toe-hold in the area of conces
sional lending Some might argue that 
the Fund should stay away from con

cessional lending, leavin,, .nsteadto 
agencies whose main purpose is development assistance, such as the World 
Bank or bilateral aid agencies. As an 
institution geared principally to assist 
countries with short-term balance of 
payments difficulties, the IMF seems 
out of place in countries with deep 
structural problems. 

Meanwhile, the IMF is in the midst 
of a 50% expansion of its lending 
capacity, brought on by the admission 
to the Fund of the republics of tlie fur
mer Soviet Union. It is qiuestionable 
whether the economic plight of these 
new member countries, or of the 
Eastern European countries that have 
also joined the IMF,will be any more 
temporary than that of Africin nations. 
It would not be surprising if a few 
years from now, these new members 
face debt servicing difficulties with a 
perverse net transfer relationship with 
the IMF. 

IMF'S ROLE QUESTIONED 
On the eve of a major new expan

sion in 1MF lending, it seems appropri
ate to question the future role of this 
organization, especially with regard to 
developing countries and other bor

rowers facing long-term structural 
problems. Perhaps it is time, if not to 
merge the IMF with the World Bank 
altogether, then to dovetail its lending 
facilities for developing countries with 
those of the Bank. Repayments to the
IMF would then be anticipated in 
advance and funded through longer
term Bank loans, instead of being 
added to a mounting and unservice
able debt to the IMF. 
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As to the multilateral banks the"m-
selves, a distinction must be made 
between their concessional and non-
concessional windows. Concessional 
loans, provided by such agencies as 
the World Bank's International Devel-
opment Association, have maturities of 
up to 50 years at zero or very low inter-
est rates. These soft loans are funded 
through contributions from donor 
countries. In contrast, the "hard" win-
dows typically provide 20-year loans 
at market-value rates. The multilateral 
development banks fund these loans 
by borrowing on the capital markets. 
These non-concessional loans are 
problematic. For the debtor countries, 
they cause negative net transfers. For 
the multilateral development banks,
they force a hard-lue stance on lend-
ing. The banks insist that borrowing 
countries must service their debts 

promptly and in full, otherwise the 

terms on which the banks can borrow 

on the capital markets would be 

jeopardized. 


uke tohe IMF, the World Bank has 

sought to refinance the hardest of its
loans with softer funding. In 1989 the 
Bank introduccd a program to help 
low-income, debt-distrcssed borrow-
ers. Through allocating US$300 million 
in concessional "supplemental credits" 
from the International Development 
Associations, the World Bank subsi-
dized payments on the ron-conces-
sional loans. Some bilateral donors 
have contributed to this program.6 

DEBT RELIEF 
Such measures are likely to become 

7more popular over the coming years.
But they come at a cost, ultimately 
diverting aid resources from low-
income recipients. What are the alter-
natives? An obvious answer is to 
consider the possibility of debt 
rescheduling by the multilateral devel-
opment banks. The banks' income 
would not be affected if debt-strapped 
countries were given more time to pay 
off the principal of their outstanding
loans. One expert calculated that, if 
the World Bank had rescheduled its 
loans to Latin American countries by 
extending the terms of repayment, the 
relief would have been the same in 
1991 as that provided by an additional 
US$3.1 b Ilion in loans to the region.8 

REPORTS
 

It may be possible to go even fur-
ther. In 1990, the multilateral develop-
ment banks collectively earned a profit 
of more than $2 billion, one-half of 
which went to the World Bank. The 
banks' income in the past few years
has been ofsimilar magnitude. 
Although the profits of the World Bank 
group have not grown at the same rate 
as its lending, its rate of return on 
assets has been in the range of I to 
2%. (This indicates a return of about 
12 to 24% on capital.) The returns of 
the other multilateral development 
banks have tended to be higher - for 
example, the return on assets in the 
Asian Development Bank in 1990 was 
more than 4%. These figures compare
favourably with profits enjoyed by
successful commercial banks. 

ABSORB LOSSES 
Thus, there may be some leeway for 

the multilateral development banks to 
reduce interest rates without hurting
their net income. For example, interest-
rate relief could be confined to those
severely-indebted low-income coun-
tries that owe more than 40% of theirdebt to the multilaterai agencies
(including the IMF). In 1988, such 
criteria would have made Burundi, 
Guinea-Bissau, Guyana, Honduras, 
Kenya, Malawi, and Uganda eligible
for relief. Outstanding non-conces-
sional loans to these countries 
saonsto tSe conr btamounted to US$2.6 billion, or about
2.2% of all such loans outstanding to 
the multilateral development banks.9 

Even if the interest on these loans 
were entirely forgiven, the multilateral 
development banks would only lose 
about $50 million in income, an 
amount that could easily be absorbed. 
It is doubtful that such measures 
would cause the bond rating agencies
much concern - the reason given by 
the banks for their unwillingness to 
contemplate any departures from fill 
and regular servicing of their loans. 
Indeed, underwriters might see such 
measures as strengthening the banks' 
loan portfolio and preferable to the 
conventional measure of refinancing
unsustainable debts 10 

To end on an optimistic note, it is 
encouraging that much of the develop-
ing world is beginning to emerge from 
the debt crisis of the 1980s. Unfortu-
nately, the resumption ofeconomic 

IDRC Reports, October 1992 

growth isconfined more to middle
income countries than to the poorest
countries of the developing world. 
While debt relief isno panacea for any
country's economic problems, it can 
help to reduce the tremendous exter
nal financial pressures faced by debtor 
countries. 

The IMF and the multilateral banks 
have a particular responsibility to help
solve the problem of debt, esp, -ially 
as it affects the poorest countries. It is 
both timely and feasible to contem
plate measures :o alleviate the debt 
burden, to the benefit of both the 
debtor countries and the multilateral 
agencies themselves. 
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STOCK MARKETS 	 T he main Latin American stock exchanges 
/recorded growth rates in 1991 ranging from 
modest to spectacular, fueled principally by 

What 	 privatization programs and more liberal attitudes 
to portfolio investment. 

goes 	 While the legendary volatility of these markets 
threw a scare into investors in the first half of 
1992 and effectively halted the flow of so-called 

P ""smart money" toward second-tier stocks, it also 
provided an effective lesson in discrimination. In 

By Alan Robinson 	 the future, investors will chose their stocks and 
their markets with greater care, having learned 
that Latin American stock markets march or 
retreat to very different drums. 

Opportunities for portfolio investment in Latin 
America are still pretty limited when (pse,,,, toPage2) 
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countries. (Venezuela has 	 leaped from obscurity to than half the size of the 
(coPs,,Wtd, omPqeno',) compared 

become the fastest growing 	 Mexican market. Total 
to those in the more mature created its own rather curious 

In trading volume jumped from
capital markets. Most Latin legal situation in which exchange in the world 

the $5.6 billion in 1990 to $11
American equity markets are insider trading, forbidden by 1992, mid-May saw 

small, with only a handful of the Caracas Stock Exchange, Merval Index of leading billion in 1991. By mid-Mav 

stocks really active. However, is not explicitly forbidden by shares up 13.6 percent for the 1992, Sao Paulo's BOVESPA 
Index was down 2 5 percentyear, followed by a 37in spite of their roller-coaster 	 its Securities Act). 

record, these markets do percent plunge by mid-	 for the month in dollar terms. 
but up 80 8 perctnt from the

provide investment yields 	 Some countries have im- August as the market shud-
dered under the impact of 	 start of the year The political

that compare well with those proved investor protection, 
labor disputes in banking, crisis seems to have derailed

available in the more devel- particularly for minority 
steel, and the state shipping the market and all movement

oped markets. 	 shareholders who may suffer 
fraud or default by brokers company, whose employees will be irrelevant and largely 

hysterical until the crisis isand traders The trendsetters invaded the BASE and haltedRestrictions on captial 
are Argenna and Mexico, 	 trading. Poor first half profits resolved. The 190 largest

movements and foreign 
although some of these for several top-listed firms and firms account for 44 percunt

exchange markets have been 
changes have been adopted 	 political problems bedeviling of total market capital zation 

removed or reduced in most 
and only about 60 of the 580 cases. Chile has exchange 	 elsewhere and will likely the proposed private pension 

controls, for example, and spread throughout the region fund scheme encouraged no 	 companies listed are actively 
traded The four most active

requires investments to be in the medium term. 	 one. Against this, a real decline 
in inflation, the Brady Plan stocks represent about 70

registered, but foreign 
percent of market turnover.

exchange transactions can be Traditionally, domestic deal with commercial credi-
Most shares are non-voting

made freely. Portfolio 	 sources have financed the tors, and the ongoing success 

investment in Mexico is largest part of investment, in privatization have steadied 	 preferred stock with common 
stock - often owned bypractically free of reptilation The economic growth of the market. 
controlling family interestsand approximately 65 percent 	 Latin America depends 
- much less frequentlyof the free float of stock in heavily on the strength and 	 While the number of listed 

Argentine companies declined traded. There are nine
Mexico is owned by foreign-	 efficiency of its capital 

ers, with an increasing trend markets, the development of steeply - from 669 ini 1962 to 	 exchanges, the most impor

toward trading in Mexican which was affected by 	 176 in 1991 - market tant being in Sao Paulo 

capitalization has shot up from (BOVESPA) and Rio dcsecurities abroad. Mexican economic stagnation and 
$3.2 billion in 1990 to $18.5 Janeiro (BVRj) - there arestock transactions are not government intervention 

subject to exchange controls. throughout the 1980s. billion in 1991. Stock invest- plans to merge the big two 

Government policies often ment offered a total return of but the BOVESPA is respon. 

Among the trends already brought instability and 357 percent in dollar terms in sible for two-thirds of all 

1991. Some 90 percent of total stock transactions Brazil hasestablished in the region are 	 repressed financial interme-

the abolition of the capital diation, and market instru-	 trading involved 19 compa- busy forward, futures, and 

nies, with the 10 most active options markets and a smallgains tax on individual ments were heavily taxed. As 
over-the-counter market.foreign investors, direct a result, the process of accounting for 70 percent of 

portfolio investment by savings and investment in market capitalization. 
Since 1984, the Chileanforeigners (in addition to Latin America has not been 
stock market has shown aparticipation in investment adequate for the region to The meanderings of the 
2,831 percent appreciation infunds or similar vehicles), 	 achieve the desired economic Brazilian stock market are 

some easing of restrictions on growth rates. The situation is directly traceable to the 	 dollar terms and in 1991 the 
index of the 40 most tradedforeign ownership of shares 	 changing rapidly and the current political crisis. The 

139.5 percent inin publicly listed companies, growing popularity of the short-term outlook is bleak as 	 shares rose 
dollar terms. Trading volumethe elimination of fixed 	 free-market philosophy in the rudderless economy drifts 

brokerage comissions, and Latin America should toward higher inflation, 	 averaged $7.6 million aday, 

more foreign competition in gradually liberate the region's already over 21 percent a 	 double the 1990 level. 

financial markets throughout 	 month, and Brazil fails to Market capitalization wasthe brokerage sector. 
the 1990s, particularly if the meet its agreed fiscal targets. $27.9 million. Of the 223 

Serious doubts are being cast listed companies, only 10The regulatory environment successes registered by Chile 

has improved rapidly in the and Mexico in boosting on the viability of the recent account for 50 percent of the 

main Latin American securi- domestic savings and foreign Brady agreement. total. Pension funds with 
assets of over $10 billionties markets, although investment have demon-

progress remains uneven. strable effects on economic The Brazilian stock market have invested close to 24 

Markets have tightened rules growth and job creation. now is the second largest in percent of that in the market. 
Latin America in terms of In July 1992, (plrfar turn iop.,.on financial reporting, and 

there are heavier penalties for 	 In 1991 the Buenos Aires market capitalization with 

insider trading in most 	 Stock Exchange (BASE) $43 billion in equities, less 

, l 



long-term markets in an 
attempt to lessen the more 
volatile aspects of purely 
financial investment. But the 
lesson of the last few months 
for potential investors is that 
Latin America cannot be 
viewed as a block Each 

country, each market is 
different, and the products on 
offer must be evaluated 
properly if more fingers are 
not to be burned. 

If Brazil's political crisis can 
be resolved soon, the planned 
revamping of its stock 

markets could lea,'d to steady 
growth in the medium-term. 
Argentina's market, carried to 
new heights by the expecta-
tions already generated, is 
likely to take the path of 
growth before too long. 

Venezuela has plenty of room 
for new growth, as have some 
of the lesser markets in the 
region. But the recent scare 
will make investors somewhat 
more choosy and there will 
be less portfolio investment 

in the snia'ler markets and 
greater selectivity in the 
larger ones. 

Since economic growth, 
savings, and investment in 
Latin America as a whole are 
deeply influenced by the 
region's more powerful 

economies, it is their progress 
tht will set the definitive 
tone for the 1990s. Further 
impetus will be supplied by aLt 
successful NAFTA and the 
series of free-trade area 

negotiations now underway 
within Latin America itself. 
While risks in Latin Am.rica 
are generally higher than in 

more developed markets, 
successful investors have 
found they are justified by
the yields available. The 

growing strength of liberal 
attitudes in the.region is 

certain to increase the 
opportunities for foreign 
portfolio investors. 
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(rominurfromPir2, the stock 
market gained I. I peicent for 
a total gain of 33.9 percent 
this year. The market's 
stability was backed by a 
strong flow of foreign 
investment and a healthy 
trade surplus. There are three 
exchanges, but the Bolsa de 
Comercio de Santiago 
handles the vast bulk of the 
trading Institutional inves-
tors, including some 26 open 

ended mutual funds, are 

dominant, 

At the end of 1991, market 
capitalization of the Mexican 
stock exchange was $100.4 
billion, 42 percent of Gross 
Domestic Product, a three-
fold increase in GDP terms 
from the previous year. The 
stock exchange index rose by 
103 percent in dollar terms. 
Of the $9.4 billion in 
estimated total foreign 
investment, almost half went 
into the stock market. The 
market has grown because of 
prnvatization (160 companies 

sold fot $10.6 billion in two 
and a half years) and the 
prospects of aNorth Ameri-
can Free-Trade Agreement 
(NAFTA). There are 199 
companies listed, but 70 
percent of all trading is 
concentrated in the top six. 
In the first quarter of 1992, 
the market received $6.9 
billion in new foreign 
investment, but investors 
were reported to be moving 

upmarket into blue-chip 
stocks. Between June and 

August, the market index 
dipped sharply by 25 percent 
amid the usual summer 
slowdown. Top equities are 

under priced and arc likely to 
react quickly to optimism 
stemming from the successful 
close of the NAFTA negotia-

tions. 

After soaring over 600 
percent in 1990, the Venezu-
elan stock market did nothing 
in the first half of 1991 and 

then finished 34.2 percent up 
for the year as a whole. 
Turnover increased by 77 
percent from the previous 
year. However, the at-
tempted military coup in 
February 1992 hit the market 
hard and the trading has 

remained low, with the index 
falling 26 percent in dollar 
terms from the start of the 
year. Falling tax receipts from 
the oil industry are eroding 
international reserves and 

boosting the fiscal deficit, 
holding out little hope for 
stock market recovery before 

the end of the year. 

| 

-. . 
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Of the two exchanges, 
Caracas is the most impor-

tant, while Maracaibo 
accounts for just 2 percent of 
trading. There are 59 listed 
companies, but 10 account 

for 75 percent of the index. 

The general growth trend in 
Latin American exchanges is 
likely to be sustained, in spite 

of the hectic corrections of 
recent months. Both Chile 
and Mexico realized that 
inflation erodes yields on 
financial instruments and 
reduces the value of capital 

and they took strong mea. 
sures to control prices, 
Mexico's success with 
inflation has enabled it to 

unde prced nd rc lkeltoinvitations 
reduce domestic interest 
rates, thus lightening the 
burden of the domestic debt
while maintaining real 

positive yields for investors 
-- yields which more often 

than not exceed those 
available in the US market. 
These countries have also 
begun asignificant shift from 
short-term to medium- and 
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PERSONAL VIEW
 

Tax the speculators
 
Since the break-
down of the Bretton 
Woods agreement in 
1973, exchange rates 
among leading 
national currencies 

have fluctuated, 
often violently. 
Much of their vola-
tility reflects 

short-term speculation, distorting
signals the markets give for trade 
and long-range investment. Most 
experts agree that the ups and 
downs have greatly exceeded varia-
tions in rational estimates of cur-
rencies' fundamental values, 

The travails of the world economy
since 1973 inspire nostalgic longings 
for Bretton Woods, or even for a 
single world currency. Other pro-
posals would keep the floating ratle 
regime while setting limits on fluc- 
tuations and fErmalising the respon-
sibilities of nations to keep
exchange rates within agreed 
bands. In Europe, the recent trou-
bles of the exchange rate mecha 
nism have dramatised such issues. 

Here I shall argue for a different 
proposal, which I first advanced in 
1978. An internatonal uniform tax 
should be levied on spot transac 
tions in foreign exchange (including
deliveries on futures contracts and 
options), The proposal has two basic 
motivations. One is to increase the 
weight that market participants 
give to long-range fundamentals rel-
ative to immediate sneculative 
opportunities. The second is to 
allow greater autonomy to national 
monetary policies, by making possi-
ble greater differences between 
short-term interest rates in different 
currencies, 

At the time, Ianticipated that the 
proposed tax would be supeilm-
posed on a regime of market-deter-
mined exchange rates with minimal 
official interventions. But the tax 
could also be helpful to systems 

By James Tobin 
involving interventions, from agree-
ments on target bands to full resto-
ration of Bretton Woods. It could 
also be useful as an adjunct to the 
ERM. 
My prposal is a realistic, sec 


and-best option. A common cur-
rency works to great advantage 
when sustained by common institu-
tions: free movements of goods, peo-
ple, and financial capital; laws, 
courts, taxes, regulations, and cus-

'toms; a uniform system of social 
security and other entitlements; 
assistance to regions and individu. 
als suffering economic reverses. But 
a common currency is not viable 
without those institutions; even in 
Europe it may take a decade or two. 

Fixed rates of exchange among 
national currencies, which central 
banks are continitted to maintain 
by market interventions, are by no 
means an approximation of a single 
international currency. As long as 
parity changes are possible - and 
often, they are inevitable - private 
agents will speculate on such 
changes. In this respect, a system of 
adjustable pegs of national curren-
cies - for example, pegs to dollars 
or to gold - differs very little from 
a floating rate regime. The only dif-
ference is that adjustments of pegs 
occur in discrete and traumatic 
jumps. Anyone who believes that 
the shocks to the world economy
since 1973 would have been less dis-
turbing under a regime of adjust-
able pegs has a thort memory, 

Although a true worldwide corn-
mon currency is decades premature, 
vast private funds are prepared to 
arbitrage away differences in 
national interest rates and to specu-
late on movements of exchange 
rates. My transactions tax is 
designed to make international 
money markets compatible with 
modest national autonomy in mone-
tary and macro-economic policy. 

A %hper cent tax on currency 

transactions is equivalent to a 4 per
centage point difference in annual 
interest rates on three-month bills, 
a considerable deterrent to those 
contemplating a qirck round trip to 
another currency. The intent is to
 
slow down speculative capital 
movements; It would be too small to 
deter commodity trade or serious 
international capital commitments. 

In 1936, Keynes pointed out that a 
transactions t could strengthen 
the weight of long-range fundamen
tals in stock market pricing, as 
against speculators' guesses of the 
short-rage behavioui-s of other spec
ulators. The same is true for the 
foreign exchange markets. Vast 
resources of intelligence and enter
prise are wasted in financial specu. 
lation, essentially in playing zero
sum games. A transaction tax 
might reallocate some of the 
resources. To the extent that it does 
not, it would at least produce
needed government revenues with 
out bad side-effects. It is estimated 
that more than $1,000bn in gross 
foreign exchange transactions occur 
every business day. 

It is obviously necessary to have 
an international agreement on the 
tax. My suggestion is that the pro.
ceeds go -to the World Bank, but 
other dispositions, including less 
altruistic ones, could be considered. 

While the proposed tax would 
give national macro-economic 
authorities somewhat greater 
autonomy, it would certainly not 
permit them to ignore the intema
tional repercussions of their poll
cies. The leading economies would 
still need to co-ordinate policies. In 
particular, they must agree a gen
eral level of world interest rates, 
while allowing for differences 
among countries appropriate to 
their national circumstances. 
The author is Sterling professor
emeritus of economics at Yale Uni
versity 
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EDITORIAL/OPINION 

Recycling Latin America's Debt 
By ERIC EHRMANN federally mandated audit at amajor

With private capital churning money center bank. That bank, even 
through Latin American market at today, continues to be burdened bya rapid pace, economic stablity in heavy Latin deb. exposUre.
the reflon continues to depend on In when many acenmstJ1989,

international institutions, and government officlals admittedThe-reglo relies on loans from that loans to Argentina and Brazil 
the International Monetary Fund, would have to be written off (u
the World Bank and the lnter-Amar- Morgan Bank did), Mr. Corrigan
lean Development Bank, and ou La- continued to argue for new loam to
vestments and credits from highly
subsidized European state enter-
prses


In support of U.S. policy, multi-
lateral lenders have provided billion 
dollar loans to the region's state en-
terprises. Those loans have helped to 
avoid another Latin debt crbl the 
region's foreign debt stands at a pre-
carious $430 billio and contnues to 
grow.

Some analysts argue that this 
lending ensures the IM<0will be a 
decade of progrese and reform in 
Latin America.But the escalation of 
lending to Latin governments mere-
ly bob.tert the 'too big to fall" strat-
egy Implemented during the 190 
by former Federal Reserve Chair-
man Paul Volcker and by current 
New York Fed President I. Geraldo 
Corrigan. 

Imlicit inthe "%wnbNgtofal'"
concept is the uotici, that Latin 
America's state-dominated econo-mies are too big to reform For ex-
ample, a recent Inter-American De-
velopmnent Bank conmunique says
the bauk provides loans to Latin 
governmentswith the go&] ofand'promotinglstate aentep etr" 
wthtenoasalr o nbe tterstate, nota smaller one.' 

Mr. Corrigan, who took over us
Mr.dor ,whnokernlW,uhead ofthe New York Fed in IM,

believes loans held by Latin govern-ments were too important to US. 
money center banks to have Latins 
fall to pay interest on them. This 
ilosophy ulUmately produced the

'Tlreauys debt relief paI.=
Under Ar.Corrigan's watch, tho 

"too big to fall' strategy delayed a 

the region, 

He claimed the Latin debt could
still Ix carried at 'pa cc book 
value, 100 cents on the dcLlar. Toda 
however, the secondary market bd 
price for Argentine doilar-denor-
nated debt Is 46 cents. In Brazil it's 
30 cents. 


The 'too big to fail' cycle of 
lending and repayment wil continue 
as long as American politicians 

t ome a serious reform of the 
.-unkino system. US. banks now 

Latin governments repatriate much 
of it back to money center banks, 

Instead of pressing for new mul. 
tilateral loans, which represent a
quick fix for the debt problem, the 
United States and other dustrial-
Lied nations should focus on the eco-
nomic reform obj1ctives of the lead-
Ing. Tl-.yshould negoUate a way for 
Latin governments to use more of 
their loan mwey for domestic pur. 
poses - including fostering private 
enterprise - rather tha paying the 
money back quickly. 

Argetinla , for exampla has re-
celved more than $ billion in multi-
lateral funds over the past I8 tLon, however, isa direct result of 

D Latin load repayments tooffsetfund to stabilize the Bues= Air 
domestic portfolio losses. Tefoi stock exchange.
Instead of using multilateral Ican Uder that program, a new state 
money for productive enterpris, entity, the Investment and Foreign 

504,NILE NOW TAIih b ABfr WETEIYTr BIG ToFAIL 
LE5 REM.
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months to help finance its reforms. 
But I."heavy hand of the state con-
nuesto j;4mnnate the e.ooomy.

With ohxre prices posting do-
clin of 60% sime July, Economy
Minister Domingo Cavallo is setting 
up a multihllijon dollar intervention 

Commerce Bank, will become the 
largest buyer and seller on the ex. 
change.

President Carlos Menem's Peron
1stgovernment already h plowed
$1.8billion into the holsa, much of it
cash earned from th- sale of its 
remaining shares in the recentiy pri.
vaLized state telephone companies.

The Buenas Aires press Is ques
tioning Mr, Cavanlo's creation of a 
government megafund to prop up
the boas, while millions of Argen. 
tines have fallen below the poverty
line through the gutting of social 
welfare programs. AU this interven

'the too big to fail strategy, and of 
continued lending by multilateral in
siltutlo*L 

A contrasUng example is o!ffbred
by Peru, whose leline to mulUlt
eral lenders was cut off after Presi
debt Alberto Fujimori's "self coup"
last spring. That, in turn, threw a 
new element of chaos Into the atin 
economic development picture.

The Fujimori government with. 
drew from the Andem Group (com
prised of Bolivis, Colombia, Ecua

rsed eBulal . eua
dor, Peru and Venezuela). Peruvian
 
Industrialists supported that move. 

But. with the capture of ShiningPath leader Ahimael Guzman, the 
government may find its way back to the multilateral money

pipeline. That would only perpetuate 
W~.-tecontinuing cycle of lending and 
rpyethaisntkedodmasti not 

The "too big to fall" 
repymentreform. t keyed todo 

strategy willre..iain In place until Washington 
reti InpaeutlWsigo 

up with a new foreign eco
nomic policy. Until that happena,
muliUlateral lending, which supportsLatin state bureaucracies, will/m
main an L'npedlment to the growth
of free markets in Latin Americ 
tr rsVA r


Eric Ebrmann of Cbarlottesville, 
Va., reports regularly on Latin 
Americ.
 



to the region. The chances of a significantAfrica fac s aid cuts replenishment to IDA look "difficult," 
Tanzania's Finance Minister Kighoma

Recession preoccupies major Westem donors Malima told Africa Recovery at the end of the 
meeting. "It is going to be very tough" to get 
even the minimum of SDRI3 bn that would 
keep IDA abreast of inflation, one Bank offi-

A 
By Roy Laishley in Washington new austerity measures. US President George cial says. This is normally translated as the 

Bush has proposed radical changes in US aid. equivalent of $18 bn, but in recent currency 
In this climate the OECD's recent concl movementshasmovedcloserto$19bn. 

usion that "it is difficult to envisage a sig- A September meeting of IDA donors made 
frica's financial lifeline - develop- nificant expansion in development assis- little progress in the wake of the currency turment aid - is under severe threat. tance," during the 1990s, appears almost op- moil affecting major European donors. World 

Against generally accepted es- timistc. A similar view is expressed by the Bank officials said. Further meetings have 
timates that aid must grow by 4-6 Bank and Fund in a paper specially prepared been called for 12-13 November in Pans, but 
er cent a year in real terms if per for their Joint Development Committee; coming just a week after US Presidential elec

capitaincomesaretorise.Africancountriesare prospects for sustaining recent increases "are tions, another round of meetings is being
instead facing the prospect of scheduled for December. 
sharpcutbacks. Bank and donor officials are 

Industrial countries' preoc- • '* still striving for a deal by the 
cupa"on with their own -end of the year in order to en
mounting economic problems. "" Tanzania Finan Minsterre DA-0 will be fully 
are diverting both attention and T a Fiac Minister operational for its I July 
funds from the Third World. ",*"" "- : Kighoma Mahma fears there is start-up next year. But Mr. 
Development issues - and ttlechanceofalargeboost Preston said that "we are still 
even Russia - were absent " . - foriDA. far from agrecment."
from much of the key disc:,s- ._Mr. Preston told the 
sions at the end-September an- ' Development Committee 
nual meetings of the Interna- ,-. ! that "several major donors 
tional Monetary Fund (IMF) . 
and World Bank in Real net t ansfer to sub-Saharan Ahlca
 
Washington, where the curren- S bn (Constant dollars)
 
cy turmoil in Europe com- S / .
 
manded the near total attention .f) IA2 
of major donor countries. Call- . 1 

ing for urgent action to boost,1 109
 
not cut aid flows, World Bank President Lewis poor," it says. Both reports show a worrying 10 0. U 

Preston warned that pressures on donor fall-off in net official flows to Africa in 1991. 8 8
 
budgets, "exacerbated" by currency in- Resource flows to developing countries e
stability, "will result in aid cuts which will hit were at the centre of ministerial discussions at U 
the poor countries hardest." the 21 September Joint Development Com- 8 8 

Faced by stubborn recession, the IMF has mittee in Washington. In his report to the I 
again lowered its estimate of industrial Committee, Mr. Preston pointedly remarked I 
country growth this year and next - to 1.7 that after 25 years, only five OECD countries I
and 2.9 per cent, from 1.8 and 3.3 per cent in had managed to attain the generally accepted 
May. The Organization for Economic target for aid of equalling 0.7 percent of theirCooperation and Development (OECD) has gross natonal product (GNP). t ls 1986 l97 1lo8 loss9 B0 1991 
similarly revised its forecast for its members For most African countries, immediate Soce wolCa ,Ba MF 
for 1993 downwards to 2.1 per cent from 3 per concern focuses on the tenth replenishment of 
cent forecast in June. Growth in Africa this the Bank's soft-loan affiliate, the International remain uncommitted," with support for an 
year is now projected at 1.9 per cent, the IMF Development Association (IDA), a major earth increment "limited to a few donors." 
says, down from 2.7 per cent estimated in source of concessional funding. IDA-9 was Speaking after the meeting Bank Managing 
May, with 3 per cent instead of 3.3 per cent es- fixed at $15.5 bn (officially, Special Drawing Director Ernest Stern said that even the mini
timated for 1993. Rights 11.68 bn). To compensate for inflation, mum target was at "serious risk" and gloomily 

The pressure on Western aid budgets has new members and new concerns over the en- added that, "it was as if Rio never happened," 
been symbolized by Sweden, traditionally one vironment, the Bank has been pushing for a referring to the UN Conference on Environ
of the most generous, which announced a 10 replenishment of at least $23 bn, $S5 bn of it as an ment and Development (UNCED). Only the 
per cent cat in September, and by Norway, "earth increment" for environmental issues. Nordics and the Netherlands have so far 
another traditionally generous donor, which is This level of funding now looks impos- shown strong support, and then dependent on 
also proposing to lower aid levels. The UK's sible, officials and African nlinisters concede, other contributions. A supplement of $1-2 bn 
aid budget is threatened by a 15 per cent cut in with wider implications ior related aid flows tumtopage24 
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lIF/ orid Bank eforeducing the share of China and India, need for external financing will be larger," a 
which between them have traditionally taken countries simultaneously try to implemer 

'= pag 30perceot ofIDAcommitments. market-oriented reforms, reduce poverty an 
Bank and African officials alike stress that address environmental concerns. 

any shortfalls on IDA and other aid flows The report stresses that developin 

would now be considered a victory, would affect both current adjustment countries will have to increase domesti 

The Bank's chief economist for AfTica Ish- programmes and renewed efforts to reduce resource mr.,itization. While committed t 

rat Husain points out that with every S of IDA poverty. The report to the Development Corn- doing t'ds. Mr. Malima points ciR that "ther 

spent in Africa raising another $4 from donors mittee confirms views earlier put by the UN is on]'/ so much you can squeeze from a lea 

through the Bank-coordinated Special PRoranm: and others that in the poorest countries, "the perscn." Increased aid and debt relief i; !sser 

of Asite (SPA), any dxrfal for fial, Nigeria's Finance Mirusu 
Alhaji Ahmadu Abubakar aIDA-10 wfl have a hash 

knoc.k-on effect for the region. -- ..-s,w- '=- " gues, especially is donors ai 

.now demanding, expensiSerious discussion on the 
volume of IDA-10 has also - World BankPr sident Lewis pnlitical reforms. 

July economibeen stalled as a result of a " " - Preston has wantfthei 

stand-off between the US and -. i'e ssummit, Western leader 
Japan. the two largest donors. ! " -0 dangerof aid cuts resolved to bridge the dilen 

Aid officials say the US has "' ma presented by tighu 

made it :ear that it will be dif- -4 public expenditure by direci 

ficult to get Congress to 
authorize a contribution sub
stantially above the present ..7 Low net flows 
level ofjust over $1bn. .. For African countries, retained funds from the World Bank 

Japan, however, has continue to be worryingly low. Despite increased comrt
warned that it will not neces- , ments for Africa during its 1992 financial year (FY), net 
sarily compensate for the . " " . _ disbursements (after repayments) fell to $1.64 bn from 
shortfall of other donors, as it $1.87 bn the previous year. When interest and other charges 
did in IDA-9, officials familiar Q I a are taken into account net transfers - the amount of new, 
with the negotiations say. To 1Wooa0,0FC additional Bank funding inFY 1992- totaled only $783 mn 

ensure the $18 bn figure in the o'e,,wred with $895 mn the previous year. 
at both theabsence of an increased US contribution. Slow Bank procedures in some areas and mounting problems 

Japan would have to become the premier national and project level, as well as repayment costs, account for the low level of 

donor to IDA, which would have implcations net flows. Implementation problems are causing growing concm. Bank President 
gw eth Lewis in Washington that of bn 

forthedeciion-makinghierarchyintheBank. committed to Africa, $14 bn remains undisbursed arid promised to take measure 
But even if the $18 bn figure is reached, to improve the quality of implementation. 

this will not compensate for at least nine new In its latsst financial year, the IMF had positlve net flows to Africa after many 
IDA members, some of them large economies. years of negative transfers. Total disbursements r.,se to SDR887 mn ($1.25 bn, 
In Africa alone, Angola, C6te d'lvoire, Egypt including Egypt) from SDR577 mn ($800 mn) the previous year. After accounting 
and Zimbabwe are all new claimants on IDA. for repLayments, nei ;lows from the IMF to Africa were a positive SDR274 mn in 

Bank officials concede that with growing FY92, up from a negative SDR300 mn in FY91. 

demand for t limited pie, smaller African Much of this improvement reflects increased IMF activity in North Africa and for 

countries could suffer. This is probably true sub-Saharan Africa net flows were still just negative in iY92. Some 20 African 

door t onA, hierarcyd Biatn Preston told African ministers a total of $23 

prios pr countries were still net providers of funds to the IMF,evenitreodsfer This oby t _lbeit for some countries, 
even with refbows ,J previous IDA flows, such as Mauritius and Morocco, this reflects improvinet economies. A number of 

.!': are projected to boost 'DA-10 resour- African countries, including CMte d'voire, Egypt and Nigeria, were also in a 
ces by some $2.5 bn. negative position with the World Bank In FY92. 

Overall, Africa, unlike other regions of the world, has since 1980 experienced 
KeepIng Afrlat'a d positive net transfers, in real terms, from all sources, according to data presented 

Speaking for the African group, Mr. Malima to the Development Committee. But in 1990 and 1991 there was a worrying fall-off 
made a strong plea that sub-Saharan Africa's from the 1989 peak of $13.2 bn (see graph, page 3). The OECD's 1991Survoy of 
share of IDA remain at 50 per cent. He szys that Financing and Extemal Debt of Developing Countries also shows real net resource 

Bank officials have voiced their intent !o flows to sub-Saharan Africa falling in 1991, to $23.8 bn (1990 $) from $24.1 bnin 1990. 
preserve the region's IDA share, but ruefully Although no separate data is available for net aid receipts, the inference is that they were 

at least only static in 1991 in real terms, after a 3.6 per cent rise in 1990.observes that the final outcome will depend on 
In its latest figures, the UN's Department of Economic and Social Development

the priorities of"the big players." (DESD), shows a slight improvement, in nominal terms, in net transfers to sl'.,-Saharamn 
Japan's Finance Minister Tsutomu Ham Africa (excluding Nigeria) in 1990 and 1991, though only rising to their 19Fd level. For 

for one, wamcd in September that "attention Africa as a whole, however, net transfers fell to under$1 bn in1991. Ifterms r,f trade losse 
must be paid to the needs of Asia" in IDA- 10. are taken into account Africa experienced a *netoutflow of real resource- in the two first 
Arguments that Asia still contains the largest years of the decade," the UN points out. 
number of the world's poor, could limit plans 
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ing more aid towards the poorest countries 
and for directly attacking poverty. IDA-10 
will reflect this, but donor countries are also 
arguing the diminishing economic sig
nificance of aid and the increased attention 
thai should be given to other factors, such as 
foreign investment and trade, which can yield 
bigger returns. 

Addressing the UN General Assembly on 
21 September. US President Bush argued that 
with the end of the Cold War, "foreign aid, as 

.° 

Nigena Finance Minister , . 
Alhaji Ahmadu Abubakar has 
called for equalsacnice and t! 
more resources from donors. , 

we've known it, needs to be transformed," 
moving from "'aid dependency' to economic 
partnership." If re-elected he would "alter fun
damentally" the focus of US assistance, with 
more emphasis "on building economic 
partnerships among our private sectors." 

But African ministers point to the now 
near-iotal dependence of many African 
states on official flows and the relative 
weakness of their private sectors, certainly 
in international terms. In Washington, 
African ministers also warned multilateral 
officials that there is agrowing sense of im
balance between African and industrial 
countries on the sacrifices to be made in get
ting faster and more balanced world growth. 
"The external effort is not matching the inter
nal efforts," Nigeria's Finance Minister ar
gues. He stresses the need for more foreign 
investment, more equal access to markets 
pointing to the stalled 'Uruguay Round' of 
trade talks as an example of the failure of in
dustrial coLntries to make similar sacrifices 
- and greater debt relief. Mr. Malima 
makes the same point. "very little progress" 
has been made in alleviating Africa's debt bur
den, he argues. 

Their point is taken by the Bank's Ernest 
Slern who said that the cost of adjustment in 
the rich countries was "being put on the 
backs of the developing countries." Without 
adequate aid. one of the casualties could be 
the very economic and political program
mes that donors argue are needed to enable 
countries to end their dependence on aid and 
benefit from economic cooperation, African 
ministers warn. U 
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of Starvation and predatory violence, the black Africa has beenthe worsi in the By concenltAting so much political million And vast oil wealth eltimaltedl ie
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Japan and Foreign Direct Investment 

by Persephone Economou and David Gold 

The aulov disuss the drmaticvise in the1980s ofJapan as asoure ofouftad 

inmenwit andthe inpaathis is havingon Asia They wndud thatJapanssrutO 

of rVionLyomen tmnement has gwen it ie hu&dge in fasi givzoing Asian 

emnim 

? etween 1983 and 1990, annual world-
wide flows of foreign direct investment 
(FDI) increased from $53 billion to a re-

cord high of $225 billion, growing at an aver-
age annual rate of 26 percent. This unprece-
dented growth is partly a result of the 
economic recovery of the last half of the 1980s, 
and parly due to the lowering of barriers to 
cross-border investments, particularly in serv-
ices industries. The rapid growth of FDI also re-
flects strategies of transnational corporations 
(TNCs) from the major investing countries, 
which sought to re-organize on a regional basis 
in response to growing competition. Major pal-
icy developments, such as the Single Market 
program in the European Community were 
Also a spur. 

The Triad. Until the 1980s, the United States 
and the European Community were the main 
sources ofFDI. The emergence ofJapan as a sig-
nificant outward investor changed the global pat-
tern of FDI from bi-polar to one which may be 
characterized as tri-polar. The Triad (US, EC, and 
Japan) presently accounts for over four-fifths of 
FDI outflows and 70 percent of FDI inflows, indi-
cating that the bulk of FDI stays concentrated 
within the Triad. 

Indeed, developing countries have seen their 
share of FDI inflows decline from 25 to 17 per-
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cent of the total since 1980. Moreover, for alarge 
number of dcveloping countries, data on both 
stocks and flows of FDI collected by the United 
Natior.s and analvzed in the libr/d Inuestment Re
port 1992' TransrnationlCorpomtions as Engines of 
Grwah, showan emerging pattern ofregionaliza
don of TNC activity. Each member of the Triad 
has become the dominant investor (that is,ac
counts for more than 50 percent of total inward 
investment in a host country or is the largest in
vesting country by a margin of at least 10 percent
age points more than the next largest investor) in 
developing countries located within the same re
gion. With some exceptions, the US is the main 
investor in Latin America, EC firms dominate in-

The rise
 
in the value of the yen


after 1985
 
was a major stimulent
 
tOJapanese FDI in Asia. 

vestment in Eastern Europe and Africa, andJapa
nese firms are the principal source in Asia. In 
Aia, the East Asian NICs have followed Japan, 
emerging as investors in several developing coun
tries in the region. 
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Regional sategies. The regionalization of FDI 
appears to be clos-ly associated with strategies 
pursued by TNCs from the Triad. These strate-
gies are especially apparent among Japanese 
TNCs in Asia which have established networks of 

... some Japanesefirms 
were seeking to establish 

similar networks.. 
in the US 
and the EC 

production facilities in different countries and 
are in the process of consolidating the integra-
tion of these networks on a regional basis. These 
networks produce complementary goods, for ex-
ample, components which are then exported to a 
single location where the final product is assem-
bled. Regional strategies are best-suited to manu-
facturing goods with discrete production 
processes; for example, automobiles and elec-
tronics. The rise ofjapanese FDI in Asia has been 
accompanied by a larger proportion of intra-re-
gional trade accounted for byJapan, much of it in 
the form of ina-firm trade among affiliates and 
between parents and affiliates of.lapanese TNCs. 

The rise in the value of the yen after 1985 was 
a major stimulant to Japanese FDI in Asia. Low 
costs of production and high labor skills were 
considered by Japanese TNCs to be the most at
tractive locational advantages of countries in that 
region. Increasingly, however, the growing afflu-
ence of Asian consumers and the strong per-
formance of their economies, even during 
periods of recession in developed countries, have 

geared production of Japanese affiliates towar,-
supplying the domestic markets. As a result, Ja-
pan's integrated production networks are now 
serving multiple and diverse markets: the home 
country, the other legs of the Triad and the host 
country and region. 

The regionalization of FDI is also 4ident in 
the other legs of the Triad. While U fir,ts are 
now rushing into Mexico, the integration of US 
and Mexican production locations began well be-
fore NAFTA. The rapid growth in US-Mexican bi-
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lateral trade accounted for by US TNCs and their 
Mexican affiliates in the late 1980s helped to in

crease integration of the two economies that is 

being furthered by NAFTA. Once NAFTA is a re
ality and if trade barriers between NAFTA mem

bers and other countries in the hemisphere 
continue to fil1, NCs from the US may extend 

their corporate networks throughout Latin 

America and the Caribbean. The common mar

ket being formed by Argentina, Brazil, Paraguay 

and Uruguay has already attracted interest from 

US firms, such as Monsanto, seeking to rational
ize operations on a regional basis. 

In Europe, regional strategies have largey 

been confined to the EC and EFTA countries as 
these nations integrate. However, a number of 
EC companies, including Fiat and Volksagen, 
are beginning to combine Eastern European 
production locations with those in Western 
Europe to serve the entire European market. 

Although formal economic integration meas
ures contribute to the regionalization of FDI. 
they are nnt always necessary The experience of 
Asia is instructive in that respect what allowed 
Japanese TNCs to form networks of affiliates was 
the relatively low level of trade barriers among 
countries i the region. A high degree of open
ness seems necessary (though not sufficient) to 
induce the formation of networks and the result
ing regionalization of FD,'. At the same time, in 
___NM,_ _ 

Many smaller and poorer countries 
are in danger ofbeing further 

marginalized... 

the absence of formal policies, the autivities of af
filiates can bring about substantial integration of 
production or, where such policies are already in 
place, shape the direction of economic in
tegration. 

Producing in the Triad. Even as networV' of 
foreign affiliates were integrating in Asia, some 
Japanese firms were seeking to establish similar 
networks in the other two legs of the Triad, 
namely the US and the EC. While cost factors 
were the main consideration in Asia Japanese in
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vestments in the US and the EC followed a more 
defensive strategy. The desire to retain export 
markets in dew of the growing competition in 
those countries, coupled with the impending 
economic unification among EC members and 
•,-tivity14ill 

One issue is whether the / 990s will 
witness an ouiflow ofFDI 

from Japan... 
similar to the late 1980s. 

the rise of US protectionism influenced the loca-
don of production by Japanese firms. The drive 
to retain and expand market share for key prod-
ucts, such as automobiles and electronics, led 
Japanese TNCs to seek to become insiders in 
both Triad members, 

Implications. The spread of regionally-ori-
ented strategies by TNCs from the Triad raises 
important questions about the future. FDI out-
flows have fallen off in the last year as the largest 
investing and recipient countries have experi-
enced slow growth. Thus, one issue is whether 
the 1990s will wimess an outflow of FDI from Ja-
pan of a similar magnitude to that of the late 
1980s,given thatJapanese TNCs have already es-
tablished a presence in each leg of the Triad; and 
whether the other members of the Triad will pur-
sue similar regional strategies. 

The formal adoption of regional integration 
policies could have implications for the location 
ofFDI. In the case of NAFTA, for example,Japa-
nese companies are beginning to invest (or ex-
pand existing investments) in Mexico. Several 
investments byJapanese TNCs in automobiles in 
Eastern Europe (Suzuki, for example) seem to 
have a similar objective, namely, to serve both lo-
cal and Europe- "' markets. With the formaliza-
don of region , aitegration schemes, Japanese 
TNCs may intensify their efforts within the cluster 
of coumnies that is centered around the US and 
the EC Consequently,while FDI fromJapan may 
notincrease in the medium-term, flu-ther reor-
gnization of affiliates within a single region 
might be expected to continue. Other Triad 

members can be expected to pursue similar 
strategies or risk being left out, as is evident in 
Mexico and Eastern Europe. A world-Aide inte
grated production system can be envisaged for 
some industries but it is likely that most TNC ac

remain regional. 
The Japanese lead in formulating regional 

strateg*,-- 7 partly the result of their late-coiner 
status among the world's economic powers ant 
their attempts to gain competive adx"g. LA 

the world's largest markets. To the extent the) 
have been successful in the Triad, the) have also 
brought to the fore the issue of whether a TNC 
can be effectiveh a domestic firm in more than 
one country. Such a development, epitomized 
perhaps L,the Triad- oriented strategies of com
panies such as Honda, can raise difficult policy 
questions for countries used to thinking of firms 
as national entities. 

An additional issue is how these regionaliza
don strategies affect developing countries. So far, 
they have been focused on developing countries 
with the .largestdomcs ic markets, well developed 
infrastructure, labor skilL and open economies. 
Man, smal -and poorer countries are in danger 
of being furtLer margnalized by this process. 
The distribution ofFDI to developing countries is 
highly concentrated with two-thirds of all inflows 
destined for 10 countries, mostly the NICs in Asia 
and Latin America and oil producers in Africa. 
Many developing countries are also concerned 
about the extent to which integration of produc
tion via TNC strategies ties an economy so closely 
to a Triad member that the host economy loses 
autonomy in making policy choices. Indeed, 
those choices may increasingly emphasize FDI 
and TNC issues. W 

Economou and Gold are in the transnational corpora
tions and management division of the United Nations 
Department of Economic and Social Development. The) 
were members of the team that produced the World In
vestment Report 1992: Transnational Corporations as 
Engines of Growth (New York: United Nations 1992). 
The views expressed in this article are personal and do 
not represent the views of the United Nations or any of 
its subsidiar. .odies. 

International Economic Insights 42 



BILATERAL ASSISTANCE
 



BILATERAL ASSISTANCE
 

Boren, David L., Lloyd Bentsen, Robert C. Byrd, Max Baucus and Joseph I. Lieberman. A 
Letter to the President Elect, December 1, 1992. 

Doherty, Carroll J. "Cold War's Demise Shapes $26.3 Billion :Spending Bill," Congressional 
Quarterfr, October 10, 1992. 

Madison, Christopher. "Agency in Agony," National Journal, November 21, 1992. 

Gambino, Anthony W. "The Nightmare Scenario," Monday Developments, InterAction, 
September 14, 1992. 

Hamilton, Lee H. "Reforming the Post-Cold-War U.N.," The Christian Science Monitor, 
December 1, 1992. 

Neier, Aryeh. "Fight Abuses," The New York Times, November 20, 1992. 

Safire, William. "Right to Intervene," The Washington Post,
 
November 30, 1992.
 

"Focus on the Emerging Democracies," U.S. Department of State Dispatch,
 
October 26, 1932.
 

Bush, George. "Freedom Support Act Signed Into Law," U.S.Department of State Dispat.-h, 
October 26, 1992. 

"Export Credit Guarantees and Food Aid to Russia," USDA Backgrounder, 
October 9, 1992. 

Joint Ministry in Africa Office of the United Church of Christ and the Christian Church. 
"Make a 'New Beginning'," Africa News, December 7-20, 1992. 

Morrison, David C. "U.S. Troops in Somalia: Where Next?" National Journal, 
December 12, 1992. 

Sahnoun, Mohammed. "Using Force to Help a Gentle People," Los Angeles Times 
December 2, 1992. 

Ruggie, John Gerard. "When America Talks, Thugs Listen," Los Angeles Times, 
December 1, 1992. 

McCarthy, Colman. "Why Abolish the Hunger Committee?" The Washington Post, 
November 23, 1992. 

Barnett, Don. "U.S. Refugee Policy Faulted," The Christian Science Monitor, 
November 12, 1992. 

"PCC Documents Progress in World Access to Birth Control," Monday Developments. 
InterAction, October 26, 1992. 



linited States senate
 
WASHINGTON, DC 20510 

December 1, 1992
 

The Honorable
 
Bill Clinton
 
President-Elect
 

of the United States
 
Presidential Transition Office
 
105 West Capitol Avenue
 
Suite 400
 
Little Rock, Arkansas 72201
 

Dear President-Elect Clinton:
 

The collapse of the Soviet Union has given the United
 
States an historic opportunity to reshape its foreign policy.
 
Throughout the Cold War, our foreign policy was centered on the
 
desire to contain the Soviet Union. Toward that end, our foreign
 
aid rrogram focused mainly on keeping the Soviets from gaining
 
the uppcr hand, whether in Asia, Africa, or Latin America.
 

Today, we face an entirely new set of political and
 
economic circumstances, both globally and here at home. These
 
changed conditions demand nothing short of a b.asic reevaluation
 
of our foreign assis-ance objectives and pr:.orities. Above all,
 
we need to ensure that our foreign aid prograin focuses more on
 
enhancirg American trade and competitiveness. Without such a
 
heig' ened emphasis on these economic conc'-r,'-, the United States
 
is bound to find itself less able to play a leadership role in
 
various regions -- particularly in those devaloping countries
 
that are currently experiencing the world's highest rates of
 
economic growth.
 

In contrast, a greater focus on the linkages between
 
aid and trade can ensure that three critical objectives all are
 
satisfied:, our assistance is directed toward sound economic
 
development in the recipient countries, American firms and
 
workers are actively engaged in those countries' development
 
programs, and our foreign aid benefits both the recipients
 
abroad and our own economy through expanded jobs and exports.
 



The Honorable
 
Bill Clinton
 
December 1, 1992
 
Page Two
 

Toward that end, the five of us have worked together
 
over the past two years on a modest proposal to begin this
 
reformulation of our foreign aid priorities. Our Aid for Trade
 
initiative, which passed the Senate last year, would require that
 
more of our bilateral economic aid go for developmentally-sound
 
capital projects, covering areas such as telecommunications,
 
energy development, environmental protection, and other forms of
 
infrastructure building, while less is provided in the form of
 
no-strings-attached cash transfers. It would do so without
 
infringing on our longstanding humanitarian commitment to
 
addressing the "basic human needs," such as rural health, basic
 
education, and family planning services, that remain so critical
 
to the poorest aid recipients. And by providing financing that
 
enhances the purchases of American goods and services, it would
 
ensure that we help ourselves at the same time as we help those
 
countries in need of our assistance.
 

This adproach to foreign aid has several important
 
advantages. First, it is a sounder long-term development
 
strategy than one concentrating mainly on cash outlays. Numerous
 
studies have documented the pressing need of more advanced
 
developing countries, from Asia to Latin America to North Africa
 
to Eastern Europe, for infrastructure assistance. Unrestricted
 
cash transfers, in contrast, do nothing to ensu7'e either sound
 
development or a commitment to economic reforms.
 

Second, a greater focus on trade expan-(.on initiatives,
 
including additional capital project assistance, w&,uld bring the
 
United States more into line with the approaches of our major
 
economic competitors, including Japan. Whilethe builk of our aid
 
program during the 1980's consisted of cash transfers, Japan and
 
most European countries concentrated their assistance on infra
structure projects. By doing so, these countries helped their
 
exporters gain a greater share of business: in the recipient
 
countries. The result was a loss to U.S. firms of up to $5
 
billion a year in missed export opportunities -- costing up to
 
100,000 American jobs. It is time to begin redressing this
 
asymmetry, not simply through multilateral negotiations on other
 
countries' use of "tied aid" but also through a more proactive

U.S. strategy. (Although we welcomed the agreement finalized
 
last February in the Organizatlon for Economic Cooperation and
 
Development that established new criteria for all aid donors, it
 
nevertheless has several shortcomings that are certain to limit
 
its effectiveness. In fact, to date that agreement has provided
 
more of an excuse for the United States to unilaterally restrict
 
our funding for capital projects than an effective restriction on
 
other countries' activities.)
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Third, greater emphasis on these forms of economic
 
assistance will promote greater coordination among the relevant
 
U.S. agencies concerned with both aid and trade policy, including
 
the Agency for International Development (AID), the U.S. Export-

Import Bank, the Overseas Private Investment Corporation, the
 
Trade and Development Agency, the Office of the U.S. Trade
 
Representative, and the Commerce Department's International Trade
 
Administration. As you have noted, AID is badly in need of a
 
fundamental overhaul, in part so it can work more effectively
 
with the other agencies listed above. It is noteworthy (though
 
perhaps not surprising) that while collaboration among these U.S.
 
agencies has tended to be sporadic and a hoc, Japan's equiva
lents of AID and the Export-Import Bank are housed in the same
 
building and work closely together on both general policy and
 
specific initiatives -- toward the end of opening new markets and
 
ensuring new sales for Japanese companies.
 

We would be pleased to discuss our ideas in greater
 
detail with you and your economic team at your earliest
 
convenience. We believe that the time is right for a new
 
approach to foreign economic assistance that better reflects
 
our country's most pressing needs in the post-Cold War world.
 

Sincerely yours,
 

17 eresr Robe6rt C. Byrd/ 

N a Baucus 	 dneph I. Lieberman 

cc: 	 Robert Reich
 
Samuel Berger
 
Al From
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Cold War's Demise Shapes

$26.3 Billion Spending Bill
 

Presidentsigns measure that cuts $1.1 bilion from request 
butprovides IMFfunds andIsraeliloan guarantees 

ongress approved $12.3 billion 

in new financing for the Inter-
national Monetary Fund (J1,F)

and $10 billion in loan guarantees for 
Israel as it sent President Bush the 
first foreign aid appropriations bill in 
nearly two years.

With minimal debate, the House 
on Oct. 5 adopted the conference re-
port on the $26.3 billion spending 
measure (HR 5368), 312.105. The 
Senate approved the legislation by
voice vote later that day. (Vote 470, p.
3220) 

The president signed the measure
(PI, 102-391) on Oct. 6.The bill cut about $1.1 billion from 

the administration's request for fiscal
1993. The final version of the legisla-
tion :-)vides $12.5 billion more than 
the House-passed bill, which did not 
include the IMF appropriation, and 
$162 million less than the Senate bill. 

In a number of areas, the bill 
marked a significant departure from 
foreign aid legislation enacted during
the Cold War:.A House-Senate confer-
ence committee on Oct. 2 moderated 
tough restrictions imposed by the Sen-
ate on aid to Russia - a program that 
did not exist the last time such a con-
ference convened. 

New controversies, reflecting the 

evolution of congressional foreign pol-

icy interests, replaced old ideological

struggles. Over administration objec-
tions, the conferees authorized up to 
$50 million in U.S. military equipment
for the besieged republic of Bosnia. 

That represents the strongest con-
gressional action favoring one side in 
the former Yugoslavia, although it 
does not compel Bush to p:ovide the 
aid. 

But the changing ideas about for-
eign assistance did not extend to the 
Middle East, where most U.S. military
and economic aid continues to flow. 
The bill provides $3 billion in aid for 

By CarroU J. Doherty 

I 
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Bill: HR 5368 - (H Rept 102-
1011)-- Fiscal 1993 foreign 
operations appropriations.
Latest action: President Bush 
signed Oct. 6 (PL 102-391). 

Reference: Weekly Report, pp.i 3066, 2962, 1891. 

Israel and $2.1 billion for Egypt, the 
same levels as in recent years. 

Congress has long been a well. 
spring of support for Israel, and th. 
authorization of the five-year program
of loan guarantees for Jerusalem - on 
top of the $3 billion in direct aid 
made the bill more palatable for many
members. 

E;cluding the one-time appropria-
tion for the IMF, the measure pro-
vdes $1.4 billion less than the fiscal 
1991 aid bill, which was the last one to 
clear Congress. 

That sharp reduction in spending
helped ease anxiety among lawmakers 
about casting an election-year vote for 
foreign aid. 

"It's a very tight bill, and we gave
people some arguments to take home 
and defend," said Rep. David R. Obey,
D-Wis., chairman of the House Appro.
priations Subcommittee on, Foreign
Operations. 

Passage of the legislation also rep-
resented t qualified success for the 
Bush administration. The loan guar-
antees and the IMF appropriation 
an essential component of the admin-
istration's aid initiative for the former 

Soviet republics - were regarded as 

legislative priorities by the White 
House. 

In addition, the measure includes 
$417 million in economic and tech. 
nical assistance for the former Soviet 
republics and $50 million to restruc
ture debts owed by Latin American 
goverments. 

But the administration was 
to swallow major reductions in mili
tary aid and in Economic Suppoit
Funds (ESF), a key category of eco
nomic assistance. 

The conference committee agreed 
to convert military assistance grantsfor three NATO allies - Turkey, 
Greece and Portugal - into low-inter
eat loans. The bill provides $3.5 billion
in military aid, a $596 million reduc
tion from the fiscal 1992 level. 

Funding for ESF, a program of 
cash transfers and other assistance for 
key U.S. allies, was cut by $498 million 
from fiscal 1992 to $2.7 billion. 

A Russi'an Covmipromise 
The conference committee faced 

conflicts over issues including military
aid for the NATO allies, debt forgive
ness and abortion. 

Yet no issue took more time or ef
fort to resolve than the stiff conditions 
on aid for Russia that had been at
tached to the Senate bill by Robert C. 
Byrd, D-W.Va., chairman of that 
chamber's Appropriations Committ-e. 

The amendmant wouid have pro
hibited aid to Russia until Moscow ei
ther withdrew its military forces from 
Estonia, Latvia and Lithuania, or 
agreed to a timetable for withdrawal. 
Byrd exempted humanitarian aid 
from his nmendment. 

The administration strongly op
posed the provision, but decided to 
defer an all-out battle in order to ex
pedite Senate passage of the measure. 
In an Oct. 2 letter to lawmakers, the 
White House warned that the amond. 
ment "would result in a cutoff of U.S. 
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assistance" and said that the problem 
was addressed by conditions in legisla-
tion (S 2532) authorizing aid to the 
former Soviet republki;. (Ex-Soviet 
aid, p. 3181) 

But Byrd was unyielding. "'Ve 
have a time bomb ticking on o.r 
hands," he told the conferees, arguing 
that Russia's continued military pres-
ence in the Baltics could spur civil 
unrest. 

With the proceedings dragging on 
- and Byrd raising the possibility of a 
filibuster if his amendment were 
stripped - Byrd, Obey and Sen. Pat-
rick J. Leahy, D-Vt., left the confer-
ence for a private meeting. Leahy, who 
presided over the conference, chairs 
the Appropriations Subcommittee on 
Foreign Operations. 

While the lawmakers were seques-
tered, Robert S. Strauss, the U.S. am-
bassador to Russia, called from Mos-
cow to try to break the deadlock. But 
the dramatic gesture - Strauss tele-
phoned about 5 a.m. Moscow time 
went ignored as Byrd declined to leave 
the meeting to take the call. 

Nonetheless, the three men 
emerged a short time later with a corn-
plicatc-d agreement in hand. Under 
the compromise, only half the assis-
tance can be provided unless the pres-
ident certifies by next June that there 
ha beei "iubstantial progress" to-
ward establishing a timetable for with-
drawal. 

If Russia still hes not removed its 
forces by the end of next September 
or has not st up a timetable to do so 
further a istance will be cut off. 

lt is nut clear how much, if any, of 
the $417 million in the bill for the 
former republics will be affected by 
this provision. The administration has 
not yet allocated the assistance among 
the newly independent states. 

But the conditions might be less 
onerous than they appear because the 
definition of "substantial progress" is 
open to broad interpretation, 

The White House letter noted that 
Russia has reached an agreement with 
Lithuania on withdrawal, and said 
there has been "considerable prog-
ress" in removing forces from the Bal-
tic nations. 

With far less controversy, the con-
ference committee eliminated a sec-
ond Senate amendment aimed at re-
striting aid to Russia. The 
amendment by Jesse Helms, R-N.C., 
would have barred all but humanitar-
ian aid to Moscow until the presider: 
certified that Russia had ceased seLl-
ing arms to Iran. 
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As the conference agreed to re-
move Helms' provision, Leahy de-
clared that he "didn't have a dog in 
thir, fight." 

The conferees also earmarked a 
substantial amount of the $417 million 
for specific purposes, some of which 
could benefit domestic interests. The 
legislatior requirec that $50 million in 
U.S. agricultural commodities be pro-
vided to the former republics. 

Russia's failure 
to remove it. 

troops from the 7. 
B ;. ' . / 

time bomb tick-
I 
i on our 
hands." 

-- Sen. Robert C. Byrd, D-W.Va. 

The conference ,ommittee also 
earmarked $50 D n for scholar-
ships and other edL ational exchange 
programs. 

Cutting Military Aid 
Byrd also was at the center of the 

dispute over military aid for Turkey 
and the two other countries that host 
NATO bases. The Appropriations 
chairman has been a tireless supporter 
of aid for Turkey. 

The House and Senate were far 
apart on the issue. The House cut all 
military assistance grants for the three 
NATO allies - replacing them with 
market-based loans - but the Senate 
restored $540 million in grants and 
low-interest loans, 

Byrd was the leading proponent of 
the Senate's position, but it seemed 
untenable at a t'me when foreign aid 
is so unpopular. Even if he had suc-
ceeded in conference, there would 
have bven intense House opposition to 
inrcreasing the funding in the bill by 
$1,40 million, 

The conference committee essen-
tially ;p!- 'he difference between the 
two chamber3. It eliminatee military 
grants bu. tipproved $450 mllion in 
low-interest loans for Turley, $315 
million for Greece ond $90 million for 
Portugal. 'he annual inte 5t rate on 
such loans is about 5 pi' ,ent. 

The panel attempted !: assuage 
rurkey, an important ally in the Per-
sian Gulf region, by providing $125 

million in economic aid. Neithei the 
House nor the Senate had inclided 
the earmark in its bill. 

Despite an intense lobbying (am
paign by the administration and J.S. 
corporations, the conferees also cut 
$2.3 million in military training assis
tance that the administration re
quested for Indonesia. 

Supporters of the aid cutoff, which 
was originally included in the House 
version of the bill, said the action was 
warranted because of the ma sacre of 
as many as 100 civilians last year by 
Indonesian forces on the Ljland of 
East Timor. 

But U.S. corporations operating in 
Indonesia feared a backlash from 
President Suharto's government if the 
provision became law. Obey, who de
fended the House stance, said "a num
ber of business people have contacted 
various conferees with concerns about 
this amendment." 

Opposition to the cutoff was l',d by 
Sens. Daniel K. Inouye, D-H.waii, 
and Ted Stevens, R-Alaska, who pro
posed mild conditions in place of 
scrapping the aid. When it became 
clear that the tonference would - at a 
minimum - impose tougher restric
tions on the program, they gave up 
their fight. 

The conference committee 
dropped abortion-related provisions 
that bad triggered a veto threat. Both 
chamb.rs had approved $20 million in 
aid for the U.N. Population FI, d. The 
administration opposes such aid be
cause the agency operates in China, 
which has been condemned for its co
ercive abortion policy. (Abortion, p. 
3162) 

The conferees easily reached an 
agreement on $50 million in funding 
for Latin American debt forgiveness 
under the administration's Enterpri3e 
for the Americas program. The House 
had provided no funding for debt 
restructuring, while thL Senate had 
appropriated $100 millioa. 

Middle East Dominance 
Because of the cuts in the two 

main categories of bilateral assistance 
- Foreign Military Financing (FMF) 
and FSF - the dominant pocitioi of 
Isreei and Egypt among aid recipient; 
has become even more pronounced. 

Congress earmarked $3.1 billio.. in 
FMF for the two allies, leavir.g only 
about $350 millioi for all other recipi
ents of that assistance. Lawmakers 
earmarked $2 billion in ESF for Israel 
and Egypt, leaving only $670 million 
for other countries. 
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Foreign Aid Spending 
(HR 5368, as cleared for the president, in thousands of dollars) 

Fiscal 1992 Fiscal 1993 House Senate Final 
Appropriation Bush Request Bill Bill Bill 

MultilateralAid 
World Bank 

Paid-in capital 
Limitation on callable capital 
International Development Assootion 
Global Environment Facility
International Finance Corp. 

Inter-American Development Bank 
Limit on callable caprtal 
Enterprise for the Americas Investment fund 

Asian Development Bank 
Asian Development Fund 
African Development Bank 

$ 69,089 
(2,233,903) 
1,044,332 

-
39,735 
85,053 

(2,202,040) 
-
-

124,979 
8,854 

$ 70.126 
(2,267,418) 
1,060,000 

-
50,000 
77,889 

(2,235,077) 
100,000 
51.041 

144.474 
-

$ 62,180 
(2,010,513) 
1,024.332 

-
35.762 
76,738 

(2,202,040) 
75,000 
25.514 
75,000 

-

$ 62,180 
(2,010,513) 
1,024,332 

30,000 
35,762 
76.738 

(2,202,040) 
100,000 
25,514 
75,000 

-

$ 62.180 
(2,010,513 
1.024,332 

30.000 
35,762 
76,738 

(2,202,040) 
90,000 
38,014 
62,500 

African Development Fund 
European Development Bank 
U.S. Ouota, International Monetary Fund 
State Department Intemational proorams 

103.893 
68,986 

-
280.522 

135,000 
70,021 

12,313,857 
256,650 

103,893 
68,986 

-
310,000 

103,893 
-

12,313,857 
312,500 

103,893 
60.000 

12,313,857 
310,000 

TOTAL, multilateral aid 31,825,443 S14,329,058 $1,857,405 $14,040,802 $ 14,207,276 

Bilateral Aid 
Agency for International Development (AID)
Development assistance 
Sub-Saharan Africa developmentldisaster aid 
AID operating expenses 
Enterprise for the Americas: debt reduction 
Economic Support Fund 
Mu~t%'toral aid for Philinpinas 

1,287.945 
788.175 
511,303 

-
3,167,979 

78,522 

1,265,500 
775,600 
572,456 
202,119 

3,112,000 
80.000 

1,343,480 
880,000 
549,1 1 

-
2,739,000 

40,000 

1.387,480 
900,000 
552,256 
100,000 

2,526,086 
40,000 

1,387.480 
900.000 
551,316 

50.000 
2.670,000 

40.000 
Assistanro f.!zF.astem Europe
Ass .d.nce for ex-Soviet nations 
Ot'ier 

364,211 
-

235,230 

450,000 
350,000
275,696 

400,000 
417,000
187,224 

400,000 
417,000
148,596 

400.000 
417,000
172,064 

Subtotal, AID $ 6,433,365 $ 7,083,371 $6,555,885 $6,471,418 $ 6,587,860 
State Department
International narcotics control 
Migration and refugee aid 
Anti-terronsm assistance 

147,783 
669,949 
11,848 

173,000 
570,000 

15,555 

147,783 
669.949 

15,555 

147,783 
669,949 

11.848 

147,783 
669,949 

15,555 
Subtotal, State Department $ 829,580 $ 758,555 $ 833,287 $ 829,580 $ 833,287 

Peace Corps 
Overseas Private Investment Corp. (loan levels)
Other 

197,044 
(400,000) 

54,511 

218,146 
(535,000) 

68,303 

218,146 
(-) 

64,938 

218,146 
(655,000) 

67,598 

218,146 
(650.000)

65,793 
TOTAL, bilateral aid $ 7,514,500 $8,128,375 $7,672,256 $ 7,586,742 $7,705,086 

Blateral Military Aid 
(appropriated to the president)
Foreign military financing (grants)
Estimated loan program

International military education and training 
Special defense acquisition fund 

(limitation on obligations)
Other 

3,992.298 
(404,000) 

44,573 

(230,935)
77,734 

4,089,225 
(360,000) 

47,00 

(280,930)
110,498 

3,300,000 
(855,000) 

J2.500 

(150,000)
81,596 

3,840,000 
(315,000) 

42,500 

(250.000)
82.806 

3,300.000 
(855,000) 

42,500 

(225,000)
176,366 

TOTAL, miltary ski 84,114,605 $4,247,223 $3,424,096 $3,965,306 $3,518,866 

Exist1 Asz!mnnce 
Export-Import Bank 
Export assistance (loan levels) 

Trade and developmrsnt 

640,996 
(11,000,000) 

34,483 

682,000 
(11,385,000) 

40,000 

778.i09 
(-) 

40,000 

786,150 
( J,000,000) 

40,000 

786,150 
"15.500,000) 

40,000 

GRAND TOTAL $14,130,027 S27,426,656 $13,772,266 $ 26,419,000 $26,257,378 
hSermscf 

iw ntst.fwi, wu exlsiddf'om the ,g.dctigi 
NM The. ppmpnatwio Comma eeappow w us-the-lord cut of uII.,974,0o0,;Wfrab ionol fiancial iuitutiorm. "heEnerprur lo she Amenc 

Hv.H8.C oAopptnab" Comimm 
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As in past years, the bill also con-
tains a host of other provisions that 
provide unique benefits for Israel. It is 
the only country that is entitled to 
receive its entire military and eco-
nomic aid within the first 30 days of 
the fiscal year, enabling Jerusalem to 
collect interest on the assistance. 

The conferees approved the guar-
antees that Israel has been seeking to 
allow it to obtain favorable interest 
rates on $10 billion in cimmercial 
loans to help it absorb hundreds of 
thousands of Jewish immigrants. T'e 
action was needed because the House 
had completed its bill before Bush and 
Israeli Prime Minister Yitzhak Rabin 
agreed on terms of the package.* 

Jerusalem has agreed to pay costs 
associated with the program, which for 
the first installment of $2 billion are 
expected to amount to $90 million, 

Also for the Middle East, the con-
ference committee earmarked $20 mil-
lion in economic aid and $40 million in 
military aid for Morocco, which typi-
cally has a strong lobbying presence 
on Capitol Hill. 

But the conferees approved a Sen-
ate amendment offered by Nancy 
Landon Kassebaum, R-Kan., limiting 
Morocco to $52 millior, in aid unless 
the president certifies the hingdom is 
cooperating with 1he U.N. peace pro-
cess in the Wc*stern Sahara. 

Mufilatit!AW 
While slashing available funds for 

bilateral assistance, Congress in-
creased funding for worldwide pro-
grams that support refugees, efforts to 
protect the environment and family 
plannirg. 

The bill provides about $670 million 
to aid refugees, an increase of more than 
$200 million since fiscal 1990. It ear-
marked $35 million to help refugees in 
Bosnia, Croatia and Slovenia. 

The bill also includes $350 million 
for international population planning 
programs, a $130 million increase 
since fiscal 1990. 

The conferees approved $650 ml-
lion in funding for a number of envi-
ronmental initiatives, reflecting the 
heightened concern in Congress over 
problems such as global warming. 

They also appro ed an amendment 
from the Senate bill to appropriate 
$30 million for the World Pank's 
Global Environmental Facility, which 
bacis efforts to preserve biodiversity 
and other environmental programs. 

The legislation provides fu-ding for 
several regional aid initiatives, which 
have emerged as alternatives to tradi-

tional bilateral assistance programs. 
The bill includes $400 million to 

promote private-sector de-velopment 
and provide technical aasistance for 
Eastern Europe and the Baltic States, 
$50 million less than the administra-
tion sought. 

F iri g D ugs 

The Senate on Oct. 7 cleared by 
voice vote the International Nar-
cotics Act of 1992 (HR 6187, for-
merly HR P~"18), aimed at stream-
lining the annual certification 
process for major drug producing 
countries. The House approved the 
measure by voice vote on Oct.6.The 
bill incorporateo much of the drug-
control provisions from the fiecal 
1992 foreign aid authorization bill 
,1R 2508), which died in the House 

last year. (1991 Almanac, p. 471) 
The bill would allow the State 

Department, for the first time, to 
buy arms to protect its drug en-
forcement personnel and aircraft. 
It also would authorize $319.2 mil-
lion in anti-narcotics aid over the 
next two fiscal years. 

It also provides $800 million in 
economic development aid for sub-Sa-
haran Africa, along with $100 million 
specifically allocated for emergency 
disaster relief in the region. The legis-
lation earmarked $25 million in aid for 
war-torn Somalia, where an estimated 
1.5 million people are at risk from 
famine. 

AID id Trd 
Although member s from both par. 

ties have expressed frustration with 
continuing management problems at 
the Agency for International Develop-
ment (AID), there is a consensus that 
little can be done to fix the troubled 
agency until after the election, 

With an annual budget of more 
than $6 billion, AID administers most 
bilateral and multilateral assistance 
programs. 

The latest cmbarrassment for AID 
o,.curred when the television new3 
program "60 Minutes" broadcast a 
story showing AID officials attempt-
ing to induce U.S. companies to relo- 
cate in Central America. 

That produced a wave of outrage 
or, Capitol Hill. The conference com-
wittee responded by combining House 
and Senate language aimed at barring 

AID from providing any incentives to 
lure companies abroad. 

The legislation also seeks to ad
dress persistent complaints that for
eign aid is a "giveaway" program by 
increasing funds for export promotion 
activities. 

The conference committee ap
proved $757 million to back $15.5 bil
lion in loans and financing extended 
by the Export Import Bank. The ad
ministration had requested $633 mil
lion for the program. 

The conferees also adopted a Sen. 
ate amendm'nt requiring the adminis
tration to increase the amount of eco
nomic aid it provides in support of 
large-scale infrastructure projects. 

Under the amendment, about 10 
percent of the aid provided to the for. 
mer Soviet republics, Eastern Europe 
and other regions must be made avail
able for so-called capital projects. 

Supporters of the proposal, such as 
David L. Boren, D-Okla., have long 
believed that U.S. companies would 
benefit if more aid were tied to the 
development of projects such as air
ports and telecommunications net
works. (Weekly Report p. 1&51) 

Tte conferees also: 
o Reduced the administration's rc

quest for military assistance to El Sal
vador from $40 million to $11 million, 
as both chambers had done. With a 
peace agreement in place, only non
lethal aid can be provided ,. the Sal
vadoran armed forces. 

The remaining $29 milion ws 
transferred to a fund establiahed to 
assist the country in recovering from 
its 12-year civil war. 

o Retained prohibitions on military 
assistance for P.ru. The Senate bill 
would have allowed the president to 
provide the aid if President Alberto 
Fujimori made good on a pledge to 
restore constitutional democracy in 
the country. 

e Approved an amendment, origi
nally offered by Sen. Mark 0. Hat
field, R-Ore., that will allow the presi
dent to provide some food aid and 
humanitarian supplies to Pakistan. 
Such aid has been barred since 1990 
because of Islamabad's nuclear weap. 
ons program. But the conference re
port stipulated that Congress must 
agree to the aid shipments. 

* Endorsed a Senate proposal au
thorizing the president to provide up 
to $15 million in U.S. military equip
ment for Cambodia and Laos to sup
port their efforts to find missing 
American service personnel from the 
war in Southeast Asia. 
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Agency inAgony
 
The Agency for 

International 
Development har, been 

Constant 


criticism from 
Ca tol Hill, shay AID, which administers foreign economic 

nElection Day, much to the 

relief of some of his colleagues, 
Mark L. Edelman, the deputy
administrator of the Agency for 

International Dev,:lopment (AID), an-
nounced that in '.wo weeks he wouidfinally be leaving t0,e agency. 

It was adeparture long in coming.
Edelman, who spent nearly a decade at 

management, rock 

bottom morale and 
deep internal

uncertainty about itS 

mission. Can 
Prosident-elect Clinton 
turn it into something 

more thign a relic of 

the Cold War? 

BY CHRISTOPHER 
MADISON 

aid, had announced in the summer of1991 that he would resign to pursue an 
unspecified business career. 

But Edelman stayed put, remaining at 
the agency for another 16 months, draw-
ingIasalary but left out of agency decision 
making and management. 

"He's awalking dead man," said Ted 
Van Dyk, a Democrat who worked in the 
Johnson Administration and served on 
the President's Commission on the Man-
agement of AID Programs, which studied 
the problem-plagued agency earlier this 
year. 

But there was more to the story. Edel-
mai,, a former U.S. ambassador to 
Cameroon, was an AID veteran who had 
a good handle on what was wrong at the 
agency-he had been its acting adminis-
trator early in the Bush Administration-
and wasn't afraid to speak his mind. 

But he didn't mesh well with Ronald 
W. Roskens, wiom President Bush had 
named to the top job at AID in late 1989. 
So Edelman told his boss that he would 
leave the agency as soon as a successor 
could be confirmed and sworn in. 

Curiously, however, no successor ever 
arrived. AID insiders said that the White 
House never approved any of Roskens's 
proposed nominees; Edelman said that 
he never found another job. 

So Edelman stayed on-a symbol of a 
dispirited and immobilized agency, an 
agency that was going nowhere, 

Throughout the Bush Administration 
and even earlier, AID, which administers 
a S7.5 billion foreign aid budget, has been 
beset by constant criticism from Con-
gress, shaky management, rock-bottom 
morale and deep internal uncertainty 
about its mission and status. 
AID was created in the early 1960s to 

spur developient in the Third World 

and at the same time hold the line against 
Communism. But Congress and succeed
ing Administrations have tinkered end
lessly with its mission, and by 1992 it had 
become a Cold War relic whose role in 
post-Cold War U.S. foreign policy isstill 
unclear. 

That makes AID just one of the many 
foreign policy issues that the Clinton 
Administration will have to grapple with 
next year, despite the President-elect's 
pledge to concentrate on domestic eco
nomic problems. 

Bill Clinton said almost nothing during
his presidential campaign about foreign 
aid and AID, except to endorse the agen
cy's newest mission, building democacies 
in the Third World, and to attack one of 
its more notorious missteps: using taxpay
er tunds to encourage U.S. tirms to open
plants in Central America, where labor is 
cheap.

Clinton eventually will be forced to 
address the foreign aid mess, but he'll 
have help. Congress, which is only too 
aware of the agency's problems, will try to 
redefine its charter and overhaul its orga
nization next year. 

Most of the agency's critics agree that 
AID's tarnished image of late is mosth, 
the result of poor leadership, and they 
heap most of the blame not on Edelman, 
the incredibly invisible deputy, but on 
Roskens. 

In fact, Roskens's harshest critics may 
be inside AID. "What's fundamentally 
wrong has been the leadership of the 
agency for the last three years," said a 
high-ranking AID official, referring to 
Roskens. 

A former president of the University of 
Nebraska, Roskens had virtually no for
eign policy expcrience when he joined the 
agency in early 1990. he brought an aca
demic, management-oriented approach 
that largely ignored the substance of 
AID's mission, according to key agency 
officials. 

"Roskens has paid attention to nothing 
except little management things," znoth
er source within AID said. "He was not 
interested in reforming foreign aid." 
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low in ethics at AID. While the adminis 
. trator was flaunting executive orders and 

-. agency standards of conduct, white-collar 
crime among senior AID officials soared 
to new heights and staff morale plunged 
to new lows." 

Rep. John Conyers Jr., D-Mich., the 
" 0" committee's chairman, recently called on 

And by the tail end of the Bush Ad
ministration, Roskens had delegated the 
day-to-day management of the agency to 

S a trio of aides and was spending much of 
his time giving speeches, by several agen

.. , cy accounts. 
"AID," Van Dyk said, "has been on 

1 autopilot." 

blif AN ANACHRONISTIC AGENCY? 
. .AID's problems, however, go much 

deeper than poor management by 
Roskens, and predate his arrival. Even 
afte.r Roskens and Edelman are replaced
by Clinton's own team, AID's flaws--and 
those of the foreign aid program-will 

I,. have to be fixed. 
• 	 The end of the Cold War has weak

ened many of the underpinnings of U.S. 
toreign policy. Foreign aid, never apopu

, ~ lar program, isno exception. 
The program was conceived in the 

early 1960s, when the United States was 
seeking to alleviate poverty and illiteracy 
in the developing world while also signing 
up allies in its Cold War fight against 
Communism. 

"The original rationale . .. was to help
combat the spread of Communism," con
cluded a recent report from the Commis
sion on Governmental Renewal, a joint 

I project of the Carnegie Endowment for 
International 2eace and thc Insti tu te for 

SIntemational Economics, which recom
* t'.mended reforming AID. "Even though 

I -humanitarian and oth..r motives were 
Ted Van Dyk, who was ont6 Presideni's Commission on the Management of AID Poogiwit always present and important, it was, 
"AID cannot be overseas welfare. It Nas to meet policy obiotives." above all, AID's supporting role in the 

Cold War that justified each annual bud-
AID was already in trouble when Worst of all, AID on Roskens's watch get request." 

Roskens arrived. It had been without an saw a series of embarrassing scandals, Communism died, the Cold War ended 
administrator for months and had been a with scores of employees or contractors and solving the Third World's problems 
bureaucratic backwater for years. cited for ethical violations and a few even proved even more difficult than solving 
Roskens, after ordering up a series of sent to jail. America's proble.'" By the Bush era, 
reports from consultants soon after he Roskens himself became entangled in a foreign aid had b.- )me a $7.5 billion 
took office, seized on an ambitious reor- series of ethics problems involving his hodgepodge of programs, ranging from 
ganization plan. misuse of governmen" travel funds and massive aid to Israel and Egypt to tiny 

But in retrospect, many agency officials his improper acceptance of gifts during population control efforts inAfrica. 
agree that his reorganization made things his first year. He drew a mild sanction Foreign aid isn't just devoted to help
woise. from the White House and strong rebuke ing developing countries. Development 

Roskens did no better on Capitol Hill, from some Democrats in Congress. (Af- assistance, in fact, isonly one part of the 
where he made few allies because he ter an investigation by the Wv'hite House foreigi aid budget. 
often appeared unprepared and less than counsel's office, Roskens repaid acollege A larger share of the foreign aid bud
knowledgeable about AID's programs. S3,580 he had received in speaking fees.) get isdoled out through AID's Economic 
"He mastered the art of saying, 'Let me A staff report of the House Govern. Support Fund to U.S. allies that don't 
get back to you with an answer for the ment Operations Committee that was necessarily qualify as developing coun
record,' " an aide to the House Foreign issued last month concluded: "Adminis- tries-Egypt and Israel, the Philippines 
Affairs Committee said. trator Roskens's finst year marked a new and Turkey, to name a few. Other sizable 
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chunks go to American schools and hos- (AID's work force has dwindled from already begun making the adjustment topitals overseas, and for food assistance. more than 8,000 in the mid-1960s to the post-Cold War era, scaling back secu-As a result, the amount of foreign aid fewer than 3,500 this year.) rity assistance and economic aid and proactually used for development is relative- "The Administration and Congressly small: about S3 billion. Yet this has need to redefine the mission and objec-	
tecting existing development assistance 
while adding aid to the former Sovietbeen the focus of the foreign aid debate. tives of foreign assistance and enact aThe fierceness of feeling about AID 	
Union and Eastern Europe.new foreign assistance law," the commis- "The debate to some extent is drivenhasn't been tempered by its relatively sion said. by people who don't know where themodest resources. "It has become patent- Departing deputy administrator Edel- money goes," a budget expert in the execly clear to me that our international secu- man agreed with many of the assessmentsriti assistance program isexhausted intel-	
utive branch said. He said that despiteof AID's ills. "The fundamental problem the controversy surrounding AID's notolectuallv, conceptually and politically," of AID is that it is being asked to do too rious management problems, manysaid Sen. Patrick 1. Leahy, D.Vt., the 	 asmany things by too many people at the pects of U.S. foreign assistance havechairman of the Appropriations Subcom- same time," he said. But he was not san- widespread support.mittee on Foreign Operations, which guine that Congress or the White Houseoversees foreign aid. would be willing to back the logical solu"Much of our foreign aid program is 

clearly out of step with global challenges 
tion: to limit AID's scope, rather than THE FUTURE OF DEVELOPMENT AIDcontinue to increase its responsibilities. Whether or notto our national well-being, [and the pro-	 they are part of the"To manage AID better," Edelman said, problem, Capitol Hill lawmakers withgram is] fast becoming a dinosaur, a'relic "you have to say no." jurisdiction over AID are gearing up forof an era which is part of history," he
wrote in a letter to Bush this summer. 

Other AID officials suggested that action next year.
Congress is part of the problem because Leahy, for example, recently proposedLeahy is just one voice in a chorus of of its penchant for widening AID's mis- that the leading members of the relevantinterest groups, congressional commit
tees and think tanks that want to reform
 
foreign aid.
 

Among those studying AID's past

problems and its uncertain future are the
 
General Accounting Office (GAO), the

Office of Management and Budget, the
 
Overseas Development Council, the
 
President's Commission 
on the Manage
ment of AID Programs and several jour
nalists.
 

The ilush Administration was also
 
studying AID's future in the months lead
ilig up to the election, and the Commis
sion on Governmental Renewal has 
 t 
urged Clinton to appoint "ablue-ribbon
 
national commission to reexamine all
 
aspects; of foreign assistance."
 

Without exception, these study groups

and committees have found persistent
 
management problems at AID and have 
 7,
recommended sweeping changes.
 

The GAO, in a comprehensive report
issued earlier this year, noted that each . Ra Randle"t, AID's assistant administrator for legislationAID administrator brings in a new agen- "Foreign assistance has to serve the interests of the United States."
da and that Congress over time adds its
own policy directives. The GAO, which sion as well as for adding new spending committees-the two Appropridtionsfound that AID's mission had become programs. subc'mmittees and the House Foreign"too large and unfocused for its operating "Congress views AID as international Affairs and Senate Foreignexpense budget and staff levels," said: pork," 	 P 'lations 
"The 

a veteran official of the agency 	 Committees--convene with the execttiveagency has iio clear priorities or said. He cited in particular congressional branch to decide on the outlines of a newmeaningful direction. Without a clear "earmarks" on the agency's budget, invision of what AID should be doing and 	 foreign aid law.which the Appropriations Committees Leahy hinted that absent a restructurwhy, [agency] efforts to reorganize.... will require, for example, that AID spendfocus,plan ...may be futile." ing of foreign aid, next year's appropriaa certain amount for international or- tion might be difficult to pass. "Without'. President's commission concluded 	 aphans or war victims. new consensus, I do not believe thethat "AID's management problems have AID is forced to create a new programevolved over a period of years and 	
American people are willing to let foreignare to fulfill the earmark, he said, regardless aid go onattributable to the lack of strong and con-	

as it is now." he said in a letterof whether its officials perceive a need or to Bush las; summer.sistent leaderdhip from the administra- have aprogram in mind.

tor's office." Th'. commission also noted 

The F.reign Affairs Committee is also
Some foreign policy analysts in the gov-that the agency's career staff has de- ernment argue that the debate over for-	
ready to tackle the foreign aid problem.
Nearly three years ago, Rep. Leecreased while its responsibilities have H. 

increased-leading to the greater use 
eign aid is more sound and fury than sub- Hamilton, D-Ind., the committee'sof stance. The reality is that Congress, incoming chairman, ;nd Rep. Benjaminconsultants and poorer accountability, through the appropriations process, has A. Gilman, R-N.Y., who will be the rank-
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ing Republican, co-sponsored a report staff member of the Foreign Relations U.S. firms to invest in Third World coun
that was highly critical of AID and for- Committee who follows the issue. tries. 
eign aid. Congress itself came in for rome "There will be a new foreign assistance "The guiding principle is that foreign 
of the blame. act," predicted consultant Van Dyk, who assistance has to serve the interests of the 

"Foreign assistance ... ishamstrung by has been urging Members to act. United States," R. Ray Randlett, AID's 
too many conflicting objectives, legisla- In theory, there is general agreement assistant administrator for legislation, 
tive conditions, earmarks and bureaucrat- that foreign aid issupposed to encourage said. "It's a mistake to get too concerned 
ic red tape," Hamilton and Gilman con- development in Third World countries, about other factors. It's all tied into the 
cluded in urging their colleagues to But in practice, of course, that consensus global market. Things that help countries 
rewrite the law. can get lost in the details. economically can ilt o help the U.S. eco-

Their pleas wrnt unanswered, but next The 1989 Hamilton-Gilman report, for nomically. Humanitarian programs can 
year could be different now that Hamil- example, listed four purposes for foreign achieve [growth) and create markets for 
ton ischairman and the issue has become aid: alleviating poverty, promoting eco- the United States." 
even more visible. nomic growth, promoting democracy and With the change in Administrations 

"We will have a lot of dance partners protecting the global environment, and a chorus of calls for reform of aid, 
this time," said a committee staff mem- But getting agreement on the order of those priorities will once again be scruti
ber, who predicted action this year. priorities isamither matter. nized and probably adjusted. The ques-

No formal timetable has been decided As tl:e Commibs.cln on Governmental don is,how much? 
on yet at the Foreign Relations Commit- Renewal recently noted. "It has been var- "The real challenge is to rethink our 
tee. where Paul S.Sarbanes, D-Md., over- iously suggested that AID's primary nis- interests in the developing world," said 
sees the annual foreign aid authorization, sion should now be: to advance the John W. Sewell, who's been pushing hard 
or at the House Appropriations Subcom- spread of democracy; to promote free- for aid reform in his role as the president 
mittee on Foreign Operations, Export market capitalism; to meet pure humani- of the Overseas Development Council, a 
Financing and Related Agencies, chaired tarian and disaster relief needs; to ad- Washington think tank that specializes in 
by David R.Obey, D-Wis., which controls dress environmental protections and development issues. 
the appropriation. sustainable development; or to support Some development experts say that 

Behind the scenes, however, Hamilton, U.S. exports. Some have arguled that AID AID officials in the Reagan and Bush 
Leahy, Obey, Sarbanes and their staffs should try to do all of these things. How- years skewed development policy toward 
are expected to coordinate their efforts to ever, the five rationales together may not commercial interests and away from 
reform foreign aid. add up to one compelling justification for humanitarian concerns. 

"I think there is consensus that there a continued program even at today's very The recent staff report from the House 
needs to be major aid reform," said a low aid levels." Government Operations Committee, for 

The Reagan and Bush example, contended that Roskens altered 
Administrations added AID's "primary objectives from those 

- , -, '"= ,. " 	 an economic component which benefit the poor in Third World 
to AID's traditional countries to measures whichl promote 

,humanitarian economic growth by boosting the elite of 
They began requiring the private sector in these nations." 

e 	 developing countries to The report said that "career de'. .'lop
make economic reforms mentalists" at AID believe the agency has 
in exchange for assis- been "straying from its traditional man-

L .tance, on the theory that date tc help the poor."
only by moving toward a Many of AID's current critics are eager 
free-market system could to return to a more traditional approach 
developing conntries in which "sustainable development" in 
engineer economic the Third World is seen as serving long

- growth term U.S. interests regardless of any 
The Bush Administra- direct benefits. They are likely to push

tion injected still other their a'guments with new vigor when the 
concerns. In response to Clinton Administration tackles the issue. 

. the end of the Cold War "It is in our interest for these countries to 
and the spread of develop," said a staff member of the For

- democracy in previously eign Affairs Committee. "if these coun
totalitarian states, AID tries are richer, they are likely to be more 
jumped into the democ- stable." 
racy-building business, But a return to apurely poverty-orient
especially in Eastern ed approach is unlikely, too, given tight 
Europe and Latin Amer- budgets and a f.eneral disenchantment 
ica. with all varieties of antipoverty programs.

And with increasing Van Dyk said that he hopes the pendu
-- pressures on U.S. firms lum will swing back from the Reagan

/ .	 to compete in the inter- Bush emphasis on esonomic growth-but 
national arena, AID not all the way back to the basic human
bep.an trying to design needs approach. 
programs that would "Aid cannot be overseas welfare," he 
provide markets for U.S. said. "It has to meet policy objectives. It 

Penn Kemble of Freedom House goods and services. It has to be used to help poor countries 
MWe still have a Cold War foreign policy structiro." also beg:n encouraging develop democracy and free markets and 

• .	 mission. 
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lift themselves up. AID doesn't have to 
be everywhere. Nor does everything have 
to be bilateral." 

Another Democrat who works on 
development issues said: "The first and 
overriding issue isho,. to sustain political 
support for the eifot. If the mission of 
AID does not seem consistent with our 
national interests, it won't have the sup-
port of any Members of Congress. You 
have to redefine AID's mission to reflect 
the needs of the 1990s." 

That, he said, includes economic 
growth "that has some relationship to 
American jobs," in addition to promoting 
democracy, health, population control 
and environmental cleanup. 

CAN AID BE SAVED? 
So what should be done about AID? 

Should the troubled agency remain inde-
pendent? Should it be folded into the 
State Department under a new undersec-
retary? Should a new development agen-
cy be created? 

The debate has been around as long as 
AID's problems, but it gathered intensity
this year when the President's Commis
sion on the Management of AID Pro
grams unexpectedly suggested scrapping 
the agency. 

The commission concluded that AID
didn't have sufficient clout to have an 
impact on U.S. foreign policy--or ev:n to 
attract top-notch employees.

AID has to be part of the State Depart-
ment, Van Dyk said, "if foreign assistance 
isto be an integral part of American for-
eign policy."

Van Dyk added: "It's a two-way deal. 
[State Department officials] look on AID 
as technocrats and engineers. AID is 
never included in.meetings. AID officials, 
at the same time, see State as short-term 
political fixers." 


The two should be integrated, he said,

because economic and development

issues "loom large" in foreign policy.


This view was beginning to take hold in 
the Bush Administration-acting Secre-
tary of State Lawrence S. Eagleburger 
had beer, pushing it for nome time-and 
also had some tentative support in Con-
gress. 

But many veterans of the development
issue oppose the idea of joining AID and 
State. A Foreign Affairs Committee staff 
aide, reflecting the views of the develop-
ment community, argued that State istoo 
oriented toward short-term crisis man-
agement to think about humanitarian 
development. "E-.- in the post-Cold
War world, there will be wars, and that's 
what State cares about," he said. 

Sewell of the Overseas Development
Council has suggested abolishing AID 
because it isdiscredited. "There's univer-

sal agreement that AID as an institution 
has run out of time," he said. But he 
opposes merging AID into State. Instead, 
Sewell has proposed a new development 
agency, which he calls a Sustainable 
Development Fund, to administer foreign
aid. 

"It matters whether AID is indepen-
dent," Sewell said. "It's clear to most 
observers that a development organiza-

i'.*: . - . 
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been thinking about these things," said 
Kemble, who helped to draft Clinton's 
foreign policy speeches during the cam
paign.

"It's difficult to assess what Clinton 
thinks," a Senate aide who follows the 
issue said, "because the campaign was so 
focused on domestic issues." 

In his speeches, Clinton linked a re
formed foreign aid program to the pro-

John W,Sewell, the president of the Overseas Development Couti:ll

"There's universal agreement that AID as nn institution has run out of time."
 

tion has to have a problem focus rather 
than a country focus. The State Depart-
ment has a country focus." 

While the new entity concentrates on 
promoting development and coordinating 
the government's development policy,
Sewell said, other agencies, including
Commerce and State, could pick up other 
parts of AID's current portfolio, includ-
ing promoting democracy and encourag-
ing U.S. exports and investment in the 
Third World. 

But Penn Kemble of Freedom House 
warns against putting the democracy-
building portfolio in State. "Political 
development activities ought not be done 
under the supervision of the Siate De-
partment or the embassy," he said. "Peo-
pie in the diplomacy end would be under 
too much pressure to use all the tools 
available [to further the embassy's goals],
including political development pro-
grams." 

A veteran AID official was even more 
dismissive of the urge to merge AID into 
State. "There's no problem at AID now 
that would be solved by putting it into the 
State Department," he said. 

Although Clinton's impact on the for-
eign aid debate will be crucial, to date he 
has hardly weighed in on the subject. 

"It's my sense that Clinton has not 

motion of demo"racy but did not address 
AID's future. 

Clinton and Vice President-elect 
Albert Gore Jr. have criticized AID for 
controversies that involve the transfer of 
U.S. jobs to Central America, but some
Democrats suggested that their rhetoric 
was designed to offset Clinton's endorse
ment of the North American Free Trade 
Agreement, which labor organizations in 
the United States oppose.

Despite any real hints of his policy, an 
AID official predicted that Cliuton would 
embrace a 1970s approach to develop. 
ment. "I think Clinton feels assistance 
shou!d be primarily humanitarian," Ran
dlett said. "They want to transform aid 
into a welfare program."

But Van Dyk predicted mo:e of a tug
oL-war within the new Adninistration. 
Clinton, he said, "will him g with him 
many of the humanitarian aid, ex-Peace 
Corps crowd. But labor will be pushing to 
stop the flow of jobs overseas." He de
clined to predict awinner. 

The important step, Kemble said. isfor 
Clinton to engage on the issue. "As Ross 
Perot has pointed out, we still have a 
Cold War foreign policy structure," he 
said. "And if Clinton doesn't get out in 
front on it, the debate will be shaped by 
others." 
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The Nightmare Scenario
 
ment activities. Humanitarian anmForeign aid is in trouble. Itis ___ 

development activities, then, aclikely that approximately 150 new 
count for less than one-half of on,members of the House of Repre-


sentatives will arrive in Washington Futureof ForeignAid percent of the federal budget.
 

next January. Most of then, may By Anthony W. Gambino Unfortunately, a growing numbc
 

come to town committed to cutting 
foreign aid. If effective action is 

not taken before the election to 

convince them to tone down the inevitable anti-foreign aid 

rhetoric, many of them will be elected on domestically 

focussed, anti-foreign aid platforms. This outcome could be 

especially devastating for longer-term development assistance, 

to reduce poverty, improve health care, foster sustainable 

econortic growth and environmental policies, and promote 

family planning. 

The President controls foreign policy activities and dominates 

the Congress in foreign affairs; in the domestic arena, power 

between the Executive and Legislative Branches is much 

more evenly balanced. President Bush has stated that he 

enjoys foreign policy work and dislikes domestic affairs for 

this reason. Both candidates for the presidency are commit
ted internationalists, and would continue to support adequate 
funding for foreign assistance activities. Bush, for example,wrote the following to many Members of Congress h~t 
October: 

Foreignaidis coming increasinglyinto question. More 

and more people wonder why the United States should 

engage in overseas assistance programs. However, I 

believe thtt providingfood to hungrypeople andworking 

to ensure all people access to a safe andnutritiousfood 

supply is a worthy goal on which all can agree. 

But do we all agree? Foreign aid is not popular in the 

present Congress. It has always been the favorite scapegoat 

for budgetary woes, despite its minuscule place in the federal 

budget. During a recent debate on funding priorities, one 

senior rnember of the House, Rep. Robert Roe (D-NJ) was 

quoted as saying: "It is time to say to the people overseas, 

'Pay your own damned bills and let us spend our tax dollars 
with our people."' 

The Congress holds the purse strings: this is the essential 

power of the Congress in all areas, including foreign affairs. 

In a $1-5 trillion budget, all foreign aid accounts for about 
one percent of the total. This figure includes military 

assistance and other activities that are not part of develop-

of members of - and candidate 

for - Congress are using hars 

neo-isolationist language similar to that quoted earlier in thei 

campaigns. A laudable desire to focus on domestic issues i 

transforned into an wnti-foreign aid position, which o 

occasion turns into an untargeted criticism of ALL so-calle, 

"foreign entanglements," including humanitarian worl 

overseas. 

This is happening even though most Americans suppol 

humanitarian work and effective poverty alleviation projectu 

For example, the Chicago Council on Foreign Relation 

examined surveys of public opinion into 1991 and stated th 

"combatting world hunger ... seen as a tohas always been 


foreign policy goal among the public 
..." 

The foreign aid budget is an amalgam of programs, such 
military assistance, economic support funds, food ai 

emergency disaster assistance, aid to multilateral organizu 
tdons such as UNICEF, and development assistance. Most 

risk are the single largest category of these programs, tl 

funding of which is controlled by the Foreign Operatior 

Subconmittees ("Foreign Ops") of the Homse and Sena 

Appropriations Committees. Foreign Ops funds roughly $1 

billion in multilateral and bilateral economic and developme 

tal aid, military aid, and export assistance. 

US Budget: President's Request, 1993 
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Foreign aid funding is already going down. In a recent bill 
passed by the House, all of these programs (and more) were 
funded at $13.8 billion, $1.3 billion below the Bush Admini-
stratioa's request. It is likely that funding for fiscal year 
1993 will end up at a level even lower than $13.8 billion. 

What is the problem, the "nightmare scenario," for develop-
ment programs? Imagine a House of Representatives next 
year with one-third to one-half of its members publicly 
committed to vote against much of foreign aid? Imagine that 
this new, neo-isolatiunist House of Representatives, tells the 
House Foreign Operations Subcommittee that it cannot 
allocate $13.8 billion for foreign assistarce, but, instead, it 
has only $10 billion, 

How would this $10 billion he apportioned? Egypt and Israel 
will almost certainly claim their present share, $5 billion, or 
half the total. The Bush or Clinton Administration should be
able to garner enough support to maintain military and Econblo am upportr to nwhudntrieilikery anrEce, 
Trkey, Morocco, and some of the countries of Eastern 
Europe - and establish new relations with some of the new

E uro e - ne re ati ns of the newand estblis i Lhsom 
states of the former Soviet Union. This could add up to anextra $2 billion; th. total becomes $7 out of the $10 billion. 

Afica, I bcieve, will retain its claim on development 
assistance funds at about $800 million to $1 billion. That 
gets us up to $8 billion. Disaster assistance retains strong 
support, but continues to receive only about $50 million (thelion's share of the US disaster response continues to be*i 
bon's sare ofite US disaster responewconues o bei 
food via Title HIof PL480). But a new fund for heavy
infrastructure projects, the Capital Projects Fund, couldbecome a large account funded at $1.5 billion, 

That, then, would leave $500 million for non-Africa development assistance. This means only $500 million for activities 
likentcidsuriale. (cumenly $50 millionpolation 

(currently over $300 million), migration and refugees (cur
rently $620 million), environmental programs, small farm
er/sustainable agriculture programs, microenterprise, and all 
multilateral assistance, currently $1.9 billion. Over $3 billion 
of programs be squeezed into a $500 million pigeonhole. 

Can this "nightmare scenario" be avoided? Yes, it can, but 
only if enough of the new Members of the House of Repre
sentatives indicate their support for humanitarian work before 
Election Day. Members of Congress should be asked to 
indicate publicly their support for programs: 

• to help end the suffering of people everywhere, including 
children, refugees, end migrants; and 

" to help increase the well-being of people around the 
world through programs of economic and social develop
ment, relief, reconstruction, and environmental protection. 

In its recent study, Challenges and Prioritiesin the 1990s: 
An Alternative US InternationalAffairs Budget; FY 1993, the 
Overseas Development Council recommends nearly $7 billionin long-term bilateral and multilateral developm ent programs.

' lger blater amtaeral d ontrograms.This level would represen-t a reasonable contribution by the
US towards alleviating poverty, hunger, and ill health, and 
promoting sustair.bl,! economic growth around the world. 

Current events - from the former Yugoslavia to Sornalia 
serve as grumaome reminders of the importance of interntional humanitarian efforts, and the key role of the United* 
States. WiE Congress give the next President $7 billion or 
$500 million to respond to these needs? The ability of thenext mi dn to e ad to t sn eeds vthe i ve of the
next President to lead in efforts ".o improve the lives of thebillion people still hungry hangs in the balance. 

The writer is public policy director for InterAction. This article also 
appears(in a slight!y alteredversion) in the newsletter ofthe Nationalike child survival (currently $250 million), populationInternaioal Heal 
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Reforming the Post-Cold-War UN
 
N, 

Dy L H. HU~11tU 

HE United Nations is experiencing the best of 
times and the worst of timns. The UN is now 
within reach of attaining the ideals of its charter. 

Yet never has the organuzaton been more overburdened 
and underfunded. Member states are grivig the UN new 
responsibilities, b;rt not . e resources to address them. 
If the UN is to carry out new tasks, It must resolve per-
sistent management and funding problems. Both in-

sistance clsewhere in the organization from officials 
worried a),out lo6ing jobs and perks Developing nations 
worry abaot cuts in UN economic ard ,ocial programs, 
which account for 90 percent of UN expenditures. 

How crn the United States help? 
First, we should try to build aconsensus in support 

of reform in the General Assembly, which approves ma-
Jor orgarzationaJ changes. We need to work with the 
eecretary-general to persuade developing countries that 
reform will strengthen, not weaken, economic and social 
programs. To gsin broad support fortough management 
reforms, the US and other Influential UN members will 

ternal reform and external support will be ncsa._________ 
The end of the cold war has vastly expanded UN re-

sponsibitues. The Security Council has mandated am-
bitious opera~ions in Iraq, Cambodia, the former Yu-
goslavia. end Somalia. The UN has launched 13 

as in the 40 preceding years. It also has new en-iron 
mental responibilities afer last Junts Earth Suhmt 

UN resources have not kept pace. At the enrr of 
September, only 66 countrie, had fully paid their 1992 
dues and unpimd dues totaled $1.47 billion. One major 
donor, the Soviet Union, no longe. .xLsts. This funding 
crisis could force the suspension ofsome UN operations. 

What does tie UN need to do? It needs to reform it-
self from to: to bottom. It has squandered resources 
through mismanagement, duplication of effort, and 
abuse of privilege. Questionable programs in some UN 
agencies have tundermined member nar!orts' support. 
Redundant and obsolete programs need to be eliminated 
and jobs need to be awarded on the basis of merit, not 
nitionality An independent inspector-general is needed 
to monitor program results, 

Since taking office in January, Secretary-General 
Bontros Boutros-Ghali has streamlined management at 
UN headquarters. But he is reportedly encountering re-

..- _ _ _ _ 
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need to accommodatz developing-country concerns. 
Second, w-! should support an expansion of the Secu-

rity Council. Expansion is necessary both to enhance the 
Cotu, il's legitimacy and to persuade wealthy countries 
to assume greater UN burdens. Permanent seats for ma-
jor third-world countries from each continent should be 
considered. The US should also support seats for Japan 
and either Germany or the European Comniunlrt, 

Third, we need to help the UN respond brter to 
crises. In a June report, the secretary-general recom
mended reviving provions of the UN Charter tlu. call 
upon member states to providt military units to the UN 
on short notice. We should back this proposal, which 
would allow us to retain a Security Council veto over 

proposed operations involving US forces. 
in September, President Bush offered logisucai and 

traing support for UN peacekeeping forces. He 
pledged to train US military personnel for participation 
in UrNoperations. These are good inituatves but fall far 
short of meeting the secretar)-generals challenge. :f the 
UN is to extend its reach from peacekeeping to peace
making, more US leadership is required. 

Fburth, we nrust pay our UN dues on time and in full. 
We should resume paying our UN dues at the beginning 
of the calendar year. as we did prior to 1981. The current 
practice of paying dues nine months late strains UN fi
nances. We are now paying current dues and working off 
az-rearages, which still stand at S295 million. If we are 
to encourage others to pay up, we must do the same. 

Fgth, we should push for a revision of UN dues as
sessments. The current payment scale - under whiuch the. 
US pays 25 percent of the UN budget and 30 percent of 

nomic reality. Japan, Germany, Persian Gulf states, and 
other prosperous members should pay a larger share. 

Finally, we must explore new sources of funding for 
UN peacekeeping and other operations. The secretary. 
general has identified several funding options, including 
(1) a $50 million peacekeeping star.up fund; (2) a $I 
billion "peace endowment" created through pivate and 
public donations; (3) charging interest on unpaid UN 
dues; and (4) raising funds through taxes on airline 
travel or arms sales. 

To meet its new challenges, the UN must reform. To 
strengthen the UN, the US and other countries have an 
obligation to provide both construcuve criticism and 
Mrong finandal support. 

Lr nin 
Democrat or the House Foreig Affairs Commaiti f 

and chaainr.an of the Subcommitwe an Europe and 
the Midde East. 

U Rep. Lee H. Hamilton (D) -of In.iCo i. 
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DIALOGUE: 

Rights and Foreign Policy 
debts to the U.N. and pressFight for an investigation of theA busesdismal performance of theAuses U.N. an itspcilie 

W 
By Aryeh NeierBy__ ____ ___ 

hen acolleague re-
turned from Bo- a-
Herzegovina. I asked 
whzt she had found, 

'Everything but gas chambers,* sli 
said. That catastrophe - holocaust 
may not be too strong a word - is 
just one of several facing President-
elect Bill Clinton. 

By rights, he ;hould be able to rely 
on the tnternational commuilty to 
take responsibility for stopping theethnic persecution also under way InBurma and the Sudan; the slaughter 

in Somalia, Liberia and AfgJlz.tan,
anld the looming lannnes in .,.ozam-bique and Angola. Yet, the U.N., the 

European Community aI. the Orga. 
nization of Af-ican Unity have failed 
miserably In these crises. If America 
does not take the lead. there is little 
prospect anyone else will rally the 
world to stop the carnage. 

Mr. Clinton made a number ofstatements during the campaign and 

since his election that reflect a belief 
that the U.S. should respond effe,:-
Lively Lnplaces such as Bosnia and 
Somalia. If he Is intent on transform-
lng this belief Into action. here is a 10-
point program to consider. 

He m--lddCclare inst thc U.S. has 
a basic Interest in alleviating e-
treme cuffering and In stopping ex-
treme human rights violations 
crimes against humanity, warcrimes and genocide - anywhere.He should denounce those rcsponsi-

ble for extreme human rights abuses, 
Slobodan Milosevic, Serbia's Preal-
dent, Is a war criminal, and the U.S. 
thould press for his arraignment be-
fore a U.N.-sponsored tribunal. 

A person of internatonal statureshould be appointed to head the State Department's Bureau of Human 

Rights and Iumanitartan Affair, 
and the post should be upgraded."TheU.S. should seek adoption of a 
convention that provides criminal 
penalties for acts already recognized
In international law u crimes 
against humanity and that establish-
es a permanent criminal tribunal to 
try and punish those committing 
sich crimes. 

The U.S. should pay Its legitimate 

Aryth Neier Is executive director of 
Human Rights Watch. 

agencies in dealing with 
such humanitarian dissas
ters as In Somalia. 

Washington should ex
press willingness to enter 
into the talks urged by Secretary 
General Boutros Boutros,.hall over , 
establishment of a U.N. rapid-dL
ployn,ent force. This permanent mil
itary force would free the U.N. from . 
dependence on its members to con
tribute.peacekeepuag troops on an ad 4 
hoc basis. The troops would 
subject to restrictions on 
their duties imposed by the 
contribting states.The U.S. should set an ex-ample of generous treat

ment of r--fugees fleeinghuman rights abuses andconflict, beginning wil a 

new policy for dealing with 
the Hattlar. boat people. 

We should give priority In 
our foreign aid budget to re

, 

'5J 
yay 

, 

spending to humniltarlan disasters. 
International nongovernmental or
ganizations that have performed superbly - say, the International Com

mittee of the Red Cross, Mildecins 
sans Frontleres and Medecins du 
Monde - should be helped.

The Adminstraton should estab. 
is the morality of Its con-

demnations by denouncing 
pcrpctrators vcnhandecdly, 
whether considered friends 
or foes. It is appropriate to 
vilify Saddam Hussein, but /1 
Halez al-Assad in Syriashouid not be ",pared.China,Indonesia, Turkey and Peru ' _ 

deserve sanctions for 
buman rights abuses. , ' 

,yr- nly, the Government 
should do much more to 

In the U.., such ownthat policebrutality,S Insuringses of humanouras rights 

shortcomings do not undercut our ef. 
forts worldwide.Though tMr. Clinton must honor his 
Presidential campaign 
promise to give high priori
ty to tehaiblltatlig the do. 
mestlc economy, I believe 
he will find near universal 
public support for r ,e
olute and well-thought. 
through program to deal 
wih humanitarian disas
ters and human rights 
emergencies worldwide. [ 
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I Essay 
WILLIAM SAFIRE 

Right to Intervene
 
WASHINGTON 

Before Larry Eagleburger and 
Brent Scowcroft return to Kissinger 
Associates, they would do their coun-
try and the world a big favor by 
enlisting a serious speechwriter like 
Anthony Snow In a great enterprise: 
They could help the Presidentunelect 
articulate the new international 
"right to Intervene." 

Last week, lurching to do the right 
thing despite the lack of policy about 
Intervention. Mr. Bush and his advis. 
ers suddenly proposed to send a divi-
sion or two of U.S. troops to end the 
anarchy preventing the delivery of 
food to the starving people ol Somalia. 

Bandits are in control; the tiny in-
ternational force Isinadequate and the 
U.N. cannot muster the strength of 
purposeneeded; televised catastrophe 
looms. Under that impetus, our human 
interest superseded our national inter-
est; the President persuaded the Joint 
Chiefs to go along with the political 
judgment of the Commander in Chief 
that the moment had come for a Zenu. 
te "poce acton." 

Americans now find themselves on 
the offenng end of a secret commit-
ment of undeermined scope (2,0o 
marines? Two Army Infantry divi.9601117)with unknown lhes. Through 

TowardTowar thethe 
it new sovereignty. 

-cidal 

U.N. leaks and cryptic prorounce-
ments from White House and State 
Department staff, we learn of our Pen. 
tagon's requirement that our troops be 
under American command - it the 
U.N. Secretary General or Security 

Council will give us its blessing; or it 

our allies hlip with troops or money; 

or if African participation can make 

intervention more acceptable locally, 


This is the wrong way to go about 

doing the right thing. 


The right way Is for President BuLh 

to make his decision about how much 

force Is necessary to intimidate Into 
submission the bandits in Somalia, 
and how much aid is reeded to avert 
MasS starvation. 

Then - before syndicating that 
Iroop and aid commitment among 
responsible nations, and before ask. 
Ing fur a Security Councy- seal of 
approval - he should enlist support 
from Congressional leaders and ask 

for prnme time on the worid's net. 
works. He'd get both. 

Puesident Bush should then explain 
what the need Is in Somalia and how 
he proposes to meet It. Let's say, for 
argument's take, the safest approach 
requires 30,000 peace-enforcing 
troops and 55 billion for food, medi
cine, a beginning to agricultural re
habilitation and troop support. Let 
him lay out our commitment, our 
expectatinn of military and financial 
Supportir .nm others, and our pro 
posal to the U.N. for the temporary 
governance of the pacified area. 

The reaction from world leaders, 
President.elect Clinton, and the 
American public could only be sup
portive. Local gang lehters would 
assure Jane Perlez of The New York 
Times, whose reporting has been 
stunning, of their acquiescence. No. 
body could rationally object to our 
riding massive shotgum on the hu. 
mannarian relief coch. 

But Mr. Bush'a address. to rival the 
farewell of Eisenhower's. ahould not 
end with that single rescue operation. 
Sofrequently and rightly derogated 
for lack of a vision, Mr. Bush should 
take the world to a mountaintop: as 
departing chief of the only standing 
superpower, he should deal with whatShultz has long been callingaGeorge 

"the new sovereignty." 
When do the world's responsible 

powers vea rgh to intrude on what
used to be an Impenetrable soverein. 

ty? Anarchy offers the obvious invita. 
tan to Intervene, as isthe case in 
Somalia - but what of cases of geno

tyranny, as practiced by Iraq in 
Its portion of Kurdisum or by the 
Khmer Rouge as Iiplots new savagery 
InCambodia, or by Serbia aslt readies 
for the its final solution in Kosovo? 

The departing American President 
has the standing to assert that the 
preservation of human life Isan Inter. 
eet - a vital Interest, to be redundant 
- of the world's powers. By virtue of 
being the superpower, we have a su
perinterest - and by our example. 
we show the way for others to accept 
their portion of the world's obligation 
tWprotect lives and freedoms. 

Cases differ; we will not take the 
lead in every case; nor will we be 
drawn Into extended military Involve
ments alone or against our judgment. 
But we should be able to suggest an 
extension of collective security when 
great numbers of pople are being 
murdered or systematically starveL 

The world awaits "the new &over
elgnty" speech. George Bush may still 
have s rendezvous with history. 0 



Emerging Democracies 

Focus on the 
iW 	Emerging Democracies 

A Periodic Update 

,;e following is a summary of US 
c.iorts to assist the new independent 
statesof the frmer Soviet Union: 

Overview 

Total US Assistance: To date the US 
has pledged about $9.2 billion in grant 
assistance and credits to the new 
independent states of the former Soviet 
Union for FY 1991-93. About 63% of 
this total already has been obligated. 

US assistance in FY 1993 will total 
about $3 billion. FY 1993 grant 
assistance is estimated to be about $1.3 
billion (including $923 million in 
technical and humanitarian assistance 
and $415 million appropriated to the 
Department of Defense). FY 1993 
credit programs are estimated to be 
about $1.5-$2 billion ($1 billion in 
Commodity Credit Corporation credits, 
$450-4900 million in Export-Import 
Bank credits, and $125 million in 
Overseas Private Investment Corpora-
tion (OPIC) financing). 

Multilateral Financial Assistance: 
The US will contribute $5billion to the
The 	USwillncntribuet$ra bllionnoithe 
$4billion multilateral financial 
assistance program ($18 billion in 
financial support and $6-blion c-
rencyanrency stabilizationsp fund for ion Russia)-adblzaRussifundufr 
agreed by the Group of Seven industri-
alized countries (G-7)in April 1992. 

Agricultural Credit Guarantees: 
The US has announced a total of $5.5 
billion in export credit guarantees to 
the NIS, of which $4.5 billion hr.s been 
ommitte, c.mittd;bout-32milion onsof
about 32 milion tons of 

agricultural commodities already havebeen shipped. 

The includes an additional $1.15 

billion credit guarantee and food 

assistance package announced for 
Russia on September 14, 1992, consist-

ing of $900 million in loan guarantees 
and $250 million in grant food aid. 
Credit guarantees of $100 million were 
made available immediately; $500 
million more followed on October 1; and 
the remaining $300 million will be made 
available on January 1,1993. On 
October 19, 1992, $200 million of credit 
guarantees were announced for 
Ukraine. 

Humanitarian Assistance 

Operation Provide Hope ($180 
million): During Phases I and II of 
Operation Provide Hope, the United 
States delivered about 20,000 tons of 
Department of Defense (DOD) excess 
food (valued at $34 million) and 3,000 
tons of excess medicines and medical 
supplies and equipment (valued at $112 
million) to 26 cities throughout the 12 
NIS. These totals do not. include 
transportation costs. 

Phase III of Operation Provide 
Hope has begun with the shipment of 4 
million ready-to-eat meals (valued at 
$18 million) to 17 locations in Russiaand about 10,000 tons of processed food 

(valued at $20 million) targeted for 
needy individuals and families in 
Russia. 

US Department of Agriculture 
(USDA) Food Assistance ($283 

million): More than 630,000 tons offood aid (valued at $283 million) has 
bomitted t ArmiaiB)las 

Georgia, Kazakhstan, Kyrgyzstan, 
Moldova, Russia, Tajikistan, andurkmenistan. 
TukeitnIn addition, on October 9,1992, 
USDA announced a $250 million grant 
food aid package for Russia in FY 1993. 

US 	Agency for International 
Development (USAID) Emergency 
Immunization Initiative ($6 million): 
USAID has purchased measles, 

tetanus, polio, and diphtheria vaccines 
and related medical equipment to 
immunize about 520,000 infants in 
Turkmehistan, Kyrgyzstan, Tajikistan,
and Uzbekistan. In addition, Project 
Hope will administer a program to 
procure US-manufactured vaccines and 
immunize about 261,000 children in 
Ukraine and Armenia. 

Emergency Med!cal Initiative 
($14 million): The US is purchasing 
critically needed medicines to meet 
emergency needs in several republics. 
At least $1 million worth of medicines 
and supplies are being purchased for 
the republics of Tajikistan and 
Kyrgyzstan. Plans are also being 
developed to purchase similar amounts 
for the republics of Moldova, 
Uzbekistan, Ukraine, and K.zakhstan. 

Presidential Medical Initiative
 
($10 million ITS contribution): Since 
February 1992, Provide Hope has 
delivered pharmaceuticals and medical 
supplies (valued at $74 million) to all 
NIS. 

DOD Medical Supplies ($9 mil
lion): The US has shipped and installed 
medical supplies and equipment 
(valued at more than $9 million) to 
outfit a 1,000-bed hospital in Tbilisi, 
Georgia. The US also is considering 
providing similar assistance to 
Kyrgyzstan by the end of 1992s 

Private Sector Contributions($49.3 million): More than 5,000 metric 

tons of food (valued at $24.3 million) 
and 1,770 tons of medicines and medical 
supplies (valued at $25 million) wereeiee ne h ~to o i
 
Dire Emergency Supplement.al legisla

ire Emergeng S intatisla

tion. According to NIS information, at
least 50,000 tons of food, medicines, 
clothing, and other items from other 
private donors have been delivered. 

Technical Assistance 
New Technical Assistance 
Programs: New technical assistance 
programs proposed for FY 1993 include 

a $35-million, 3-year environment 
project to strengthen environmental 

US DepartmeN ofSlate Dispatch e October26, 1992 * Vol. 3, No. 43 789 
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management institutions and promote 
environmental technology, and two 
enterprise funds in Russia and 
Ukraine. 

The US Government has allocated 
$634 million for technical assistance 
programs in the NIS in FY 1991-93. 
Examples of current programs follow: 

Democratic Instftution-Bulldlng 

Political Party Training and Civic 
Education: The National Democratic 
Institute and International Republican 
Institute, as well as several other non-
governmental organizations, have 
received grantu to carry out political 
party training and civic education 
activities and to place long-term 
experts in the NIS. 

Rule of Law: To date, the Ameri-
can Bar Association has placed
5 long term program directors and 
7short-term legal advisers in the NIS, 
provided assessments of draft legisla-
tion and constitutions, and sent 
about 40 US specialsts to host 6 tech-
nical legal workshops on judicial 
restructuring, 

The DelartmenL of State held 
seminars for senior NIS legal officials 
on the US legal system and is providing 
judicial training assistance to the Legal 
Academy of the Russian Ministry of 
Justice. 

non-profit mediaorganization,isestab-
lishing an independent television news 
distibutianindependentutelevisio ne 
disKribution system in Russia, Ukraine, 
and Kazakhstan and is providing 
join nalism training for independent 
broadcasters throughout the NIS. 

Public Administration: The US 
Information Agency (UF.IA) is sponsor-
ing visitor programs in te US for all 
NIS presidential chiefs of staff and 
other high-level national government 
officials to learn about executive office 
organization. USIA also is sponsoring
training programs for high-level city 
providing a grant to Sister Cities , 
establish 2ranci tSirii poaestablish a municipal training prog-'am 
between partnered US and NIS cities, 
and publishing materials on public 
policy and administration for distribu-
tion in the NIS. 

America Houses: USIA will begin 
establishing America Houses in Kiev, 
Ukraine, and in Alma-Ata, Kazakhstan, 
by November 1992, and in Vladivostok, 
Russia, shortly thereafter to serve as 
focal points for the exch:., ige of people 
to and from the US and make available 
on-the-ground logistical and informa-
tion resources for the American private 
sector. 

Non-Governmental Organization 
(NGO) Assistance: Six US private 
voluntary organizations (PVO) have 
received funding to enhance the 
institutional capabilities of indigenous 
non-governmental organizations in the 
NIS and to undertake social service 
projects in Belarus, Georgia, Russia, 
Ukraine, and the Central Asian 

republics, 

Economic Restructuring, 


Privatizatlon, and Dofense 
Conversion 
Financial Sector Advisers: Four 

short-tern tax policy missions have 

been sent to Russia since May to 

provide advice to the Ministry of 

Finance nn tax policy and administra-

tion. Six short-term advisers have 
provided assistance on tax and cur-
rency policy and regulation in Ukraine. 
The Treasury Department will send a 
long-term tax policy adviser to Russia 
and a financial adviser to Belarus inNovember 1992, pending approval of a 
National Security Council directive. 

PrUkraine. 

Prvatlzuon: The US has pro-


vided funding to the International 

Financial Corporation to support NIS 

privatization through small-scale 


auctions, to distribute copies of a 
"how-to" manual for small privatization
auctions, and to privatize the transpor
tation sector in Nizhniy Novgorod. 

The US is sponsoring auctions, 
modeled after those held in Nizhniy
Novgorod, to privatize the retail sectorin Volgograd, Russia, and Volgograd
oblast (aregional political entity) and 

Lviv, Ukraine. A team also will be sent 
to Tomsk, Russia, shortly to begin the 
auction process. 

The US is providing funding to the 
Russian State Committee on the 
Management of State Property to 
support design, implementation, and
publicity for a mass voucher program, 

and a project to screen businesses 
which may serve as demonstration 
privatizations. 

The Trade and Development 
Program (TDP) and OPIC have 
received funding to conduct investment 
missions and provide feasibility study 
financing for infrastructure projects in 
the NIS. The Department of Com
merce has established a businessinformation center on commercial 
opportunities in NIS. 

Special American Business 
Internship Training Program 
(SABIT): Currently eight Russians are 
participating in the Commerce 
Department's SABIT program. An 
additional 86 candidates have been 
selected, and 33 of these are expected 
to arrive in the US shortly. The 
department has received more than 150applications from US companies 

interested in hosting business or 
scientific interns. It expects 241 

interns to participate over the next 
yer
 

Defense Conversion: The US has 
sent three defense conversion advisers 
to Nizhniy Novgorod, Russia, and two 
advisers to Kharkiv, Ukraine. Addi
tional advisers are planned for Tomsk 
rind Yekaterinburg, Russia, and Alma-
Ata, Kazakhstan. 

The International Executive 
Service Corps has completed industryrestructuring projects in Saratov and 
St. Petersburg, Russia, and Kiev, 

It has established offices in 
Moscow and Kiev and expects to select 
long-term representatives for new 
offices in Yekaterinburg, Russia, and 
Yerevan, Armenia, by the end of 1992. 

Agriculture 

Farmer to Farmer: About 1,800 
agribusiness volunteers in the Farmer
to-Farmer Program will be placed in 
private agribusinesses and/or farms inall NIS over the next 3 years. Volun
teers in Overseas Cooperative 

Assistance (VOCA) has sent 16 
volunteers to Russia and 8 volunteers 
to Ukraine and has identified 19 to go 
to Russia and 8 to go to Ukraine in the 
next few months. Another 15 volun-
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teers have gone to Kazakhstan and 
Armenia. An additional five imple-
menting organizations received grants 
in late September. 

USDA Programs: USDA is 
establishing a model farm near S 
Petersburg and assisting in the 
development of private wholesale 
markets in Moscow and Kiev. 

USDA also will be sending four 
American agribusiness executives to 
Russia and two to Kazakhstan to work 
with newly privatized food industries 
under its Loaned Executives Program. 

Ir. addition, USDA has selected 41 
Russians and 10 Ukrainians to partici-
pate i' its Cochran Fellowship programfor traiingin agribusines. 

Grain Storage: The US recently 
signed a contract with North American 
Agricultural, Inc., to instal! more than 
300 grain storage facilities in 80 sites 
(including 50 in Russia, 15 in Ukraine, 
and 15 in Kazakhstan) to reduce 
immed:ate grain losses and to demon-
strate benefits of modern grain storage 

technology. Each facility, which 
consists of four storage bins plus grain-
moving and related equipment, has a 
capacity to store 80,000 bushels. Most 
faciliLies will be Inplce by the end of 
1992. 

Agribusiness: All NIS will be 
eligible for assistance under the 
USAID agribusiness project that is 
designed to get more US agri-
businesses involved in the former 
Soviet Union. This program will 
emphasize upstream and downstream 
agricultural activities, such as fertiliz-
ers, marketing, processing, anddistribution. Proposals are under 

review, and grants will be awarded by 
late November or early December, 
with activities expected to begin in 
early spring 1993. 

Energy 

Nuclear Reactor Safety: The Depart-
ment of Energy and the Nuclear 
Regulatory Commission are imple-
menting a $25-million nuclear reactor 
safety program which will establish a 

Emerging Democracies 

training center in Russia and Ukraine 
to enhance operational safety, provide 
risk reduction measures for nuclear 
reactors, and assist regulators in 

developing consitent and effective 
safety itandards and procedures. 

Energy Efficiency: US technical 
experts have conducted energy audits 

in district heating plants in Kostroma 
and Yekaterinburg, Russia; Kiev, 
Ukraine; Minsk, Belarus; Yerevan, 
Armenia; Alma-Ata, Kazakhstan; and 
Bishkek, KyrgyzstAn, and are installing 
necessary equipment to increase 
energy efficiency this winter, 

Coal Mine Safety: Partners in
Economic Reform is providing equip-
ment and establishing training centers 

to improve management and safety 
standards in the Kuzbass and Vorkuta 
regions of Russia, Donhass region of 
Ukraine, and Karaganda Basin in 
Kazakhstan. 

Housing 

Four of twelve long-term housing 
advisers are in Moscow, Novosibirsk, 
rnd Yerevan working on legal reform 
in the housing sector, development of a 
housing privatization law, and munici-
pal management. 

Health 

Hospital Partnerships: Twelve 
hospital-to-hospital partnerships have 
been established in the NIS. These 
partnerships will create a base for 
technology and personnel exchanges 
between US and Russian hospitals. We 
expect to establish 20 such partner-
ships by the end of 1993. 

Trade and Investment In Pharma-
ceutlcal Sector: TDP, OPIC, and the 
Department of Commerce will under-
take trade and investment missions to 
encoui age increasec! trade and invest-
ment in the health sector throughout 

the NIS. 
Vaccine and Pharmaceutical 

Production: USAID is working with 
Merck & Co. and Lederle to procre
equipment and spare parts to help 

restore production of measles, tetanus, 
diphtheria, and polio vaccines; provide 
orientation to US standard good 

manufacturing pract;ces for NIS 
executives and scientists; and conduct 
feasibility studies for establishing 
vaccine manufacturing facilities in 
Russia at a level of quality comparable 
to that in the US. A similar program, 
focusing on vaccine production, will be 
implemented in Ukraine. 

Peace Corps 

The Peace Corps will place 250 volun
tecrs in Armenia, Russia, Ukraine, and 
Uzbekistan by the end of 1993. Assess
ment visits are planned for Kyrgyzstan 
and Kazakhstan in October 1992, 
possibly to be followed by Belarus and 
Turkmenistan in November. 

Staff arrived in Armenia in August1992, a 40dvln e ia in 
November. 

Staff arrived in the Russian Far 
East in June 1992 and established a 
permanent office on September 14; 
50 volunteers are scheduled to arrive in 
November to work in the Primorki, 
Khabarovsk, and Sakhain obltess. 

Fifty volunteers are scheduled to 
arrive in November to work in five 
oblasts in the Volga River region. 

Staff arrived in Uzbekistan in 
September 1992. Initial negotiations 
on . country agreement are complete, 
and 50 volunteers are expected to 
arrive in December 1992. 

Nunn-Lugar Funds 

DOD appropriations for dismantlement 
and destruction of nuclear weapons 
total $400 million in FY 1992 and an 
additional $400 million for FY 1993. 
Expanded funding authorities for FY 
1993 include defense conversion, 

nuc!ear safety, ar:d export controls. 
International Science and Tech

nology Centers: The US has 
committed $25 million toward the 
establishment of an International 
Science and Technology Center in 
Russia and $10 million for a similar 
center in Ukraine to employ former 

the former Soviet Union. E 

USJDepartment of State Dispatd * October 26. 1992 s Vol. 3, No. 43 791 



FREEDOM Support Act 

FREEDOM Support Act Signed into Law 
President Bush 

Statement relaasqd by the White 
House, Office of the Press Secretary, 
Washington, DC, October25, 1992. 

oday Ihave vigned into law 
S.= ,the "FREEDOM [Free-

dor for Russia and Emerging
doraaDemorass andEme g 
Eurasian Democracies and Open Mar-
kets] Support Act." This historic legis-
lation authorizes a range of programs 
to support free market and democratic 
reforms being undertaken in Russia, 
Ukraine, Armenia, and the other states 
of the former Soviet Union. In n 
increase in the U.S. share of theinter-
inceation M etU saryd theant-
national Monetary Fund (IMF)and 

authorizes $410 million inUS bilateral 

assistance. Inaddition, the bifl re-

moves a number of outdated Cold War 
legislative restrictions on U.S. relations 
with the new independent states. 

I am proud that the United States 
has this historic opportunity to support 
democracy and free markets inthis 
crWicially important part of the world 
thlenew ind et slthate the fr- o 
the new inde.pendent states of the for-

mer Soviet Union is in their own hands, 
passage of the FREEDOM Support 
Act demonstrates the commitment of 

deavor. I 
Once again, the American people
have gnited poethe tecaue
have united to advance the cause of 

freedom, to win the peace, to help 
transform former enemies into peaceful 
partners. This democratic peace will e 

cal and economic freedom in Russia and 
the other idependent states We must 
continue to support reformers in Rus-
sis, Ukraine, Armenia, and the other 
new states. wsaesed 

I am pleased that the bill draws ourprivate sector,as never before, into the 
delivery of technical assistance to Rus- asaI. the other new states. Vaious 

provisions of this bill will call upon the 
specialized skills and expertise of the 
U.S. private sector. S. 2532 will pro-

vide support for the trade and invest-

ment activities of U.S. companies to 


help lay the economic and commercial
foundations upon which the new de-
mocracies will rest. This is an invest-
ment in our future as well as theirs. 

The IMF quota increase will ensure 
that the IMF has adequate resources to 
promote free markets in the former 
Soviet Union and elsewhere through-
out the world. By contributing to a 
more prosperous world economy, the 
IMF will expand markets for U.S. ex-
porters and increase jobs for American 
workers. 

This bill will allow us to provide
humanitgrian a .iqLance during the 
upcoming winter; to support demo-
cratic reforms and free market sys-
tems; to encourage trade and invest-
ment; to support the development of 
food distribution systems; to assist in 
health and human services programs; 
to help overcome problems in energy, 
civilian nuclear reactor safety, trans-
portation, and telecommunications; to 
assist in dealing with dire environmen-

tal problems in the region; and to es-

tablish a broad range ofpeople-to-
peoph exchanges designed to bury
forever the distrust and misunder- standing that characterized our previ-
ous relations with the former Soviet 
Union. 

The bill also provides additional 

resources and authorities to support 
efforts to destroy nuclear and other 
weapons, and to convert to peaceful 
purposes the facilities that produce 
these weapons.

We undertake these programs of 
assistance out ofa commitment to in-reased security for ou 3elve, our 
creadse for o tee ourallies, and the peoplea Ctthe new inde
pendent states. These programs will 
enhance our security through demilita
rization and humanitUAan and technical 
assistance. 

A number of nrovisions in the bill, 
however, raise cGnstitutional concerns. 
Some provisions purport to direct me 
or my delegates with respect to U.S. 
participation in international institu
tions. Under our constitutional system, 
the President alone is responsible for 
such matters. I therefore will treat 
suh provisions as advisory. 

Furthermore, the bill could inter
fere with iny supervisory power over 
the executive branch by giving a subor
dirate official in the Department of 

State the authority to resolve certain 
ntclragency disputes and by regulating 

how other agencies iandle license ap
plications by the National Aeronautics 
and Space Administration. I will inter
pret these provisions in Lhe light of my 
constitutional responsibil~ties. 

The bill also authorizes the creation 
of supposedly nongovernmental enti

ties--the Democracy Corps and a foan
dation that will conduct cientific 
activities an, exchanges--that would 
be subject to Government direction, 
established to carry out Goveimnent
policies, and largely dependent on Gov
ernment funding. As I have said be

fore, entities that are neither clearly 
governmental nor clearly private un
dermine the principles of separation of 
powers and political accountability. In 
determining whether to exercise the 
authority granted by this bill, I will 
consider, and I direct the Director of
the National Science Foundation to 
consider, whether these entities can be 

established and operate in conformity 
with those principles. 

I also note a concern with the provi
sion under which Freedom of Information Act litigation involving the Demo
cracy Corps would be the "responsibil
ity" of the Agency for International 
Development. This responsibility 

should not be understood in any way to 
detract from the Attorney General's 
plenary litigating authority. Therefore, 
I direct the Agency for International 
Development to refer all duch matters 
to ae Attorney General consistent 
with his current authority. 

GEORGE BUSH N 
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EXPORT CREDIT GUARANTEES AND FOOD AID TO RUSSIA
 

The U.S. Department of Agriculture today allocated $525 million in export

credit guarantees and $134 million in food assistance to Russia for fiscal
1993. The guarantees, granted under USDA's Export Credit Guarantee Program
(GSM-102), are available for sales of U.S. feed grains, protein meals, wheat,
pork and poultry. Commodities under the $134 million aid paclage include 

rice, butter, corn, pork, wheat and wheat products, baby food, poultry, whole
dry milk and peanuts. 


The guarantees and food iseitance are part of a $1.15 billion credit guaran-
tee and food assistance package for Russia announced Sept. 14 by Secretary of 

Agriculture Edward Madigan. 
Of the $1.15 billion, $900 million is credit 

guarantees and $250 million is food .id.
 

Russia and the former Soviet Union represent key marketF for U.S.. agriculture,

U.S. farm exports to Russia and other former Soviet republics have exceeded $1
billion in eight of the past 10 years. 
 SinLe January 1991, the United States

has granted the former Soviet Union and Russiaz $5.7 billion in export credits, 


Export Credit Guarantees
 

With this announcement, $235 million in credit Zxuarantees will ba available to
U.S. exporters for sales of feed grains, $40 million for protein meals, $190
million for wheat, $30 million for pork and $30 million for poultry. 


With these amounts of credits, respectively, Russia will be able to purchase
an estimated 80 million or more bushels of feed grains (2 million metric

tons); I, .000 metric tcns of protein meals (9.1 million bushels of meal on a
bean equivalent); 58 million bushels of wheat (1.6 million metric tons);

23.000 metric tons oi pu:k; and 31,000 tons of poultry. 


These export credit guarantees will support 14,000 export-related jobs and 

nearly $1.4 
billion in total economic activity in the United States.
 

Another $275 million in export credit guarantees will be made available to
Russia about Jan. 1, 1993. 
Additional credits or assistance to Russia may be
announced later. 
 Exactly $100 million was made available on Sept. 14, 
1992.
Since January 1991, the United States has granted $5.7 billion in credit
guarantees 
to help Russia and the former Soviet Union buy U.S. farm proLucts.
 

Under the GSM-102 program, USDA guarantees repeyment of credits issued in
connection with sales of U.S. agricultural goods. Credits must be zepaid in 3
 years or less. If a purchasing country defaults 
on a payment, future sales
under the program are immediately suspended until the debt is current. 
Russia
has not defaulted on any payments throughout the period the program has been
 
offerad, nor has the former Soviet Union.
 

- more -

Food Aid
 

The $134 million food assistance package includes $24 million (80,000 metric
tons) worth of rice, $24 
million (16,800 metric tons) worth of butter, $20
million (142,000 metric tons) worth of corn, $20 million (15.500 metric tons)

worth of pork (sides and quarters), $16 million (3,000 metric tons) worth of
baby food. $10 million (82,000 metric tons) worth of wheat and wheat products,

$8 million (3,500 metric tons) worth of whole dry milk, $8 million (8,800
metric tons) worth of chicken (legs and quarters), and $4 million (8,000
metric tons) worth of peanuts. High-value products represent more 
than half
 
the commodities in the package.
 

The remaining $116 million of the 
 b250million aid package will be allocated
later between comnodities and freight.
 

The donations will be provided under several different hmanitarian assistance
 
programs operated by the U.S. Department of Agriculture. Private voluntary
 
and cooperative organizations may handle some of the aid.
 

The S134 million in assistance detailed today wi'l support roughly 3,600
export-related jobs and will generate nuarly $350 million in total business

activity for the United States. 
Roughly half this effect will occur once
commodities leave the farm, through processing, packaging, shipping, merchen
dising and other export-related activities that add valve to farm products.
 
During fiscal year 1992, USDA provided approximately $125 million in food aid
to Russia, including $17 
million worth of aheat flour, $5 million in vegetable
oil, $10 million in butyryl, $8 in dry beans, peas, and lentils, $29 million

in nonfat dry milk, $6 million in infant formula, $12 million in rice, $2
 
million in soy-fortified bulgur, $1 million in evaporated milk, and $35
millior- in butter.
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WASHINGTON UPDATE 
Policy and Politics inBrief 

U S*TROO PS But, as grisly as the reportage out ofTR O SBosnia has been this year, the picture willonly dramatically worsen this winter. 

WHERE EXTE 
IX 

BY DAVID C.MORRISONT hanks to President Bush's commit-
ment of 28,000 Marines and Army 
troops to safeguard relief efforts in 

the maelstrom of starvation and lawless-
ness that is Somalia, President-elect Clin-
ton has been bequeathed a military oper-
ation that is sure to drag on well beyond 
the cutoff point posited by the White 

ouse-Jan. 20, the date of Clinton's 
inauguration. 

Besides the U.S. deploymenit in East 
Africa, more ominously, the next Presi-
dent inherits a broader question: What 
should the American role be in other, no-
less-grave geopolitical catastrophes, espe-
cially the nightmare unfolding in Bosnia 
and Herzegovira? 

As Defense Secretary Dick Cheney
made clear at a Dec. 4 press briefing, in announced than The Times published aterms of terrain (level desert as opposed column by Anthony Lewis asserting that 
to thickly forested mountains) and the the Somalia deployment "raises the possi-military situation on the ground (lightly bility that Mr. Bush will at last take firm
armed gangs as opposed to regular and action on that cther human and politicalirregular army units equipped with mor- disaster, Bosnia." 
tar, cannon and light bombers), Somalia Increasingly, the old, Left-Right, Cold
is acakewalk compared with Bosnia. War divide over interventionism has been 

.!CA-,?MA7 I---tw,'q 

U.N. and CIA estimates suggest that 
140,000-400,000 Bosnian Muslims could
die of hunger and exposure in the monthsahead if the bloody ethnic warfare spon-
sored by Serbia continues. 

A U.S. guided-missile frigate, Coast 
Guard personnel and P-3 Orion maritime
patrol aircraft are already participating in 
NATO's newly reinforced economic 
blockade along Serbia and Montenegro's 
Adriatic coast. U.S. airlifters are also fly-
ing food and medical relief into Bosnia. 
But the call for American forces to do 
mrtch more may soon become hresistible. 

"Clinton criticized Bush for being soft 
on Bosnia, and when vinter sets in. we'll 
see more of that on the news," Lawrence 

J.Korb, an assistant Defense 
secretary in the Reagan 
Administration and now a 

senior fellow at the Brookings Institution, 
said. "We will get the-if you will-Dem-
ocratic press in this country, like [The
New York Times and The Boston Globe],
urging him to do something. That will be 
a big test." 

Indeed, no sooner was Bush's initiative 

sundered. Even the leftist In Ti se Timeshas called for U.S. military involvement."The Left has grown so accustomed to 

saying ao," Paul Hockenos, that Chicago
weekly's European correspondent, chided
in late October, "that it appears incapable
of der'anding positive action-be it in
Bosnia, Somalia, northern or southern 
Iraq-when it would save lives and open 
space for democratic alternatives." 

Despite his unexpected offer of troops 
for Somalia, Bush is unlikely to plunge
headfirst into Bosnia at this lae date. 
Although he supports U.S. engagement 
in Somalia, Army Gen. Colin L. Powell, 
who will serve as chairman of the Joint 
Chiefs of Staff through next September,
has vociferously opposed any large-scale
American involvement on the ground in 
Yugoslavia. 

Clinton has praised Bush's Somalia ini
tiative. During the campaign, Clinton also 
called for "urgent and appropriate action 
to stop the killing" in Bosnia. But, since 
his Nov. 3victory, he has not fleshed cut 
what those actions might entail. 

"I think there are man) options that we
 
have in dealing with the problem in
 
Bosnia and the potential problem in [the
 
Albanian-populated. Serbian-dominated
 
province of] Kosovo that are short of
 
sending troops in, but beyond where 
we
 
have bee, now," Clinton said on Nov. 16.
 
"And I don't want to foreclose any of
 
those options by anytling I say now."
 

Rest assured, the current President and
 
the next one do rot lack for advice on the
 
subject. Following a five-day tour of the
 
Balkans, Sen. Dennis DeConcini, D-

Ariz., co-chairman of the Commission on
 
Security and Cooperation in Europe, and
 
Frank McCloskey, D-Ind., a member of 
the House Armed Services and Foreign
Affairs Committees, urged a series of 
steps upon Bush in aNov. 20 letter. 

Mount an air campaign against such
Serbian strongholds in Bosnia as heavy 
artillery sites and weapons supply depots, 
they recommended, among other moves. 
And amend the current embargo on arms 
to the former Yugoslavia to permit
Bosnian forces to rearm "in a sufficient 
yet controlled manner by the time the air 
strikes stop."

Given the caution favored by Cheney 
and Powell, Bush seems unlikely to follow 
that advice. But another much-debated 
option toward which Bush does seem to 
be moving is enforcing a U.N. resolution 
that bars flights by Serbian warplanes 
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over Bosnia. Britain and France have Perhaps the most sweeping and entan- "There may be after the success in 
feared Serbian retaliation against their gling proposal for dealing with the Balkan Desert Storm a little too muc'i emphasis 
peacekeeping forces in Bosnia and Croat- crisis, however, is that tendered by retired on the efficacy of air power." Roskin said 
ia if the United States starts downing Ser- Army Lt. Gen. William E. Odom, the for- in an interview. "This is not an air war. It 
bian plnes that violate this "no-fly zone." mer chief of the National Security Agency is an artillery war. But to silence artillery. 
But Britain, at least, is shifting toward a who now directs national security studies you'd want to do it from the ground. ,And 
tougher stance. at th,; Hudson Institute. I can't imagine how you'd mount such an 

But not as muscular as the position "The idea that you can have this kind effort. There seems to be a lack of aware
staked out by George D. Kenney, a of killing and civil war going on down ness of how any direct inte-vention in 
Yugoslav specialist who resigned from the there and TV pictures appearing every Bosnia could become open-ended. I knov, 
State Department last Auguqi in protest day and night in Western Europe without Bosnia pretty well, I've climbed moun
over Bush Administration "appeasement- some kind of effect on the political moral- tains theet: and it is arguably the most 
of Serbia, and Gen. Michael J. Dugan, ity of those regimes, to me, is the height rugged terrain in Europe.' 
the former Air Force chief of staff fired in of fantasy," he said in an intervew. But something must be done. he argues 
late 1990 for talking too freely with the Odom, a Clinton supporter, thus urges in the winter 1992-93 issue of Parameters, 
news media about Persian Gulf war plans. NATO to take up the "neat challenge" of the War College's quarterly journal, to 
In a Nov. 29 New York Times op-ed piece, ending the Yugoslav war. "I do not think contain the crisis and keep Serbia's 
they urged an ambitious Operation you can go in with s.iall forces for a short expansionism from inspiring other irre-
Balkan Storm. time," he said. "You have to go in with dentist states in Europ,. Encourage Ser-

In coalition with Great Britain, France big forces. Admit that you can't stop all of bia to back off, Roskin argues, by supply
and Italy-and eventuaily even Russia- the violence, but that you can stop the ing limited military and diplomatic 
the United States should arm and train major violence. And enisure that nobody support to bordering nations-Albania. 
Bosnian Muslim forces, Kenney and keeps land that he gained through ethnic Bulgaria and Hungary-that could be-
Dugan wrote. Air-drop food and supplies cleansing." come involved if the Yugoslav pot boils 
on "safe havens" in Bosnia, styticing Ser- But, Odom added, "you must be pre- over. 
bian efforts to "ethnically cleanse" the pared to sit there for 10-15 years while a "A lot of this would be signaling, but it 
region. And then, using air bases in Italy negotiation proceeds. When you say could not be bluff," Roskin said. "But 
and an aircraft carrier afloat in the Adri- that's impossible or absurd, I ask you: there is something [to be done] between 
atic Sea, "neutralize" Serbian artillery and What did we do in Korea? What did we all and nothing." 
armored units with precision-guided do in Germany after World War II?" By the time Clinton comes to power, 
bombs. Finally, if necessary, wield light On the othei hand, Michael G. Roskin, Bosnia may well already be lost. It tha:'s 
bombers and Tomahawk cruise missiles a foreign policy professor and a Yugoslav the case, the focus wili shift to Serbian 
to destroy "centers of gravity"-troop expert at the U.S. Army War College in designs on Kosovo and Macedonia. In 
concentrations, petroleum storage tanks, Carlisle, Pa., argues that directly injecting an' event, it will be up to the incoming 
electrical and communications grids-in American military forces into Bosnia commander in chief to decide what the 
Serbia itself. would be "dangerous and wrongheaded." "something to be done" should be. U 
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PERSPECTIVE ON SOMAUA 

Using Force to Help a Gentle People
 
promote a local structure of is already more or less stabiized WhenOnce U.S. troops secure ;aw and order. These troops this is accomplished n the southwest aslhe aid lines, the people should remain in conLrol untipeople can be well, 4 national conference can establishregularly fed a sort of coordi.,.Lin the hardest-hit area Z.,nmissin toand are better able t. care for administer the countr) 

are capable of resuning themselves. Tribal divisions will remain so strong.
This fertile land beswe-n however. thai I doubt that one unitedproductive, orderly lives, two rivers is not, after all, a Somalia is any longer possible, A more 

ByMOHAMMEDSANOUN poor region. It i. an agricul- likely solution, following the world
tural area with viable farms, trend, will be a federation that will 

go toareworkprotected,to feed peoplethem. enableown territory.each community to 
" ARIS-The Rahanwein people of are ready Ifto they control its 

southwest Somalia are facing the selves as aoon as they are physically The main reason Somalia has been so
P same threa, ofgenocide by massa- able.cre and starvation readily engulfed by famine and tribalthat confronts the A large-scale troop deployment can. war is that civil society was extremely 
uation has grown weak after years of dictator-
Muslims in Saratevo. Their sit-

extremely
Grave ove- ship by Mohamed Siad Barre,the past ft:'c wccks. 

%,ose fall from poweras order has completely broken two 
years ago created the vacuumdown in the area where they 
filled by today's chaos.live between the Shebelle and

Unless there is an urgent Although most of their lead. 
Jubba rivers. 4) or r o nhiig hr r 

Unles thee isan ugentmany ers are now in hiding, there aredeployme,it of sufficient itern Vand women's associations 
national forces to ensure t 

women are very powerfulj in Soniah society because they 
often control the marketplac. 

these gentle farming people, 

delivery of food and to prosect I 

ganization s inectualscaught in the cross-fire of acon. may dsappear from it prepared to actively build athefa. 
civil foundation. These groups

face O dthe Earth. 
acet of know that, if they cannot offerte Eart nan 

alternative to young men
As a result of my very recentexperience &s the U.N. envoy, I carrying guns, there is littlehope for thefutureknow that the situation in 

southwest Somalia is far less During the past several 
weeks. the United Natons has 

com plex than tn Boaia-Herze.govina. Indeed. I believe that weks the tuation inO.M ,t . u lostcontrol of the situation in 
Somalia, To regain it, the Unitthe humanitarian aspct of the crisis in not, of course, rezolve the funda,'iental ed Nations must swiftly accept andSomalia can be ssabilized within a mat. 

ter 
problem in Somalia. It can only c-eate implement the generous U.S. offer toof weeks-if a forceful military the preconditions for pursuing efforts at send its Lroops, and accompanypresence from outside is organized. national reconcilition. those 

troops by others under a Security Coun.Troops should be deployed to, ,n Once each trbal group is htabilied cil umbrella. The survival of the Rahan.effect, occupy the southwest region of within its own territory-somehing weinpeopleisatstake.the country stretching in a quadrant which the faction leaders now agreefrom Mogadishu to Kismaayo to Ba.-dera should be done-then most of the multi- Mohammed Sahnoun, an Algireii dipto Baidoa. where the worst starvation is national Lroops can 
taking place. Their task must be to 

leave. Beyond the lomat, tw U.N. spe/rl represengative trtroubled southwest area of the country. Somalia until October. whenrheprotect relief-agency workers resignedand en- where Lnbes from outside are fighting alter charging that the U.N. eflort insure the delivery of food, as well as to on Rahanwein territory, most of Somalia Somala had been ineffective. 
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PERSPECTIVE ON SOMAUA 

When America Talks, Thugs Listen
 
Getting reliefsupplies to
he sta ng cuntryside 

will take military force, 
which is beyond the 
sope of theU.N. 

OLININ GEIAMID EI 

omal atrongman Gen. M-)hammed
Farrah Aidid and Interim President 

.Al Mahdi Mohame; have just
taugnt the nternational community animportant lesson. Will it be 
learned? 

Three months ago, theonsucsflitae-fUnited Nations proposed
aending 3,500 peacekeeping 

the relef 	 effort.to Aidid 

E 

worse, the majorsource of hard currency for the armed
(actions in 	 Somalia is the food and 
medicine they plunder and the funds
they extort from these agencies. And a 

gr.ngs. These agencies there-?,y put the safety of the hun.
dreds of their workers ahead 
of the thousanids of Somaliswho face death. This mght 
-.arry weight if they weresu.cessful in delivering food.medical and other assistance 
to more than a fraction c! thepopulation. But they a'e not. 

Even 

threatened the elif efort Aiddto send them " home in body bags. Only 500 

Pakistani aoldier! have been 

dlspatchee,Satki to and.
. Ahed,datethey ae

thank at d .theyu'are.. 


t.e;c a, 1kagzd.hu'sr'" 
airport, HaTundred s o _Hundr-eds of Somalis aday
continue to die of starvation 

_ 


and diseases induced by mal

nutntuo,L Barely 20%trntonaly of in-oodrehefin 
ternational food relief is
reaching th± ntedy. the rest 
being lost to armed thugs.

Last week, the United States offered 
to commit up to 30.000 U.S. troops toSonAlia as pat of a U.N.-auLhorzed 
multinational f.-"ce. Aidid welcomed theAmerican initiative and promised sup-port. Uahdi followed auL 

rhe lesson is clear: Where anarchyprevails, asinSomalia, only the threat ofsuperior force can restore a semblance 
of orer. What is not yet 	 clear iswheth," international rebel agenciesari4 the United Nauons fully appreciate
the implications of the lesson. Both have 
expressed iutial reluctance to embracethe U.S. offer, for perverse reasons,

International relief agencies fesa rmt-ribution against their representatives in
Somalia. who number About 400, if
U.S.-led coalition forces engage Somali 

-. 

__ _ IfSXada 

"Other 

AMA.S ' 	 , , 

maor use of this currency is to importyet more arm from abroad. Underpresert circumstances. therefore, inter-
ntional relief agencies in Somalisa arepart of the problem, not the solution,Accordingly, they should be the first to
wdlcome effective armed intervention.

Reluctance 	 by the United Natinns 
etens from fear that its authority and
prestige would be diminished by cedingoperational control of a multnational
force to the United States, as thePentagon insists. But the United .Nations 
lacks the ability to field laLrge-scale
fighting forces. And despite pleas by
U.N. Secretary General Boutros Bou.tros-Ghlih. governments have shown no
signs of granting the United Nations
such powers. Hence, thi,; is a phantom 

low.,inreturn for areal gain.The longer-term implcation of theSomali warlords' acqwescence is that a 
clearer divisicni of labor should be esiab.lished between multnaticna forces and 
the United Naui na in responding tohumanitarian crLes.Where large-scale troop deployments 
are requred, there is no substitute fornational forces. combined in muluna. 
Uona coalitions They should be requested and sanctioned by the Security
Council. But it is asking too much now to 
place them undcr an integrated niultina.
tonal command, as many U.N. officials

and supporters urge. In all of 
modern history. there is only 

l, succeosfulone intance- of
large-scale standig forces 

NATO. Mutual affinity andtustin global politics mayhavetmpr ved in the past 
e a robu the a t

few years but hey are notyet of the same order ai inthe Atlantic alliance during
the Cold War. Even the Eu. 
ropean Community hasbarely begun to m ove in thisa
drection via a planned
Franco-German army corps.Foertan tauthorizethan to authorizemultinational forces and 

mt ,cmnm 	 thereby endow them with
collective legitimacy, the 
U.N. should fous on ita

peacekeeping and peacemaking roles.History shows that the world bodyderives its strength from its impartiality,
the interpcsiuonary character of peacekeeping forces aoi their provision ofsupport services to peoples under sL-ess.
In recsnt years, these misaions haveexpanded to include human.rights mon
toring, administering public agencies,

providing police contingents and super.vising electoral politics. All will berequired in Somalia. But all would bersked by U.N. ins.stence to field fight
ing forces. 

John Oerid Rugie it dean ot Ow
School oflnfrnatimalandlPubbAfairs 
at Columbia Unst-ssm4. 
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Cohnan McCarthy 

Why 
Abolish the 
Hunger 
Committee? 

In running for reelectio-. Rep. 
Tony Hall, a Kven-term Dayton, 
Ohio, Democrat, had a Republican 
challenger. Pete Davis, who thought 
he'd uncov red the kind of dirt that 
would arouse voters. Davis featured 
in Ia campalgi. literature the scandal-
ous and outrageous fact that Hall 
cares about feeding the world's staN-
ng and hungry. The inc ent, amid 
Davis, "gives more than 80 percent ! 
his professional time' to the House 
Select Committee on Hunger. 

Take that. 
The grubby, small-minded attack 

by the Republican flopped. Hail, who 
chain the hunger committee, won 
convinvcigly, 60-40. Aside from ny 
3duration for Hall, a sell-giving coo-
greausan free of guile and totsV 
comnutted to advocacy for the hun-" 
gitest and poorest people of the 
world, I had an extra interest in this 
race. Davis took the quotation-,?* 
gives more than 80 percent of his 
professional time" to the hunger corn-
mittee-from a column I wrote last 
year about Hall. 

I can understand Davis's desper*-
tion to get the goods on his opponenL 
Hall is so well-regarded in Dayton-
be has organised four food programs 
in his district, e opposed the guf war 
as unjust, he is strong on constituent 
servi..e and has ri bounced ch.cks-
that republicans didn't run anyone 
againt him ia several previous et 
tion. 

Since 1989, Hall has chaired tie 
Select Committee on Hunger, a group
that has the lowest budggt 
($161,000) of the House's 27 perml 
Dent or select committees. He has 
traveled three times to refugee and 
hunger camps in Somala, Ethiopia 
and Sudan. and has also held h.earings 
on domestic hunger in Appalachia and 
on tribal reservations. Hall ae hIs 
committee work as an extension of 
the moral commitment he made to 
serving poor people when volunteer
ing for the Peace Corps in Thaiisd 
1966-67. 

Having overcome a baseless attacl 
from a Republican, the reelected Hill 
must now survive his own Democrati. 
The Select Committee on Hunger, 
along with similar panels on aging, 
children, youth and families, and na-
cotic- abuse and control, has been 
rrarkgd foi -Imination by reform-
minded House Demo.ratic leaders. U 
the death wa.-rant is carried out, it 
will come in early Decen,her when 
the House Democratic Caucuo votes 
on whether or not to close out four of 
the five select committees. Intelli-
gence excepted. A second vote--oo 
the House floor-is scheduled for the 
first days of the new Congress V 
January. 

Dispoar- of the hunger commit-
tee, which was created in 1984, 
would mean sikncing the voice of the 
voiceless. Last week, Rep. Bill Emer-
son, a Missouri Republican and the 
committee's ranking minority leader, 
returned from Somali, carrying bam* 
the cries of the hungry endurinag ouas 
starvation. An estimated 60 perceqt. 
of Somalia's c ildren are facing-
dying from-severe mainutrition. 
Emerson's mission was one of dote" 
in recent years in which the LTr:B-
conmttee in Congress persia in 
finding soutions to the planet's larg-
est waste of human life, global hurl. 
ger. 

The United Sttes, as th4 comink, 
tee keeps saying, is not exempt. Eight 
teen million Americans received foql 
stamos in 1989. By July 1992, th4 
number was 25.7 millicn. 

Attacking the hunger committee ii 
an exercise in misguded reform. Do
nothing or make-work aubcommit. 
tees, which are the fungi of Congress 
and hang on y,ar after year hliM 
parasites on the body politic, could be 
eliminated at minimal loss to anyone. 
Is the public getting its mad delivered 
more efficiently because the House 
Post Offire and Civil Service Commit, 
tee has the subcommittee on invest
gation3, the subcommittee on the civii 
service, the subconmuitte on postal 
operations and services, the subcom; 
mtttee on compensation and employ 
ee benefits, the subcommittee on ceq, 
sia and population, the subcommittee 
on human resources and the suhcom. 
mittee on postal personel and mod
emization? All that's lacking is the 
subcommittee for -This Window 
Closed.* 

And how are citizens better off 
beause the $5.6 million House Gov. 
eminent Operations Committee ana 
the $4 million House Administration 
Committee have a combined 14 su
committees? 

Slce into those and other legial' 
dve tubs of lard for genuine refoi,' 
Abuses aren't to be found in the' 
hunger committee. If anything, the, 
opposite is true. Its work has been 
consis'ently praised by suc. groups s 
CARE, Catholic Relief Services, tb@ 
U.S. Conference on Mayors and 
Bread for the World. Hall himself ha4 
received two awards in recent 
weeks-from Oxiana America and the 
United Na:ions. 

Should the committee be voted oi,' 
of existence in the fever of reform 
now gripping Congress, the mess.ge 
will be one of regression, not reform: 
The hunger committee. ought to be 
promoted asa model for the future. 
Instead of examining it and taking 
aim, reformers should bonor it an. 
take comfort. 
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US Refugee Policy Faulted
 
Eligibiltyrules stretched to benefit some applicants 

ered clam and asserts that he has been 
persecuted or has a fear of pezseculon,

Dm Ba d that Individual shall be deemed a refu. 
gee.' WhLh a perfunctory asseruon of 
persecution, the applicant learns that 

N the recent debate about who is a dissimulation LUas important for gettng 
political refugee and who i an eco- by in Americaas tt was t home in the 
nornic migrant, very little is said old USSR. 

about the slide of United States refugee Eighty percent of the refugee quota
policy Into politics. goes to Jewish applicants. Most of the 

Immlgration from the former Soviet balance Is awarded to evangelicals.
Union illustrates the uses and limits of Among these, It Is reported, there has 
US refugee policy. A refugee, according been a %ve of dubious converions. 
to the Refugee Act of 1980 Is an Indvid- These two groups together are a minor. 
uai who has been persecuted or who has ity of those who have applied to leave 
well-founded fear ofpersecution on ac- the commonwealth. Yet, as these things 

count of race, religion, nailonality mem- go, opportunity to emigrae to the US is 
bership In a particular social group, or virtually foreclosed to those outside the 
political oplnlon." The act empowers the covered group. 
US to respond quickly and with flexi
biliy when a need aises to provide ref- B ECAUSE of the great numbers 
uge to those In imminent danger at with automauc eligibibty, Russian 
home and hav nowhere else to go. refugees of today, besides 

The United Nations High Commls- belonging to "Lautenberg categories, 
aoner for Refugees (UNICR) now must have relatives In America - them. 
places 16 million to 17 million people in selves recent beneficiaries of the reset. 
that category worldwide. Fbr 1992 the tlement program. Since citizenship Is 
US will fund the admission of about not required of the *anchor* rlative, It 
122,000 refugees. Of these, 61,000 will is, more precisely, an accelerated ver. 
be admitted as refugees from the Com- slon of that process, minus the require
monwealth of Independent States. ment that the visa-holder be an Lndivid-

Refugees etoy aome important ual unlikely to become a public charge.
advantages over regular Imnmigrents, We don't know how many of the 
likeacashaliotmentandanlnterest-f-ee 300,000 we have accepted since 1975 
loan for transportation to the US. The have been here long enough to be cti. 
fedxal portion of the bill for refugee zens and thus could serve as anchor* 
resettlement is $709.3 .I01lon dollars relatives for normal immigration. This 
for fiscal year 1992. Fbcusln on the year less than 3,000 will be admtted as 
federal portion of resettlement costs ig. ImmIgrants from the commonwealth. 
nores eapenditurs on social services Refugee atatus is the designation of 
required efter the Initial settlement pe- choice for those Imigrating to America 
riod of eight months. and for those In America who would oth-

Most of the trite cost of refugee ab- erwise have to help with the coss. 
aorption Is borne outside refugee-spe- Processing immigrants as refugees
ciic budget items, at the federal, Mate, sets tht stage for special-Interest group 
and local levels. The National Governors infighting for privileged admission sta-
Associaton says stateand local expendl. tus and transfers the costs of resettle
tues on refugee support are "conserva- ment from the sponsor and the mnmi 
thvely" estimated at $620millon for the grant to the taxpayer. It weakens the 
first year of refugee support alone, necessary link to an established commu-

According to an unpublished 1991 nityandtheneedforintegrationintothe
US Department of Health and Human culture, language and economy. 
Services study,about 44 percent of refu- While the US has defined broad legal 
gets from the commonwealth are receiv- categories for refugee admission, It has, 
ing public cash assistance a year after paradoical, surrendered all . --ml 
antval, well after federal refugee assist- over the selection of Individuals who 
ance has run oul. enter the US; that decision is the prerog.

The actual welfare dependency rate is aUve of the would-be immigrant and can 
higher, since the study excluded all Lndi- be made with little &scrificeor regard for 
viduals 6 or over (I 13 percent of economic conditions In the host country. 
recent arrivals) and those receiving only Our refugee ;..Ucy has outlived its 
non-cash assistance. Refugees are historical mission; and discussion about 
actively encouraged to use Medicaid and Its future must be premised on the pil. 
other programs like food stanps and vatization of Immigration for the former 
public housi those of retirement age Soviet Union. Today Immigration from 
receive SSI'/Iacare. the commonwealth Is politicized In the 

According to the UNHCR, almost no extreme. Indeed, only in a place like the 
one emlgrating from the commonwealth old Soviet Union would It come as no 
today Is a refugee. Nevertheless, the surprise that a policy whih began with 
Lautenberg Amendment of 1989 was re- a humanitarian concein has ended ao 
cently extended for two more years, de. thoroug*y in politic . 
ftnLng entire groups in the common, 
wealth as subject to persecution and V Don Barnau Uved and worked in 
thus entitled to refugee staus under US the former Soviet Union for abnos 
la. Accordlngly, *once an Individual two pears and is also a former USIA 
asserts hat he is a member of the cov. staffer. . 



PCC Documents Progress in World Access to Birth Control
 
The availability of family planning services and 
information in developing countries has improved 
dramatically, especially in Africa, according to a 
newly updated study released last week by the 50 

Population Crisis Committee, an InterAction mern
ber. The study, World Access to Birth Control, 
ranks !24 countries - including 95 developing 
countries - according to the strength of their family 
planning programIs. 

First published by PCC in 1987, the updated study 
finds significant progress taking place in more than 
one-third of the 87 developing countries included in 0 

both editions; in Africa that proportion goes up to 
more than one-half: 21 of 39 countries show signifi
cant improvement. A comparison of the two edi
tions finds Botswana making the most progress, to become 
the only sub-Saharan African country in the top-ranked 
"Good" category. Irnn made the most progress among Middle 
Eastern countries, reflecting dramatic changts in government 
policy in the iate 1980s. In all, a total of 57 developing 
countries show measurable improvement in the strength of 
their family planniti- efforts.0 frespectively. 

"Few things can make a greater impact on the health of 
women and children and on the future of our shared planet 

than the expansion of high-quality family planning programs," 
says Sharon L. Iamp, PhD, senior vice president of PCC and 

editor of the study. "Our 1992 report shows how quickly 
progress can occur when the financial resources and political 
will are forthcoming. 

World Access to Birth Control ranks the 124 countries on a 

100-point scale that measures the strength of family planning 

efforts in three areas: the degree of access to different birth 
control methods, including abortion; the competence of care 

providers; and the number of channels through which women 

and men can get either contraceptive supplies or family 

planning information. 

Amoni; the 95 developing countries included in the study, the 

highest ranked countri::; are Taiwan (94 points), South Korei 
(93), China (90), Thailand (90), Mexico (88), and Trinidad 
and Tobago (88 points). Average family size in tl'ese 
countries, except for Mexico, is less than three children. 
Seven countries received a score of zero (0) for 

availability 
of family planning services and information - Somalia, Saudi 
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Arabia, Libya, Liberia, Kuwait, Iraq and Gabon. Except for 
Kuwait, women in these countries have an average of more 
than five children. 

Botswana (75 points) and Iran 7 points) showed the biggest 
gains in Access to Birth Control scores - 49 and 48 points, 
gisiiAcs oBrhCnrlsoe 9ad4 onsAnother 11 developing countries improved their 
scores by 30 to 40 points, :icluding Kenya, Syria, Honduras,
and Niger. Of the 87 develhping countries common to both
editions of World Access to Birth Controi 57 X.np,"oved their 
scores oy 10 points r more. 

On a different and separate scale for developed countries, the 
United States ranks fourteenth, wel' behind Denmark (97 
point,), the Netherlands (95), Sweden (95), Norway (93) and 

Australia (88). The low US score - 75 points, ir contrast toDenmark's 97- is due to the narrower range of contraceptive 

methods readily available in the US, the restrictions on 

cora ilyavrtisin the weaknes s trgrams on 
adolescents, and the unwillingness of many health insurers to 
pay for tamily planing services. 

Ireland (40 points), Japan (43), Romania (51), Poland (51) 
and Bulgaria (54) received lowest marks amaong developed
couri includ ed o est m rh Control. 

"We find it somewhat alarming that, at a time when develop
ing coun?";es are moving forward in providing access to 
family plautdng for men and women, some of the most 
developed countries continue to limit reproductive choice," 
says Dr. Camp. "Women in the United States, as we!l as in 
Japan, Poland and other Fastem European countries, are 
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being denied access to a full range of family planning options 
- with serious consequences for their physical health and 
e-conomic well-being." 

The 1992 World Access to Birth Control study is the third in 
PCC's series on World Progress Towards Population Stabili-
zation and includes data for 95 percent of the world popula- 
tion. 

World Access to Birth Control assigns each country a score 
from 0 to 100 and places each county in one of four catego-
ties reflecting the availability of family planning services and 
information - Good, Fair, Poor or Very Poor. The 100-point 
scale vises 10 indicators, which give priority to measures 
related to: the range of birth control choices available; the 
competence of those providing family planning service; and 
the convenience of services and the amount of information 
available to contraceptive users. 

"Our study confirms the findings of other recent research," 
says PCC president J. Joseph Speidel, MD, MPH. "Good 
programs backed up by strong political leadership can work 
in almost any economic setting, but when reinforced by a 

growing and productive economy, the results can be astound-
ing. Today's challenge, however, is to provide this kind of 
access to family planning and economic opportunity for the 
hundreds of millions who don't have it." 

According to the PCC study, there are still tremendous gaps 
in the availability of family planning services and inforna-
lion. More than half the 95 developing countries studied fall 
into the POOR or VERY POOR category with scores below 
50. Most of the lowest ranked countries are in the Middle 
East and Africa, where family planning programs are still 
relatively young. Yet these countries still face continued 
rapid growth in the number of childbearing.age couples. 
Through the end of the 1990s, an average of 18 million 
couples needing family planning services will be added each 
year to the reproductive-age population. And while 50 

percent of couples now use a method of contraception, that 
proportion will need to increase to 75 percent in order for the 
lengthy process of stabilizing world population to begin. 

"The task we face is a formidable one," says Dr. Camp. "But 
our study ... holds the promise of success, if we can build on 
the kind of progress made in recent years." 

For further information, contact the Population Crisis Com. 
mittee, 1120 19th Street NW, Suite 550, Washington, DC 
20036; 202/659-1833. 
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Charles William Maynes 
Azociare Editor From Haiti in the Western Hemisphere to the 
Thomas Omestad remnants of Yugoslavia in Europe, from Soma-
CirculationDirector lia, Sudan, and Liberia in Africa to Cambodia 
Ray Woodrum in Southeast Asia, a disturbLig new phenome-
Copy Editor non is emerging: the failed nation-state, utterly 
Stephanie Terry incapable of sustaining itself as a member of 
ProduaionManager the international community. Civil strife, gov-
Mary Frances Brennan ernment breakdown, and economic privation 
AdvertisingManager are creating more and more modem debeflatias, 
Lynn E. Narrington the term used in describing the destroyed Ger
A.irantEditor man state after World War 11. As those states 
Gareth G. Cook descend into violence and anarchy-imperiling 
Editorial Amfritana their own citizens and threatening their neigh-
Deborah L. Hamilton bors through refugee flows, political instability,
Sharon Lynn Jones and random warfare--it is becoming clear that 
SaffAzistanu something must be done. The massive abuses 
Frederick Jackson Lawrence of human rights-including that most basic of 
'3ilA. Raviv rights, the right to life-are distressing enough, 
EditorialBoard but the need to help those states is made more 
Morton I. Abramowitz 
C. Fred Bergsten critical by the evidence that their prohlems tend 
Seweryn Bialer to spread. Although alleviating the developing

Frances Fitz"erald world's suffering has long been a major task,

Lawrence Freedman saving failed states will prove a new-and in
 
Yoichi Funabashi many ways different--challenge.
 
Stanley .
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Joseph S.Nye, Jr. the momentous transformation of the pre-war 
John F_.Rielly colonial world to a globe composed of indepen-
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Helmut Sonnenfeldt conclusion fbllowing the independence of Na-Tad Szulc
Richard H. Ullm mibia in 1990, the U.N. and its member states 
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made the "self-determination of peoples"---a suiting civil strife is disrupting essential governright enshrined in the U.N. Charter-a prima- mental services, destroying food supplies andry goal. 
distribution networks, and bringing economiesSelf-determination, in fact, was given more to a virtual standstill; corrupt and criminalattention than long-term survivability. 

agreed thai 
ANI public officials only exacerbate the human r.,is.the new states needed economic cry. In Somalia and Sudan, natural disastersassistance, and the U N. encouraged institutions have compounded the suffering, killing largelike the World Bank and the United Nations portions of the populations and forcing manyDevelopment Programme (UNDP) to help others to migrate to already overcrowded urbanthem. But fundamental to the notion of decolo- areas or to refugee centers abroad. In Cambonization was the idea that peoples could best dia, 20 years of conflict have left the country ingovern themse'ves when free from the shackles, ruins, littered with land mines, and still suffeor even the influences, of fbreigners. The idea, ing from the Khmer Rouge's genocidalthen, that states could fail-that they could be rule. 

Afghanistan's civil war appears stuck in a stalesimply unable to function as independent end- mate and the country may not be able to holdties-was anathema to the raison d'&tre of together. Of course, most states that have sufdecolonizatic. and offensive to the notion of fered economic hardships have not faced govself-determination. New states might be poor,
it was thought, but they would hold their own 

ernmentl collapse. Most governments have
been able tr muddle through, although theyby virtue of being independent, have been heavily burdened by a stagnant stan-While it lasted, the Cold War prolonged the dard of living.viability of some of the newly inderl.ndent and Third World countries are not the only onesother Third World states. Countries .'th seri- that could fail. The disintegration of the Sovietously underdeveloped economies and govern- Union and Yugoslavia over the last two and aments received hefty infusions of aid from their half years has created almost 20former colonial masters as well as from the two new states, 
most of which have no tradition of statehoodsuperpowers. The systemic corruption that or practice in self-government. One hopes thatcharacterized many of the new states did not most will succeed,stop the superpowers from sending foreign aid 

but lack of experience in 
government, weak civic institutions, limitedas they sought to buttress a potential ally in the economic prospects, and ethnic strife will inevi-Cold War. Thus the Philippines, South Viet- tably reduce some to helplessness--a conditionnam, Zaire, and iost-19 77 Somalia profited in which Bosnia, with its civilimmensely from war, now findsU.S. aid, while Afghanistan, itself. The world's changing political, economic,Cuba, post-1974 Ethiopia, and several of the and cultural configurationsfront-line African states benefited from Soviet are testing the uni
ty-and the borders--of many other countries.aid. Granted, most of the foreign aid recipients It is impossible to be certa n that the politicalwere not wholly dependent on it. Many-most boundaries created under c:olonialism will, incountries of the Asso.ation of Southeast Asian the end, prove sustainable.Nations, for example--have become thriving

independent states. But clearly foreign aid was 
Thus, there are three groups of states whose
 

survival is threatened: First, there are the failed
critical in sustaining a number of states, based states like Bosnia, Cambodia, Liberia, and Soon their real or im2gined strategic significance malia, a small group whose governmental strucin the Cold War. 
Over time, however, the hurdles faced 

rures have been overwhelmed by circumstances.by Second, there are the failing states like Ethiosome young countries have proven overwhelm- pia, Georgia, and Zaire, where collapse is noting, and the assistance cuts that began in the imminent but could occur within several years.late 1980s brought home the full weight of 
their shortcomings. In states like Somalia, Su-

And third, there are some newly independent 
states in the territories formerly knowndan, and Zaire, discredited regimes are being as Yu
goslavia and the Soviet Union, whose viabilitychallenged by powerful insurgencies. The re- is difficult to assess. All three groups ,r.'tit 
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close attention, and all -.ree will require inno-
vative policies. 
TraditionalApproaches 

The international community's traditional re-
sponse to states or territories in need of de-
velopment assistance has fallen into several 
patterns. For some non-self-governing terni-
tories, the U.N. Charter-and the Covenant of 
the League of Nations before it---created a sys-
tern of tristeeship under which member states 
or even the international organization itself was 
charged i~ith promoting the political, economic, 
sociA, cultural, and educational well-being of 
the inhabitants. The Charter regarded the ob-
ligation to advance those interest: Isa "sacred 
trust." In a few cases, the United Nations took 
on a direct role. During 1962 and 1963, for ex-
ample, at the request of the Netherlands and 
Indonesia, the United Nations governed Irian 
Jaya (the western half of the island of New 
Guinea) during that territory's brief transition 
from Dutch to Indonesian rule. Plans for other 
U.N. administrations, such as a separate legal 
regime for Jerusalem (envisaged in the 1947 
Palestine partition plan) or the U.N. Council 
for Namibia (created after the termination of 
South Africa's League mandate over Namibia), 
never resulted in effective U.N. control. The 
Council for Namibia did, however, help lay the 
groundwork for the Western members of the 
Security Council to draft an independence plan, 
which was finally implemented in 1988-89. The 
Western Sahara may constitute another exam-
pie of the U.N.'s midwifing the creation of a 
new state. 

For independer': states, the world community 
has employed conventional remedies to pro-
mote the political and economic development 
of people in distress. The grandfather of all 
postwar programs, the Marshall Plan, provided 
more than $16 billion, about $114 billion in 
1992 dollars, in bilate.ral economic assistance to 
the countries of Western Europe, which were 
so ravaged by war as to constitute failing states. 
The United States undertook not only to re-
store the economies of its defeated enemies, but 
to reorganize the Italian, Japanese, and West 
German political systems along democratic 
lines. The result was the restoration of states 
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that have proven to be economically productive, 
politically stable, and strongly supportive of a 
peaceful international system. 

Since that time, the revived states of Europe, 
the other countries of the Organization for 
Economic Cocperation and Development 
(OECD), and the former Soviet bloc have con
tributed large amounts of bilateral aid to the 
developing world. Donor groups have pooled 
resources for a particular country and donated 
huraanitarian assistance in response to crises. 
And the United Nations, through the LUNDP 
ano various specialized and technical agencies, 
has furnished training to officials in developing 
countries and project funding. The World Bank 
offers grants and loans for spedfic projects in 
developing countries, and the International 
Monetary Fund (I1F) supplies credit on easy 
terms. The U.N. High Commissioner for Refu
gees (UNHCR) assists in relief operations, as do 
the World Food Programme and the Urited 
Nations International Children's Emergency 
Fund (UNICEF). 

Unfortunately, those methods have met with 
scant success in failing states, and they Will 
prove wholly inadequate in tho e that have 
collapsed. Western aid cannot reach its intend
ed recipients because of violence, irreconcilable 
political divisions, or the absence of an eco
nomic infrastructure. Somalia provides a dis
maying example. An IMF program is not possi
ble where there is in effect no government. 
Grants of money, uncoordinated technical 
assistance programs, and occasional visits by 
humanitarian and relief organizations have not 
been enough to bring states such as Bosnia and 
Somalia back from the brink of death. Although 
international organizations deserve much credit 
for responding to distress, the emergence of 
additional failed states suggests the need for a 
more systematic and intrusive approach. 

Recent U.N. activities have begun to reflect 
that need. In his landmark June 1992 report, 
An Agendafor Peace, Secretary-General Boutros 
Boutros-Ghali set forth the concept of "post
conflict peace-building" as a new priority for 
the United Nations. Boutros-Ghali argued 
forcefully for "action to identify and support 
structures which will tend to strengthen and 
solidify peace in order to avoid a relapse into 
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conflict." To prevent future conflict, the inter- basis fur its action to resurrect all failed ornational community must create a new political, failing states. Not all failing states pose trueeconomic, and social environment for states dangers to the peace. Haiti's tragedy has beenriven by war. That would include strengthening borne by the Haitians themselves, and Liberia'sgovernmentl institutions, protectng human disintegration only minimally imperils internarights, pirsuing bilateral coopcration projects, tional security, apart from the modest impact ofand encouraging demilitarization. Existing U.N. refugee flows from both states on neighbors. Inagencies would provide m st of the assistance, such cases, U.N. members are more reluctantrequiring member states to increase their finan- to support multilateral involvement.cial contributions. That reluctance has both leral and politicalBoutros-Ghali largely r.ought to base his case origins. From a legal standpoiia, Article 2(7) offor assistance on the responsibility of the Unit- the U.N. Charter states that the organization ised Nations under its Charter to "maintain not authorized under the Charter to interveneinternational peace and security." Certainly the "in matters which are essentially within theargument is a strong one. The demise of astate domestic jurisdiction of any state," except whenis often marked by violence and widespread the Security Council is enforcing its will underhuman rights violations that affect other states. Chapter VIU (the same part relied upon forCivil strife, the breakdown of food and health sanctions against Iraq, Libya, and Serbia). Thesystems, and economic collapse force refugees United Nations, then, is explicitly not authorto flee to adjacent countries. Neighboring states ized to interfere in purely domestic issues exmay also be burdened with illicit a1ns traffic, cept to support Security Council resolutions, orsolidarity activities by related ethnic groups, with the consent of the concerned state.

and armed bands seeking to establish a safe

haven. As is evident in the Balkans, there is a 
 The international community shouldtangible risk that such conflicts will spill over now be prepared to consider a novel,
into o th er c o un tries. e x p a nsi v e p a rd d e s e r a n e l , 

The need to safeguard international peace expansive-and desperately neededand security has already prompted specific U.N. effort by the U.N. to tmdertake naaction aimed, at least partly, at rescuing failing tion-saving responsibilities.

states through direct involvement in their inter
nal affairs. The massive U.N. plan to restore More important, deeply rooted political obpeace to Cambodia--with civil administration, stacles have tended to prevent, xtensive U.N.peacekeeping, and supervised elections---is direction of a country's internal matters and
meant not only to rebuild Cambodia internally, 
 even stifled debate about the appropriateness ofbut to e!iminate a great sow'ce of regional such involvement. Those barriers stem fromtension in Southeast Asia. In Central America, the talisman of "sovereignty." That ill-definedtoo, the United Nations has used nation build- and amorphous notion of international law hasing as ameans of preserving the peace. Its close been used to denote everything from a state'smonitoring ofelections in Nicaragua and of the political independence--its separate existence asdemocratization programs in El Salvador has a political unit on the world scene--to theshown the U.N.'s willingness to become in- more extreme view that all the internal affairsvolved in the domestic affairs of its members in of a state are beyond the scrutiny of the interorder to preserve international peace and secu- national community. The states that achievedrity. Any future U.N. effort in the Bal- independence fter 1945 attach great-almostkans-moving from its peacekeeping and hu- exaggerated--importnce to the conce; , ofmanitarian assistance programs to creating a sovereignty. Those countries, organized .egionlong-term peace on the ground-will likely be ally or as the Group of 77 (now numbering

done under the same rubric. 
The U.N.'s responsibility for international over 120 ounhties), are quick to resist perpeace and security is not, however, a sufficient ceived threats to sovereignty-whether as hu
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manitarian assistance or U.N. peacekeeping in 
civil conflicts such as the one in Bosnia. They 
view an unqualified doctrine of sovereignty as a 
protection against the predatory designs of 
stronger states. 

Many states, especially China in recent years, 
have sought tc hide behind "sovereignty" to 
shield themselves from international criticism of 
their abysmal human rights records. Their 
position endures despite the emerging consen-
sus over the past 40 years--codified in the 
Charter, the Universal Declaration of Human 
Rights, and numerous U.N. conventions, and 
institutionalized through the U.N. Human 
Rights Commission-that human rights are of 
international concern and that the world corn-
munity has a right and a duty to promote the 
basic human dignity of persons in all countries. 
Sovereignty has been invoked to block interna-
tional involvement in other issues as well, like 
pollution, public health, and narcotics. 

But the tide is slowly changing, or, 2s 
Boutros-Ghali has put it, perhaps the tide was 
never as far out as some proponents of sover-
eignty would have it. In his June 1992 report, 
he observed that "the time of absolute and 
exclusive sovereignty.. has passed; ir, theory 
was never matched by reality." He called for 
"a balance between the needs of good internal 
governance and the requirements of an ever 
more interdependent world." That the theory 
was never matched by reality is well document-
ed, especially in ways that the world community 
has aided states in distress, 

Many economic assistance programs, for 
example, require the recipient state to under-
take policies of a wholly domestic nature. Such 
"conditionality" is widely accepted, despite the 
occasional objection from target states. Some 
conditions relate to the use of the money, such 
as ensuring that it is spent on a specific project, 
Others link aid to the recipient's policies on 
other matters, such as human rights practices, 
expropriation policy, or, wore recently, democ-
ratization efforts. The IMF mandates recipients 
of credit to enter into detailed agreements that 
require the country to reform, and perhaps 
even restructure, its economy. The IMF sets 
targets for inflation, money supply, ind foreign 
exchange reserves, and the recipient has little 
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choice but to comply if it wants to retain acce: 
to IM credit and bank loans. It is therefor 
unpersuasive to contend that absolute sover 
eignty--in the sense of full freedom over dc 
mestic policy-is undiminished when countric 
choose to accept such conditioned internatior., 
assistance. 

Also, humanitarian assistance has often bee 
delivered regardless of whether host goverr 
ments have given formal assent to all the oper; 
tions. When the UNHCR is given wthority t 
enter a country to care for refugees, it r ormall 
works with the host government to ac.omplis 
its purpose. The 'international Committee fc 
the Red Cross, in exchange for its vow of sc 
crecy, is granted access to persons in prisor 
and can conduct other humanitarian activitie 
such as exchanges of prisoners in countm 
experiencing civil strife. Even when goverr 
ments have officially denied permission-as I 
Afghanistan, Ethiopia, and Sudan over the pa 
decade-humanitarian entities have deliberate] 
found ways to circumvent official policy. Th 
United Nations itself, in a june 1992 Gener 
Assembly resolution on humanitarian involw 
ment, set forth a somewhat remarkb!e princ 
pie governing such efforts. It noted that hL 
manitarian assistance "should [not "shall"] 1: 
provided with the consent of the affected cour 
try [not "state" or "government"] and ,nprinc 
pi on the basis of an appeal by the affecte 
country" (italics added). 

In a similar fashion, the problems of 
environment overwhelm traditional concepts 
national sovereignty. The effects 
desertification, global warming, destruction 
the ozone layer, and acid rain know no nation; 
boundaries. Solutions to such problems wi 
require international regimes that constrain dc 
mestic activities, like the emission of ozon 
depleting gases. 

The long-term acceptance of limitations o 
absolute sovereignty, the emerging views e) 
pressed by the world community regarding th 
propriety and legality of humanitarian assistanc 
to countries in distress, and member state 
increased willingness to entrust more authorii 
to the U.N. all point to new alternatives fc 
responding to the phenomenon of failed state 
The international community should now 1: 

I.
 



FOREIGN POLICY 

prepared to consider a novel, expansive--and 
desperately needed--effbrt by the U.N. to 
undertake nation-saving responsibilities,
United Nations Cmervatship 

The conceptual basis for the effort should lie 
in the idea of conservatorship. In domestic 
systems when the polity confronts persons who 
are utterly incapable of functioning on their 
own, the law often provides some regime 
whereby the community itself manages the 
affairs of the victim. Forms of guardianship or 
trusteeship are a common response to broken 
families, serious mental or physical illness, or 
economic destitution. "lhehap!ess individual is 
placed under the responsibility of a trustee or 
guardian, who is charg,d to look out for the 
best interests of that person. In a commercial 
context, bankruptcy codes accomplish a similar 
purpose, providing a transitional period under 
which those unable to conduct business rela-
tions are given a second chance at economic 
viabisiy, 

Itistime that the Ufit~ied Nations consider 


such a response to the plight of failed states. 
The undertaking would flow logically from its 
historical efforts in non-self-governing terni-
tories as well as from the tradition of condi-
tioning aid and credits on certain behavior, 
Limiting the U.N.'s conservatorship role to the 
formal Trust Territories (of which only the tiny 
islands of Palau remain) is much like limiting 
legal guardianship to minors, or bankruptcy to 
new companies. Such aqualification stems from 
an incorrect premise--that only territories not 
yet fully independent require U.N. protection 
and oversight-and fails to promote the central 
Charter values: human rights for all and stabili-
ty in international relations. The Charter also 
entrusts the United Nations with achieving 
"international cooperation in solving interna-
tional problems of an economic, social, cultural, 
or humanitarian character, and in promoting 
and encouraging respect for human rights." 
Conservatorship would fulfill that goal. 

The traditional view of sovereignty has so 
decayed that all should recognize the appropri-
ateness of U.N. measures inside m .mber states 
to save them from self-destruction. At the same 
time, though, the United Nations cannot sim-

Heiman &Ratner 

ply begin to involve itself in the affairs of mem
ber states as if they were suddenly part of the 
trusteeship system. The irreducible minimum of
sovereignty requires some form of consent fromthe host state. Whether that consent must be 2 

formal invitation or simply the absence of op
position would seem to depend upon the cir
cumstances. The only exception to the principle 
ought to be rare situations involving major 
violations of human rights or the prospect of 
regional conflict where warring factions oppose 
an international presence. Cambodia under the 
Khmer Rouge might well have merited such an 
extraordinary form of forcible conservatorship, 
to prevent completion of the "auto-genocide" 
the Khmer Rouge started. 

Three models for a U.N. guardianship role 
are suggested here: governance assistance, dele
gation of governmental authority, and direct 
U.N. trusteeship. Each builds upon multilateral 
assistance efforts of the past. Each seeks to 
seize the moment offered by newly evolving 
conceptions of sovereignty. 

Where the target state still maintains some 
type of minimal governmental structure-where 
the state is failing, but not yet failed-the U.N. 
should provide aid through what is best de
scribed as "governance assistance." That alter
native assumes the existence of a regime that is 
both effective to some degree-in that it main
tains some control over the instruments of state 
power-and internationally recognized (even if 
not democratically chosen). Examples of such 
states might include Georgia, Zaire, and possi
bly ahandful of other states in Africa and Asia. 
They have experienced economic breakdown or 
political unrest but not complete civil destruc
tion. The governance assistance would build 
upon existing technical assistance programs but 
be far more expansive. Instead of merely offer
ing advice or training, the U.N. would assign 
personnel to work directly with governmental 
officials on the country's most pressing needs. 
U.N. personnel would help administer the 
state, although the final decision-making au
thoritv would remain with the government 
Conditions for providing such. assistance and 
intervention might include not only economic 
change, but modification of the political struc
ture and process where those have abearing on 
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the health of the state. 
The technical training of the sort now fund-

ed by the LNDP would of course continue. But 
because the goal of conservatorship is to enable 
the state to get Lfn its feet again, the aid should 
be directed at those sectors least equipped to 
respond to the country's needs, whether they 
be law enforcement, the military, transporta-
tion, or health services. The United Nations 
should also foster democratic institutions and 
help build elements of a civil society. Thus, it 
might help draft a constitution, organize free 
elections, or encourage NGOs that are working 
to strengthen civic institutions, including politi-
cal parties and judicial systems. NGOs have 
performed such functions in Eastern Europe 
and in the states of the former Soviet Union. 
Obviously, the U.N. will have an even more 
delicate task when the incumbent government 
is corrupt; the line between reforming it and 
undermining it may be thin, and close coordi-
nation with nongovernmental actors will be 
needed to ensure that the overall interests of 
the country are paramount. 

For those states that have already failed, a 
second, more intrusive form of conservatorship 
would be appropriate. Here, the state could 
actually delegate certain governmental functions 
to the U.N. That process is already underway, 
at least in theoy, in Cambodia, which clearly 
qualifies as a failed state: Twenty years of civil 
war, invasions, outside arms supplies, gross 
violaticns of human rights, massive dislocations 
of its population, and destruction of its infra-
structure have rendered the country incapable 
of governing itself. When peace efforts aimed 
at a reconcili on of four warring factions met 
with no success, the five permanent members of 
the Security Council developed a formula, 
ultimately endorsed by those factions, for a 
U.N. operation: the United Nations Trz,.si-
tional Authority in Cambodia (UNTAC). It 
exercises oversight over the country until the 
elections. The unparalleled authority given to 
the U.N. includes aspects of civil administra-
tion. It controls fivt ministries, supervises oth-
ers, has access to all documents, can issue bind-
ing directives, and may replace personnel, all to 
create a neutral environment for elections. 

UNTAC's broad powers are fully consistent 
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with Cambodia's status as an independent stat 
because its authority was delegated to it by th( 
warring factions. The Cmbclians agreed tc 
create a Supreme National Council (SNC) 
composed of representatives of the four faction2 
and acting as the "unique ... source of author 
ity" and embodiment of Cambodian sovereign 
ty. Under the 1991 Paris Agreements, the s., ( 
delegated to the United Nations all the author 
ity needed to ensure that the accords would b< 
st "cessfully implemented. However, the Unite( 
Nations must follow the instructions of ,he SNC 
when that body adopts positions unanimousl) 
or when Prince Norodom Sihanouk, the coun 
try's hereditary monarch and the president o 
the SNC, ch~oes to speak on its behalf and it 
views are consistent, in the U.N.'s opinion 
with the agreements. That arrangement ensure 
that Cambodia retains its "sovereignty." At th 
same time, the U.N.'s role certainly means tha 
Cambodia lacks full fireedom to manage it 
internal affairs. 

It seems appropriate to modernize 
and reorient U.N. programs to covei 

the "newly non-self-governing territo
ries." 

Whether the reality of the Cambodia experi
ence will match the promise of the Paris Agree
ments remains to be seen, but the "Cambodiz 
model" has the advantage that it is full), consis
tent with the Charter while allowing for ar 
extensive U.N. role. It also preserves a modi
cum of authority for local elites by requiring 
the U.N. to consider fully theii" advice wher 
they can all agree. Moreover, if the countr 
actually has a government of some ldnd thai 
can delegate authority, the conservatorship neec 
not create anything like a Supreme National 
Council. The Cambodian precedent may well 
represent the limit to which the international 
community is willing to consider guardianshil 
for member states. It may also prove the besi 
model for solving Bosnia's woes. If acommittee 
authoritatively representing Croats, Muslims, 
and Serbs-and their militias-could agree tc 
delegate certain functions to the U.N., pending 
elections, then there might be a way through 
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Bosnia's seemingly intractable ethnic conflict, which would contain the essential elementsFinally, there is the most radical option: upon which the state authorities could agree.direct U.N. trusteeship. Such a plan would Because creating trusteeships would requireresurrect the old trusteeship system and apply it amending the U.N. Charter, the obstaclesto failed states. For now, though, the U.N. should not be unde:estimated. Objections toCharter would preclude that kind of trustee- amending &e Charter are well known, and aship: Under Articles 77 and 78, the Interna- successful ame:idment process would no doubttional Trusteeship system applies only to for- require a careitlly const-ucted political consen
mer League mandates, territories captured sus.during World War I, and other placedareas Any of the three types of conservatorshipunder trusteeship by their administering states. outlined above--and especially formal trustee-It does "not apply to territories which have ships--are bound to bing objections. Placingbecome Members of the United Nations." member states, many would argue, under intru-Those limitations reflect the colonial situa- sive U.N. supervision would undermine basiction and priorities of U.N. members at the notions of sovereignty and violate the "soverclose of the Second World War. Many areas eign equality" of members enshrined in Articleunder League mandates needed a similar status 2(1). On a more practical level, the U.N. hasunder the new United Nations and newly occu., never itself administered a territory, except forpied lands might require a transition to inde- the brief experience in IrianJaya; administeringpendence. In 1945, the relatively few indepen- trusteeships may prove beyond its capacity anddent states were generally well-established, if will certainly prove costly.not alwavs wealthy, members of the interna- Those arguments are not decisive, Sovereigntional community; their failure seemed incon- ty, even as touted by many developing states, isceivable. Moreover, creating a trusteeship out consistent with the idea of conservatorshipsof a member state would have been viewed as because the purpose of conservatorship is toiliCuli tcwit Withdie premfise that the U.N. was enable the state to resume respunsibility forto be based upon "the principle of the sover- itself. Failed states are self-governing only ineign equality of all Members," and that it the narrowest sense. Though not under thewould not interfere in their internal affairs. contro of a colonial power, they hardly governToday, however, if the forces in a country themselves. It seems appropriate to modernizecannot agree upon the basic components of a and reorient U.N. programs to cover the "newpolitical settlement--such as free and fair elec- ly non-self-governing territories." The entiretions--and accept administration by an impar- Cambodia operation, for example, is organizedtial outside authority pending elections, then toward permitting the Cambodian people tothe U.N. Charter should provide a mechanism exercise their self-determination, the same goalfor direct international trusteeship. Although no the Charter posits fbr the trusteeship system.state should be the unwilling object of a U.N. Thus, U.N. assistance-whether in the form ofr-usteeship, states could voluntarily relinquish intrusive oversight or outright trusteecontrol over their internal and external affairs ship-furthers sovereignty in the long runfor a defined period. The trusteeship plan Moreover, notions of sovereignty are changing.would go further than the Cambodia model; The world community's responsibility to trolocal authorities would turn over power to the mote human rights in failed states suggests thatUnited Nations and fbllow its orders, rather the old notions of sovereignty should not blockthan retaining a veto. conservatorships. Such arrangements wouldIn general, the United Nations would act as advance popular sovereignty in the long run.the administering authority, although a group Finally, with respect to the U.N.'s lack ofof states might also perform that function, such experience, its supervision of Namibian indeas the European Community with respect to pendence and conduct of ever more complexBosnia. In any case, the U.N. and the affected peacekeeping functions in Central America andstate would negotiate a trusteeship agreement, the former Yugoslavia bode well for its ability 
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to adapt to the more complex demands of 
conservatorship. The results of the Cambodia 
operation will also prove important. Clearly, 
though, performing those conservatorship tasks 
will require significant new resources. 

PracticalConiderations 

Any conception of conservatorship will also 
require some limiting principles and organized 
procedures. First, conservatorships must not 
become another form of wealth transfer from 
developed to developing states--a "watring 
trough' for poorer countries. States in difficult 
economic straits, but with functioning political 
and economic institutions, should not ouavfy 
for U.N. conservatorship. They sho, . 

directed to the usual institutions for providing 
foreign assistance. The U.N. will have to devel-
op criteria for detennining when a state is near 
failure based on sustained political, economic, 
and human rights distress. Perhaps a state 
could, in effect, declare bankruptcy and ask for 
one of the above forms o, expanded relief, 
involving varying degrees of relinquishment of 
authority to the United Nations' The standards 
need not prove difficult to apply; states would 
be reluctant to surrender so much authority to 
the U.N. unless their situation were nearly 
hopeless. Of course, resource constraints are 
certain to limit to a handful the number of 
states that could be accommodated at any one 
time. 

Second, an organ of the United Nations will 
have to be assigned overall responsibility for 
conservatorships, including the power to initiate 
and terminate them. Existing U.N. organs fall 
short of what may be needed. rhe General 
Assembly is too large and unwieldy for effective 
oversight, especially when urgent action is 
needed. The Economic and Social Council, 
with ts 54 members, is also too large. The 
Trusteeship Council might suffice, although it 
would require a Charter amendment to recon-
stitute its functions. Currently, the Security 
Council is the most efficient organ available, 
and it could probably handle the political and 
peacekeeping elements of conservatorship, but 
it has little experience with economic and social 
matters. The Security Council could establish a 
subgroup-not all of whose members need be 
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on the council-to oversee each conservatorship 
on the basis of a resolution adopted by the 
council and a budget approved by the General 
Assembly. Thus, the Security Council might set 
up a board of trustees for Somalia by resolu
aon, specifying the terms of the plan, and 
appoint five countries (perhaps three from 

Africa on the recommendation of the Africa 
Group) as members. That procedure would be 
consistent with the precedent set by the Gener
al Assembly in creating the U.N. Council for 
Narmibia, which originally had only II mem
bers. 

Third, the U.N. Secretariat would need to 
develop amanagement facility. Acentral agency 
of the United Nations would administer and 
coordinate the conservatorship and provide 
relief. Some of those functions now belong to 
the Under-Secretary-General for Peace-keeping 
Operations; others lie with the Under-Secre
tary-General for Humanitarian Affairs; and still 
others are assumed by specialized and technical 
U.N. agencies. The central bureau within the 
Secretariat could commandeer the expertise and 
resources of the U.N. system, much as the 
secretary-general's special representative for 
Cambodia, Ambassador Yasushi Akashi of Ja
pan, is given that authority in t: Cambodia 
operation. 

Fourth, conservatorships should not devolve 
into long-term custody. If a program fails to 
show serious progress after, for example, three 
years, then the Security Council or General 
Assembly should reassess the state's political 
viability. It is even conceivable that a better 
solution might be a referendum by the citizens 
of the state on partition or union with a neigh
bor. 

Lastly, no discussion of an expanded U.N. 
role can take place without serious attention to 
the financid aspects. The Cambodia operation, 
the closest case to U.N. management of a soy
ereign state, is expected to cost more than S1.6 
billion during its two-year duration. For a 
country greater in population (Cambodia has 
only 7.8 million people), the resources will 
necessarily be larger, depending on the kinds of 
civilian and peacekeeping activities required. 
Few countries are likely to suffer worse devasta
tion than Cambodia. That means sizable new 
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contributions from member states at a time 
when many, especially the United States, are 
turning to domestic priorities. But the long
term costs of ignoring failed states--in human 
misery, economic terms, and political instabili
ty-are enormous compared to the up-front 
expenses of a U.N. rescue operation. 

Failing states promise to become a familiar 
facet of international life. They will necessarily 
exact heavy tolls on their own people and on all 
countries. Even if the international community 
were to continue its current ad hoc approach, it 
would find itself facing mounting costs--for 
peacekeeping troops, humanitarian aid, and 
coping with refugees. The real ch' lenge to 
U.N. members is to address the problem di
rectly, by creating a conceptual and juridical 
basis fbr dealing with failed states as a special 
category, ai.d by forming institutions to succor 
them. The international community needs a 
cost-effective way to respond to growing na
tional instability and human misery. Properly 
conceived, managed, and funded, a regime of 
conservatorship could be the answer. 
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Help the UN Live Up to Its Charter
 
,__ , must not squander the UN's second, and perhtp6 best, 

chance to fulfill its cha ter. 

T 
By N=IWy [4/ m=Mr, atim Whether the UN can meet the challenges of the next 

cetitury depends on two critical elements: a commitment 
by member states to fully support collective diplomacy 

HERE 	isperhaps no stronger example of the and security, and a restructuring of the bureaucracy. 
importance of a post-cold-war United Nations First and foremost, the Security Council needs to be 
than its presence in Somalia. In that country, restructured to reflect the realities of the post-cold-war 

once so symbolic of the cold-wii rivalry, the UN is ful.era. Along with this change should come a more equlta, 
filling the promise of its 1945 charter. The Security 
Council has not been paralyz -d by aveto, aecutity, forces 
have been approved to protect relief supplies, the UN 
flag is flying, and relief is arnving on a sale thatoy 
an international institution could provide. 

I had the opportunity this; past July in Somalia to see 
first hand how UN relief workers, among others on thefront
Imes, were the only vestige of hope fora devas. 

tat,,d people. Women and children too weak to stand andtoo weak to cry waited patiently for relief workers. 

Yet, the problems the UN has faced in Somalia are 
also representative of the UN's new challenges in the 
wake of the cold war. The UN relief effort has been late 
and the scale of suffering has been magnified because 
of the delayed attention by the UN member states and 
the lack of coordination and inefficiency of abloated UN 
bureaucracy. While relief is arriving, the scope of the 
tragedy rcud well have been avoidd hLd the UN acted 
so:er and mote effectively. 

The UN is being called upon to prevent war, to end 
,enfljct, to stop the spread of armaments, to alleviate 
human suffering, and to improve the evironment, 
among other mandates. In the past four years, 13 peace-
keeping operaons have been initiated, as many as 
during the entire period from 1945-1987. 

An institution long di-orted by the United 
State&Set Unuu rivaly is tow being called upon to 
be a forum for constructve action. This transformation 
is nut an easy task. But the international community 
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ble distribution of the funding of UN operations. Cur. 
.rently,the US pays 25 percent of UN-assessed budgets, 

21 percent of voluntary budgets, and 30 percent of 
peacekeeping costs. 

UN members also face the critical task ofdefinng the 
organization's role in peacemaking and peacekeeping. 
Secretary-General Boutros Boutios-Ghai has provided 
an ambitious plan that includes arrangements for 
standby forces and suggestions for funding them. 

For the UN to meet its new demands, such arrange-
nvents need full consideration by the memb,'ship. Iwel-
come President Bush's rmcent call for a special meeting 
of tbe UN Security Council to discuss the secretary gen-
eral's proposals. The president also committed the US 
to increased participation in peacekeeping activities and 
Uulning efforts. 

Whether it is pecekeeping or humanitarian efforts, 

however, more needs to be done by the UN ilsel' in order 
to instill confidence among members that it can perform 
effectively. Most important. it needs to streamline a 
bloated, competitive bureaucracy and provide more ac
countability for how money is spent. Mr. Boutros-hali 
has begun to tackle this problem. 

But his efforts are only the beginning of a difficult 
job. Even with his reformn . the Secretariat, for example, 
would retain 36 undersecretaries general and assistant 
secre.ies general. 

As the author of the 1985 U! budgeting amendment 
wtuch gave the UN's largest contrbutors more input Int) 
the budget process, I continue to believe that strength. 
ening accountabiity will strengthen the UN. I also con. 
tinue to believe that increased demand:. n the UN need 
not automatically translate into a need ,or sgRfcanlylarger reore from member rat~es. 

It isimportant to acknowledge, howeier, that in.creased demand for peacekeeping forces resue.,d in a 

in peacekeeping costs over the past five yea-. from 
$233 million to $2.7 billion. But UN pnonnes need to 
change; then substantial savings can be foi rid. For 
example, I have tell for some time tnatcr erence 
center projects, such as the one planned for Addis, 
Adaba, Ethiopia, which is projected to cost over $100 
million, are a waste of money Furthermore, a more 
streamlined UN bureaucracy would also be able to pro
vide savings, as well as work more efficiently. 

If the promises of 1945 are to be fulfilled, the UN 
must boldly address the challenges of the 21 st century 
Boutros-Ghai has set that course. It is up to member 
states to commit themselves fully to collective security 
and to providing the impetus for reform of this very I 
important orgnization. 

U Sen. Nancy London Kassebaum (R) of Kansas is 
the 1992 United Natio s Day Chair. appoinled by 
the United NationsAssociation of the L'SA. 
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THE ENVIRONMENTAL EFFECTS OF STABILIZATION
 
AND STRUCTURAL ADJUSTMENT PROGRAMS:
 

THE PHILIPPINES CASE
 
by Wilfrido Cruz and Robert Repetto 

Throughout Africa, Latin America, and the for-
merly socialist countries of Eastern Europe and 
Asia, economies are undergoing dramatic transfor-
mations, undoing decades of state intervention and 
market distortion. Although the impetus behind 
these stnictural reforms is the unsatisfactory record 
of stagnation and indebtedness of the 1980s, the 
problems of transition are formidable. Inflation, un-
employment, and recession threaten the viability of 
economic reforms in many countries. The interna-
tional community is being called upon, largely 
through the agencies of the World Bank and the In-
ternational Monetary Fund, to support structural 
adjustment and stabilization programs with policy 
advice and capital flows, 

How economic reforms should be designed to en-
sure a successful transition to sustainable economic 
progress is a matter of urgent concern and discus-
sion. However, one vital aspect, environmental su.;-
tainability, has been inadequately considered. In all 
these regions now undergoing structural reforms, 
environmental degradation has been as obvious a 
symptom of the failure of the previous policies as 
economic collapse. Uncontrolled pollution, excessive 
environmental hazards, and overexploitation of nat-
ural resources have accompanied the decline of liv-
ing standards. 

However, the links between macroeconomic policy 
and environmental degradation have rarely been in-
vestigated and are poorly understood. Until now, al-
though project lending by multilateral development 
banks hag received much critical scrutiny, little at-
tention has been paid to the possible environmental 
implications of structural adjustment and stabiliza 
tion programs, or of macroeconomic policies in 
general. For example, the most recent progress re-
port of the World Bank to its Board of Governors 
on its environmental work stated that "Adjustment 

lending has not, until recently, paid explicit atten
tion W environmental issues." This would apply 
even more emphaticaliy to macroeconomic policy 
analysis carried out by the International Monetary 
Fund, the Inter-American Development Bank and 
other regional development banks, most bilateral 
development assistance agencies, and by developing 
country governments. Indeed, the macroecononfic 
accounting frameworks and analytical models used 
by such agencies generally assume away any possi
ble environmental effects of macroeconomic policy 
instruments. 

This case study helps to fill this gap by analyzing 
the environmental hiplications of previous macro. 
economic policies in the Philippines and of more 
recent economic stabilization and structural adjust
ment programs. The analysis -xamines the macro
economic policies that led to the Philippines debt 
crisis in the early 1980s, an ' it evaluates the en
vironmental implications of structural adjustment 
and stabilization policies recommended as counter
measures to the debt crisis. It identifies alternative 
structural adjustment policies that would better ad
dress the objectives of economic recovery and re
source e"nservation. 

The eaiects of macroecononmc policies can be 
traced along three dimensions that represent effects 
on current versus future consumption and income, 
effects on different industries and the mix of inputs 
used in production, and effects on the distribution 
of wealth and income. On the intertemporal axis, 
economic policies in the Philippines encouraged the 
immediate consumption of natural resources while 
the economy was piling up debt, thereby dimming 
futue economic prospects. On the intersectoral 
axis, materials and energy-intensive industries were 
encouraged to grow and cluster around the Metro
politan Manila area, exacerbating pollution. On the 
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interpersonal axis, policies that perpetuated severe 
income inequalities and poverty pushed tens of mil-
lions of low-income and landless households into 
small-scale coastal fishing or shifting cultivation in 
upland forests, overtaxing those fragile natural 
resources. 


INTERTEMPORAL EFFECTS: RESOURCE 
DEPLETION AND FOREICN DEBT 

Philippine development strategy led to a shortfall 

in savings, low returns on investments, and rising 
external debt. Macroeconomic policies depressed the 
returns to private investors who held onto or im-
proved their natural resource assets, but inflated 
returns to industrial investment. This led to re-
source extraction and disinwestment in the primary 
production sector, reducing sustainable yields from 
such natural resources as f, ,ests or fisheries. 

From 1970 to 1987, the co antry's balance sheet 
deteriorated more from depreciation of natural 
resources than from foreign borrowing: depreciation 
in just three sectors-forests, soils, and coastal 
fisheries-averaged more than 4 percent of gross 
domestic product (GDP) per year, 0.8 percent 
higher than the annual rise of external debt as a 
percentage of GDP. Both kinds of depreciation 
stemmed from the macroeconomic bias toward pres-
ent consumption at the expense of future income, 
and both contributed to the ensuing economic crisis, 
Unlike the highly publicized debt problem, however, 
resource depletion went unmeasured and unnoticed 
because the national accounts, the framework for 
macroeconomic analysis, fail to keep track of 
changes in natural resource assets. For example, 
capital formation, which actually became negative 
during the early 1980s, was greatly overstated be-
cause the national accounts ignored resource deple-
tion. (See Figure.) 

Investment Adjusted for Resource Depreciation
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Declining natural resources and growing external 
debt can be consistent with sustainable develop-
ment for a time, but only if the process results in 

new productive assets. In the Philippines' case, it 
did not. Capital investments in an excessively pro
tected and inefficient industrial sector had low real 
rates of economic return and failed to provide ade
quate alternative sources of growth. The capital re
quired to produce a unit of output grew by more 
than 50 percent from 1970 to 1982-and another 50 
percent between 198R and 1988. In short, produc
tive natural resource capital was sacrificed to ac
quire industrial white elephants. 

INTERSECTORAL AND INTERREGIONAL 
RESOURCE ALLOCATIONS 

Tariff and exchange rate policies discouraged in
vestment in the primary sector (i.e., forests, agricul
ture, and mining) and promoted the progressive 
decapitalization of primary industries. These policies 
also kept the prices of industrial raw materials and 
intermediate inputs such as energy relatively low. 
As a result, from the mid-1950s through the 
mid-1980s, industrial use of intermediate inputs irA
creased faster than industrial output did. In re
sponse to distorted price signals, Philippine indus
try became more materials-intensive, which led to 
rapidly rising pollution and resource waste. This 
process was reinforced by fiscal policies that heavily 
subsidized such pollution-prone and energy-intensive 
sectoi s as pulp and paper, mining, chemicals, and 
petroleum products. Industrial pollution became 
even worse in the 1980s when the economic crisis 
led to cuts in government spending that under
mined environmental regulation and waste collection 
and treatment. 

Government policies favoring industries closely 
tied to consumer markets also led to a pronounced 
concentration of industry in the Metro Manila re
gion. By the 1980s, two thirds of all manufacturing 
and 7 million households crowded the region, result
ing in severe environmental degradation, particular
ly in air and water quality. 

policy allowed rising world oil prices to 
pass through into domestic energy prices, promot
ing energy conservation and the development of in
digenous energy sources. But this policy was 
blunted by macroeconomic policies that allowed the 
exchange rate to appreciate in the wake of both oil 
shocks. Between 1962 and 1988, the peso was over
valupd by from 14 to 24 percent, which artificially 
lowered the cost of imported oil and contributed to 
industry's rising energy-intensity-a trend further 
encouraged by low electricity prices. 

INTERPERSONAL EFFECTS: POVERTY 
AND POPULATION PRESSURE 

Over the past three decades, the Philippine popu
lation has more than doubled to 62.4 million, ex
panding both the demand for agricultural staples 



and the labor supply. Industrial employment grew 
too slowly to absorb the rapidly growing workforce. 
As the Green Revolution in the lowlands lost 
momentum, rural households began migrating into 
artisanal fisheries and into the uplands, where the 
combination of steep slopes and twice yearly mon-
soons make farming an ecologically risky venture. 

Macroeconomic policies intensified these trends by
favoring capiLal-intensive industries, retarding job
creation, and penalizing agriculture with implicit 
output taxes as high as 20 percent. At the same 
time, credit was rationed in ways that funnelled 
financing to industrialists and large farmers, and 
regressive taxation aggravated income disparities,
Timber concessionaires and large ranchers were 
granted use rights to most of the public lands. Only
logged-over forcst lands, mangroves, and fisheries 
in the public domain were available to the rapidly
growing pool of landless workers. 

Stabilization policies that sharply increased pover-
ty and unemployment sharply accelerated rural-to-
rural migration into upland watersheds and coastal 
regions, intensifying deforestation and erosion of 
upland watersheds and the overexploitation of 
coastal fisheries and mangroves. By 1985, 12 per-
cent of the workforce was unemployed, and more 
than one in three workers could find only part-time 
work. Real wages fell more than 20 percent be-
tween 1983 and 1985, leaving 58 percent of the 
population below the pove'ty line. 

Low wages "pushed" households out of over-

crowded, poverty-stricken areas, while the pros-

pects of gaining access to land "pulled" them into 

the newly opened uplands or coastal areas. Early 

settlers in the uplands may have been able to im-
prove their lot for a time, but their hopes for a bet-
ter life were dashed as succeeding waves of 
migrants spilled into the area-2.5 million of them 
in the first half of the 1980s alone. With each har-
vest, the eroded soils yielded less, and more 
migrants competed for land. Povcrty drove agricul-
tural workers from crowded lowland rice farms, but 
poverty also awaited them in the fragile uplands. 

During the 1970s, the number of fishermen nearly
tripled to more than u4million, who were compelled 
to expend ever more iffort to get an ever smaller 
catch-a classic sign thot fisheries are being over-
exploited. By 1985, some 72 percent of fishing 
households were below the poverty line. 

-. 

ENVIRONMENTAL IMPACTS OF 
STABILIZATION AND ADJUSTMENT 
PROGRAMS 

Contrary to the conventional view that the debt 
crisis stepped up natural resource exports, the mas-
sive economic contraction associated with the col-
lapse of world commodity prices and restrictive 
stabilization policies actually reduced the country's 
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production of timber, minerals, and most other 
resource-based products. But the resources of the 
uplands and coastal areas nonetheless deteriorated 
because a stabilization program designed and ex
ecuted without regard for environmental costs trig
gered vast migrations into these open access areas. 

These findings notwithstanding, the full environ
mental consequences of macroeconomic policy 
changes can be analyzed only in a general equilibri
um framewor-k that shows how interrelated changes
in relative prices and income levels affect demand 
for natural resources. A computable general
equilibrium (CGE) model of the Philippine economy 
was adapted so that the effects of actual structural 
adjustment policies on such resource-dependent sec
tors as logging, fishing, upland agriculture, mining,
and energy production could be compared with the 
effects of hypothetical alternative policies. 

Most neoclassical macroeconomic models incor
porate only capital and labor inputs into production.
This CGE model incorporated natural resources into 
the analysis of structural adjustment programs by 
recognizing land as a productive input. Its simula
tions showed that the adjustment programs
prescribed for the Philippines economy could indeed 
improve income and the balance of payments, but 
unless accompanied by safeguards against resource 
overexploitation, they would do so at the cost of ad
ditional environmental deterioration. 

An alternative set of policies could have promoted 
grow-th, employment, and income distribution while 
reducing resource degradation. To take pressure off 
marginal natural resources, income and employment 
opportunities must increase elsewhere in an econo
my. In the Philippines, this would have required
policies that stimulated growth in lowland agricul
ture and tree cropping, rather than logging, mining,
and upland cropping. Changes in land tenure and 
property rights could have mitigated rural environ
mental degradation by giving the poor a greater 
stake in resource management. Reforming the 
regressive tax structure and taxing land and 
resources more intensively, through timber and 
mineral royalties, for example, could have made for 
a more equitable distribution of income, more jobs, 
and a better balance of payments. Besides reducing 
environmental damage and poverty, programs
designed along these lines could also promote fiscal 
balance and economic efficiency. Had these opportu
nities not been missed, policy changes could have
 
helped put the Philippine economy on a more sus
tainable growth path.
 

MAKING MACROECONOMIC
 
POLICIES WORK FOR, NOT AGAINST,
 
SUSTAINABLE DEVELOPMENT
 

Adjustment and stabilization policies in the de
veloping world determine production, trade, invest
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ment, and income distribution patterns for good or 
ill, so they inevitably affect how natural resources 
are used. It is crucial that these policies focus not 
just on immediate crises, but also on the long-term 
requirements of sustainable development. This 
broader focus is unlikely as long as macroeconomic 
analyses exclude environmental impacts, allowing 
governments and international agencies to adhere 
to myopic policies. 

As the main purveyor,; of macrocconorr-c policy 
reform in the developing world, the World Bank 
and the International Monetary Fund should pro. 
mote new analytical approaches that simultaneously 
address structural reform and environmenta! needs. 
In cooperation with all their clients, these institu
tions should cary out comprehensive studies on 
how to craft macroeconomic policies that recognize 
the linkages between sustained economic recovery 
and natural resource conservation-and address 
both needs with equal urgency. The International 
Monetary Fund sees stabilizing short-term economic 
imbalances as its mandate, but the programs it 
prescribed in the Philippines had significant and 
long-lasting social and environmental costs. Working 
with national authorities, the IMF must develop 
analytical methods that predict these costs if future 
stabilization programs are not to impose them. 

The World Bank's structural adjustment program 
for the Philippines did not adequately incorporate
environmental roncerns either. Simulations suggest 
that had these reforms been fully implemented, 
they would have intensified environmental deterio
ration. In order to ensure that structural adjust
:nent programs that support trade liberalization and 
market reform lead countries toward sustainable de
velopment, the programs must also address issues 
of property rights, natural resource mariagement 
and environmental protection. There are ways to 
improve resource management while contributing to 
other objectives of economic adjustment-for in
stance, by increasing rent and property taxation 
and by strengthening tenurial rights of small farm
ers. The World Bank should pay more attention to 
such linkages in future structural adjustment 
programs. 

Environmental advocacy groups have a vital role 
to play in this sphere too. They should scrutinize 
macroeconomic policies and structural reform pro
grams as closely as they have traditionally exam
ined particular development decisions and sectoral 
policies. Their positions on such policies and pro
grams should be informed by a deeper understand
ing of the direct and indirect workings of macroeco
nomics, lest they oversimplify complex issues. This 
need should be regarded as a challenge to become 
involved, not an excuse to stand aside. 
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POPULATION GROWTH, POVERTY, AND

ENVIRONMENTAL 
 STRESS: FRONTIER MIGRATION IN 

THE PHILIPPINES AND COSTA RICA 
by Maria Concepcion Cruz, Carrie A. Meyer, Robert Repetto, and Richard Woodward 

After decades of debate, the relationship of popula-
tion growth to environmental stress remains an un. 
resolved issue of intense concern. The impact of the 
human population on the global environment was 
clearly demonstrated by the stratospheric ozone deple-
tion, greenhouse gas accumulation, tropical deforesta-
tion, and marine pollution that became so apparent in
the 1980s. During the same period-a period of eco-
nomic stagnation in developing countries-the pace of 
fertility decline slowed down. Forecasts of the date 
when the human population will eventually stabilize 
were pushed up to 2150, and estimates of its ultimate 
size increased to 11.6 billion-more than double the 
current population. 

The debate over population and resources, carried onwith the fervor of theological conviction, concerns 
nothing less than the fate of the world. One side holds 
that the press cf growing numbers on finite resources 
dooms the world to impoverishment and ecological col-
lapse. The other holds that all resource constraints can 
be overcome through technological and social innova-
tion. Both sides point selectively to current events to 
bolster their prophesies. 

Neither position, however, goes very far toward un-
ravelling the tangled interactions between population
changes and the human use of the. natural environ-
ment. The conflicts that arise between population
growth and the environment are local as well as glob-
al, and they are influenced by a host of factors that 
may reinforce or alleviate the tension. Legal systems,
economic policies, technology, consumption patterns,
and the distribution of wealth all affect a population's 
use of, awid impact on, the natural environment. But 
human society co-evolves with its natural environment,
and its institutions, cultures, laws, and economic pur-
suits are also shaped by its ecological setting.

A better understanding of the linkages between 
population growth, poverty, and environmental 

degradation can help direct policy for sustainable de
velopment. Although many have recognized that such 
linkages exist, few have examined the key mechar.
isms. PopulationGrowth, Pove'ty, and Envronmental 
Stress breaks new ground by focusing on a demo
graphic process with an environmental outcome: fron
tier migration. 

During the past decade, tens of millions of im
poverished people have moved into fragile ecosystems
in a despe-ate search for sustenance. Using the cases 
of the Phiiippines and Costa Rica, this study shows 
how poverty and ill-designed tenure policies can in
crease migration to unguarded frontier areas, exacer.
 
bating the eivir-unieiinLal damage inflicted by popuia
tion growth.


The study's authors examine how population in
creases have stressed the frontier environment in the
 
two countries-and then explore the crucial role that
 
poverty and tenure policies play in this relationship.
Although population pressure and poverty are more
 
severe in the Philippines, and land management and
 
Lenure policies in the two countries differ, in both a
 
rapidly growing population is migrating out onto easily

degraded forest slopes. And in both countries, poverty

and landlessness among the migrant population and
the invadable conditions of the marginal lands to 
which they flee promote rapid migration.

The research findings show that in countries already
experiencing population pressure on resources, in
creases in poverty induce increased migration to those 
frontier lands where property rights are vague or
poorly enforced. Both Costa Rica and the Philippines
suffered severe recessions after oil prices rose sharply
in 1979, world interest rates subsequently began rising
in 1980, and lending contracted sharply, precipitating a
debt crisis throughout most of the developing world in
the early 1980s. Using new data from population cen
suses carried out in both countries in the id-1980s, 
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researchers compared migration patterns in the early 
1980s with historical migration patterns. Despite the 
many differences between the two countries, both saw 
the rural-to-urban migration flows of the 1970s change 
course during the early 1980s. Migration to urban 
areas declined, as employment and real wages fell. 
Frontier migration increased, which intensified pres-
sure on forest resources during the recessionary 
period. 

POLICIES FOR PEOPLE AND THE 
ENVIRONMENT 

Studies of both Costa Rica and the Philippines 
demonstrate that in the face of poverty, rapid popula-
tion growth has detriment-' effects on publicly-owned 
or easily invaded naturai resources. Exactly how much 
causality should be assigned to population growth, 
poverty, and resource management is not the issue 
since these various determinants of environmental 
degradation are so interconnected that the effects of 
one cannot be isolated from those of the others. Nor 
can a single strategic point of policy intervention that 
would break into the procesc of population growth, im
poverishment, and environmental degradation be iden-
tified. Rather, there are multiple points of 
intervention. 

Conventionally, these interventions have been classi-
fled as "population" or "economic" or "resour~ce" poli
ies, but thb dIbtlictiio. ait wtiiedal. Tenurial poli-

cies are population policies when they allow 
uncontrolled land use in frontier areas, thus inviting 
large-scale in-migration. Economic policies that depress 
real wages and employment can also have significant 
demographic consequences. And failure to address rap-
id population growth should be regarded as a resource 
policy with tremendous long-term environmental 
consequences. . 

Policies to address poverty, population growth, and 
resource degradation can thus be highly complemen-
tary. Economic policies that accelerate the creation of 
jobs for both men and women reduce poverty and ac-
celerate the decline of fertility rates. Similarly, 
government policies that ensure wide r ccess to basic 
education and health services can encourage economic 
growth and reduce both infant mortality and fertility 
rates. Tenurial policies that increase the security of in-
dividual or communal tenure in forested areas both al-
leviate poverty and encourage improvements in re-
source management. The close linkages among 
population growth, poverty, and environmental degra-
dation mean that, like a troika, they can be driven by 
Lhe same forces. 

THE PHILIPPINES CASE STUDY 
The Philippines supports a very large and rapidly 

growing population on a fragile land base. In 1990, the 

tion is likely to at least double before it stabilizes. 
Over 200 people per km 2 put it among the world's 
most densely populated countries. The strong influence 
of the Catholic church has contributed to a lack of con
sistency in government commitment to family planning 
programs. Although education and economic opportuni
ties are available to women, government expenditures 
on health care are very low and health and family 
planning services often do not reach the poor or those 
in rural areas. 

Pressure on resources for arable land and fuelwood 
is intense in the Philippines. Between 960 and 1987, 
cultivated land more than doubled: an addition 6' 
million hertares-22 percent of the country'- , tZ -id 
area-were brought under cultivation. (See ., .,rv 1.) 
Most of this farmland was in the uplands, where culti
vation has resulted in serious soil erosion and 
deforestation. 

Figure 1. Cultivated Lowand and Upland
in the Philippines, 1960-67 
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The detrimental effects of the growing population on 
the land base are exacerbated by the poverty of the 
population and the insecurity of tenure for forest 
lands. Fifty-seven percent of the Philippine population 
lives below the poverty line. To these people, the un
protected forest lands hold the promise of some form 
of subsistence income. The uplands-those lands with 
slopes of over 18 percent-include over half of the land 
area of the country. Although few remain forested,
these lands are officially called "forest lands" and are 
part of the public domain. However, this claim is not 
officially enforced since a sizable portion of forest 

population stood at 62.4 million people, and the popula- lands has been declared "alienable and disposable" 



and titled to support 6.7 million people. Another 11 
million-both indigenous peoples and migrants-ive 
there without benefit of legal title. The indigenous
populations hold traditional rights to land that are 
recognized by law, but since they have not received ti-
tles, their lands are continually invaded. At least 5.7 
million migrants have so far illegally encroached on 
land that the government pretends to protect for the 
public domain. Without title, agriculturalists have little 
incentive to maintain the land, and almost inevitably
degradation occurs. 


Timber concession policies have helped "pull"

migrants onto Philippine forest lands. Commercial log-
ging companies build roads, making it easier for 
migrants to move in and plant crops in the logged 
areas. In 1985, 62 percent of the total upland popula-
tion resided in timber concession areas. 

Managing the debt crisis that hit the Philippines and 
most of the developing world in the early 1980s caused 
increased economic hardship. Real wages and employ-
ment began falling in 1981 and the stagnation persist-
ed until 1987. The resulting economic crises coincided 
with dramatic changes in demographic movements, 
and an intensification of upland migration was record-
ed in the census of 1985. 

Upland migration was already on an upward trend: 
positive net migration into the uplands increased from 
0.4 million in the years 1970-75 to 1.4 million in 
1975-80. But with the increase in poverty and unem-
ployment in the 1980s, net in-migration surged to 2.6 
million in the period 1980-85. Rural-to-urban migration 
was very strong in the 1970s, with rural lowland areas 
experiencing net losses. These flows exceeded the 
movements to the uplands, particularly in the early

1970s. In the early 1980s, however, upland migration

increased significantly, dominating the urban-ward 

flows. This shift in the pace and direction of migration
aptly demonstrates the interplay of economic condi-

tions, demographic change, and environmental 

degradation. 


THE COSTA RICAN CASE STUDY 
Costa Rica has a small population-approximately 3 

million people in 1990-and its population density of 
roughly 60 people per .m 2 is only one third that of the 
Philippines. The government has only recently come to 
regard the population gowth rate as excessive despite 
a rapid rate of 2.5 percent per year. Contraceptive use 
and health care are wiC. spread in Costa Rica and 
Costa Rica's crude birth rate, 25 per thousand, is the 
lowest in Central America, but the pace of fertility de
cline has slowed. Lack of economic opportunity for 
women may be at fault. The ratio of women to men in 
the Costa Rican workforce is only 28 to 100-almost 
half that of the developing country average. Basic 
educational opportunities (also linked to declines in fer-
tility) are about equal for nien and women as reflected 
in high literacy rates and secondary school enrollments, 
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Land and forest resources are threatened in Costa 
Rica by expanding cattle pastures rather than large
increases in cropped areas. Between 1963 and 1984,
cropped area increased by less than 10 percent. (An
additional 42 thousand hectares were cultivated- less 
than 1 percent of the total land area.) During this 
same period, pasture land almost doubled to encom
pass over 50 percent of the land area of the country.
Only about 10 percent of the country's land area, how
ever, is considered suitable for pasture, so forests 
were squandered and soil resources washed away as 
the pastures moved on to steep and fragile slopes.

Land tenure policies in Costa Rica invite the poor
and landless to invade marginal forested areas, but the 
mechanism differs from that in the Philippines. The 
government of Costa Rica, instead of trying unsuccess
fully to keep migrants out of the forest, has granted 
squatters provisional rights to any under.utilized pub
lic or private land that they occupy. Squatters can re
ceive provisional rights to land that they have partial
ly cleared after occupying the land for only a year.
Then they can sell the land to a speculator or cattle 
rancher who can receive full title to the land. Govern
ment incentives for cattle ranching in the past have 
buoyed demand for land in Costa Rica and have given
professional squatters a compelling opportunity to 
make a business out of clearing land merely to sell 
their "improvements" and move on to repeat the pro
cess. As a result, the average migrant in Costa Rica 
deforests a much greater area than the averacge Pbihlp
pine migrant does. 

Migration patterns in Costa Rica also changed dra
matically as unemployment grew and wages fell during
the debt crisis in the early 1980s, which was shorter 
than in the Philippines but also more severe. In just 
two years-1981 and 1982-real wages dropped by 30 
percent and unemployment doubled. Rural areas be
came the refuge fur those with nowhere else to turn. 

Net in-migration made up 6.9 percent of the San 
Josd Metropolitan Area population in 1973, but during 
the 5-year period up to 1984-which included the two 
years of deep recession-migrants leaving the metropolitan area exceeded those entering. (See Figure2.)
 
At the same time, net out-migration from rural areas
 
with poor or very poor land resources dropped dra
matically. Four times as many squatters received 
rights to land in the period of economic crisis as did in 
the 1968-73 period. The vast majority of these-85 
percent in 11°79-84, or 13.7 thousand individuals
settled i,. ..ricts of poor or very poor lands that 
were not .,itable for agriculture. 

RECOMMENDED ACTION 
Recognizing the interconnectedness of population 

growth, poverty, and resource policies can make for 
inproved policy intervention. Economic policies that 
help alleviate poverty in developing countries can have 
important environmental benefits. Land tenure policies 
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Figure 2. Net Migration in Costa Rica 
1968-73 and 1979-84 
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are also powerful instruments of environmental policy. 
Health and family planning programs that reduce birth 
and death rates can promote sustainable development. 
Successful intervention will require attention to a 
broad range of issues. 

In Costa Rica, even though incentives to cattle
ranching have apparently been removed, the granting 
of rights to squatters who fell trees remains a deeply 
ingrained institution that must be broken. Economic 
policies should stimulate broad-based growth to reduce 
poverty and provide economic opportunity, especially 
to women, who are under-represented in the Costa 
Rican workforce. Fertility rates are still high for a 
country with good health and family planning services. 
Government's recent recognition of the need to lower 
population growth rates must be translated into 
action. 

Although in the Philippines the task is more daunt
ing, changes in policy can alleviate poverty and en
vironmental stress and bring population growth rates 
down. Extending enforceable property rights to in. 
digenous agriculturalists is a necessary first step, mak
ing a reality of their constitutionally recognized rights. 
Since most of the Philippine population lives in pover
ty, economic growth that generates employment must 
be a priority. And finally, the scope fbr improving 
health and family planning services is very large. Fer
tility rates cannot be ex.pected to come down until 
these basic servie: ; are available to the poor and in 
rural areas. 
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BICYCLES: AN OLD IDEA THAT KEEPS GETTING BETTER
 

Nonmototized transport can provide sustainable mobility
 

Ask a citizen of a developing country to imagine the transportation

system of a modern city, and the image most likely to come to mind is a 

metropolis crisscrossed with roads and belted with highways.


Ask how he or she would personally prefer to travel around, and the 

answer is likely to be: "In a car.* 


According to an article in the current issue of the Bank's monthly

publication TheIDB. such ideas, while widespread. are both unrealistic and 

ill conceived as guides for sustainable transportation systems in the 

devoloping world. 
They reflect what a growing number of development

specialists see as a "cultura of motorized developmental4sm" that serves the 

interests of a small elite of car owners, while leaving th. transportation

needs 	of the vast majority unmet. 


Millions of working people in developing countries have discovered a far

better transportation alternative on their own: 
the bicycle. In "The Cycle 

Solution," The IDB presents the findings of experts from around the world 

gathered for a conference on nonmotorized transport at Bank headquarters in 

Washington, D.C. They described how bicycles and other forms of nonmotorized 

transport provide an inexpensive and efficient means of mobility that is 

virtually nonpolluting. 
The article suggests how planners and development

agencies can support this appropriate technology solution to the developing 
and to a significant degree, the developed - world's transportation needs.
 

Bikes are better. Fewer than 1 percent of people in developing countries can 

afford their own automobile. By contrast, bicycles and other forms of
 
nonmotorized transport are within the reach of millions of the working poor.

In fact, nonmotorized transport today accounts for the majority of person
trips around the world, as well r2 a large percencage of the transport of
 
goods.
 

The environmental benefits of bicycles are perhaps their greatest

advantago. A person traveling ten miles on a bicycle expends barely 350
 
calories, while the same trip by car consumes 18,600 calories (in a half
gallon of gas), 
or more than 50 times the energy, while also contributing ro
 
air and noise pollution.
 

Urban and transportation planners in developing countries have yet to
 
grasp fully the 
importance of nonmotorized transport, instead concentrating on
 
building roads for motor traffic. 
This has created a situation in which
 
"mobility for a minority reduces the 
quality of life for the majority by

diverting resources from other social priorities and by degrading the
 
environment,' according to Ricardo Neves, of the Institute of Technology for
 
the Citizen. in Rio de Janeiro, Brazil.
 

What can be done to encourage the use of bicycles and other forms of
 

nonmotorized transport? 
The article suggests the following:
 
e Raise awareness among transportation planners and development experts


of the value of nonmotorized transport. 
Provide bicycle safety education.
 
* Integrate motorized with nonmotorized forms of transport by including

bike lanes, public racks, and other facilities in transportation systems. * 
Encourage land-use patterns that reduce the demand for motor transport. 

a Remove government and development agency subsidies to motor 
transport. Reduce tariffs on imports of bicycles and bicycle parts.

0 Establish credit programs for lower income people to purchase

bicycles, and support microenterprises that make or repair bicycles and parts.
 

Other 	stories in TheTID 'a August isue:
 
• Ecuadorans turn barren landscapes into tree plantations.

0 Chile launches a joint government-private sector effort to help the
 

hard-to-employ enter the labor force.
 
0 An NGO in Oe Dominican Republic is helping to finance thousands of
 

local microentrepreneurs.
 
0 Uruguay announces the region's first comprehensive environmental
 

plan.
 

For more information. or to obtainohotoeranhs, call:
 
Donna Eberwine (202) 623-2319
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M anibe, a village of 
thatched huta. muddl-
river banka and an 
anclent Itone temple,

will tomorrow top the agenda at a 
World Bank meeting In Washing-. 
ton The bank' drectors art due to 
debata the future of one of the 
banha' mail cntroversial large-
acJaedevelopment projects - the 
conatruction oaa huge dimuacroas 
the Narmuta Blent In north-west-
aemIndia 

Tha i3bn (tI 73bn) project will 
aupply drinking water to about 3m 

India's dam-busters
 
Environmental concerns threaten the future of a $3bn
 

World Bank development project, writes Stefan Wagstyl
 

people through a 75.000km network ARABIAN , " 
of canlls, the world's largest.and SEA a - neo 
generate torrents of electrcity. , 
However. It wtll aLsofood - partdy 
or completely- land belonging to In 1951However, the schemawas 
eome240.000 of buil's poorest peo- delayed by protr.,cted disputes 
pIe They Include trbal villagers, between the three slate through 
euch as the inhabitantl of Mamubhi. which the Narinada flows - GuJa. 
which is located on the Nart da lv 
Maharashtra sLate. 

Mootof the 230fantilie of MU. 
bel have already moved out to 
resettlement sites purchaed by the 
dint uthoities But moat of the 30 
or 6msh. rar, say thiy a-
ready to drown rather than move 
fron their Land r the surrounding 
forests which provide them with 
food. firewood and medicinal herbs. 
Mr N.,rayan. the 45-yeat-old head. 
man, .tye "We will not Leave;our 
parents %reburied hero.* 

The villagers' tland Ia brought 
to a head the longrunning battle 
over the dam' coratruction Critics, 
led by environmental lobbyists, 
want It stopped on ti,, groinds that 
too little conslderiliu.i has been 
paid to the protection of ocal crOr. 
mututiea or the environment. Sup. 
porters - Lncluding the World Bank 
- sy the benefits outweigh the 
costaand that displaced villagers 
are being resettled ontbetter ,rto 
than In previous schemes. 

The project Wasfirst discussed as 
long ago as IW andthe feundation 
atone was laid by Jawaharlil 
Nehru. ,Ind as It prune miniter. 

rot. Mahsrsuhtra and Madhy Prad 
eat It was 199 Ib ore they were 
resolved and 190 before the World 
Bank approved a 64Wm loan. 

Bythen. enviroontentea. Lobbyists, 
both In India and elsewhere, were 
*mni,lrt p.blic ;uppm far thcIr 
concerns about large- aeconstruc-
tion echemes In 196. Mr Ralv 
Gandhi. the late prime minister. 
acknowledged that India's big damS 
had failed to debver the promlsed
benefits "Perhaps we can safely nay 
that almoat no benefit has coma to 
the ople from these projects " 

Mr Gandhiand the World Bank 
taw the Narmada acheme as a 
chance to learn from past mistakesi. 
They Insluted the Iome stateo lead 
Ilg the scheme compensate dis. 
placed villagers in wayswhich sae. 
guarded their economic and soclitl 
well-being They as demanded a 
detailed environmental maister plan. 

Howev-r. even though large scale 
construcilon started in 1989. the 
three lU,ta faled to meetLie con 
ditone imposed upon them. A 
trcki of complaints from environ-
mentl activits becamte a c..d, and 
Lat year the World Bank ordered 
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an unprecedented Independent 
review by Mr Bradford Morse.a US 
deselopment aid administrator 

Mr Morae'areport. delbvered thi 
summer, shocked the bank He coo, 
cluded that moat of the environ. 
mental tobbytat' coomplants were 
juat, ed "The projects as they 
sM5a0.tandare flawed, reaettlernent and 
rehabhitation of ll thosedisplacod
by the project& ts notposable under 
preoadmr cirewnhtancos. and the 
anvtronenal Impel-.l of the pro, 
(acts have not been proterly conuld. 
ered or adequately addresed." Mr 
Morse wrote. 

He expreuaedparticular concern 
about cu'rpenatlon for thosev'lLIg 
ars whoue liht&to Landhad never 
been recorded and about the con. 
Linuing abuenceof any envtimmsn. 
tal mlter plam Mr Morse atopped 
just short of rcommendlv t . 
doning toe project 

World Bank expertsarcept many 
of Mr Morse's cntc sm. but argue 
there s time to make Improvements
before the min dam's completion 
in = The three state,make the 
vai.c ptmi:. oIg, hc:lgcrc:.iy. 
that the dam wl be built with or 
without the World Bank. 

The bank,' duiectors are unlkely 
to abandon the main dam and 
cana. when they met on Thursday.
B ' they could well refraln rom 
funding other damsthe ststesplan 
along the Narmada And they could 
Iniat that Mr Morse'a objections 
are met before moreberAkmoney ts 
spent onthe scheme. 

That will not entirely saltfy the 
Manibell villagers But they will 
have the comfort of knowing they 
have secured better compenalUou 
thin they might have thought pos
aible even a year ago Moreover. 
they will have helped to force a 
wholesale reapprwsl of the project 
- and, byeutenslon. of the value of 

large-scale Irrigation schemes 
everywhere As a World Bank offe. 
ciii in India says:"We h-ve lea rnt 
some important lmsons here." 

http:hc:lgcrc:.iy
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AFRICAN OUTLOOK 

1992 Called the Year of Population at the ADB 
Africa's population is called its most 

valuable resource. But it has also been 
referrez to as an impediment to sustain-
able development, as the continent's 
poor economic performance over the 
last two decades has barely matched its 
population growth rate. Last year. a 
p,pulation growth rate of slightly more 
than 3 percent-the highest in the 
,orld-outsnpped the conunent's real 
GDP growth rate of 2.4 percent. With 
Afnca'. population of over 640 million 
expected to swell to 1.6 billion by the 
year 2025, demographic issues will 
pose a challenge to African policy-
makersinto the next century. 

"1-/ulation 
,.16PesoeniBawcarhdaye 

While: such issues have grown in related to population is also in theimportance to African governments 
and donor agencies since the mid-
I980s. the only African multilateral 
lending institution-the African 
Development Bank ( ,.DBJ-has not 
had a population policy. But in line 
with the Bank's groving commitment 

over the last few years toassisting peo-
pie-centered development, this is about 
to change. 

"1992 may rightly be called the year
of population in the African Develop-
ment Bank," the institution's president,
Babacar Ndiaye. told development 
experts who assembled on the 18th 
floor if the Bank's headquarters in 
Abidjdn on September I to kick off a 
three-day conference on "Population
Growth and Sustainable Development."
The institution had indeed been exam. 
ining population issues throughout the 
year The Bank's board of governors 

Afri c a Repor . 

held a symposium dunng theirannual 
meeting in May to "exchange views on 
population growth and its implicitions 
on the development prospects of the 
region." and the focus of the ADB's 
1992 African Deselopment Reponrt was 
on population issues. The conference 
itself brought a wide array of experts to 
the Bank. including participants from 
NGOs, the research community, and 
African youth, as well as representa-
lives from multilateral and bilateral 
agencies. 

Ndiaye also noted that the ADB had 
benefitted from L.e treatment of popu-
lation issues in Agenda 21. the plan of 
action for cleaning the environment 
adopted at the Rio de Janeiro Confer. 
ence on Environment and Development
in June. The Bank will gain further 
exposure on population issues in 
December at the All-Africa Population 
Conference in Senegal, which will 
bring together African govemment rep-
resentattves. The Bank president said, 
"All this exposure, experience, and 
reflection will provide us with a clear 
sense of direction in establishing the 
Bank's policy on population." The 
ADB expects to have completed a pop-

policy paper by the end of the 
year, and asector policy paper outlining 
the Bank's criteria for funding projects 

works, 
Africa's population explosion began

in the 1960s because rapidly decreas-
ing mortality rates-due to drastic 
improvements inhealth care-were not 
met by significant changes in fertility 
rates. Despite the burgeoning popula-
tion, the prevailing view among
African government representatives 
who met in 1974 at the World Popula-
tion Conference in Bucharest was that 
"development is the best contracep-
tive," and little was done to actively
address the issue. But by the 1984 Sec. 
one African Population Conference in 
Arusha, the poor economic perfor-
mance of the continent had led many
policy-makers to assert that Africa's 
rapidly growing population was com-
pounding the continent's economic 
woes. The conference issued recom-
mendations to integrate population into 
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de,,elopment planning, and adopted the 
Kilimanjaro Program of Action on 
Population. which called on o' ern. 
ments to ensure the a'ailabilt., ot fain
i1yplanning s'rvices Mani% African 
countries still remain at the fomiulaiion 
stage of population polic.,. 

External assistance to African 
nations pursuing population policies
has grown in the last 10 year, in the 
context of the donor communit)'s
embrace of"de.elopment with ahuman 
face." The multilatcra!s leading this 
assistance have been the United 
Nations Fund for Population Activities 
(UNFPA) and the World Bank. B, far. 
the leading bilateral actor in population
acti'ities has been the U.S. Agency for 
International Development, and several 
foundations and NGOs have also oeen 
involved. 

The Bank believes that it is crucial 
to tailor its role to the major actors 
already active in population issues 
and recently signed a working agree. 
ment with UNFPA. The chief of ine 
ADB's environment and social policy
d'.isions. Lual Deng. who orgaized 
the Bank's population conference.
 
told Africa Report, "We are not try
ing to invent the wheel. There are
 
already people there-donors-who 
are doing well in population. They

know how to design and implement

policy and -.'regoing to rely
s on
 
tha:.'
 

But the Bank also feels that it can
 
contribute to cAsting policy It has 
focused considerable attention on 
developing the multi-sectoral approach 
to populauon policy. Indeed. this was a 
main theme of the Bank's population
conference and was cited by Norwa) as 
one of the main reasons that it con
tributed $500,000 to co-fund the event. 
Norway's charg6 d'affaires in Abidjan. 
Erling Skjonsberg, said. "For a number 
of African countines, it is urgent to elab
orate effective comprehensive popula
tion policies that can be integrated with 
social, environmental, and economic 
aspects of deve;opment...This forum 
will have a considerable impact on 
development if it succeeds in contribut. 
ing to the elaboration and implementa. 
tion of [such] poli:ies." 



*VheBank plans to hinge its popu,a-
ion poicN on three core sectors. edu-

cation health, and deselopment In 
articulating the Bank's envisioned pol-
icv at ine start of the conference. Ndi-
aye said. -The focus of the Bank on 
these three sectors emanates front the 
fundamental reality thal there are link-
ages between tlhe dynamic factors vf 

population growth and the dominant 
cultural values education, health, 
posert). status of women en, iron-
meni, and thr state of development of 
social services -

He added that the Bank believes 
thait a well-articulated population pol-
icy %%ouldensure that population activ-
ties are formulated and executed with. 
in the framework of a national 
development strategy that combines 
economic growth with poverty reduc-

tion.and the protection of the environ-
ment." 

When pressed to name a priority 
sector in the context of population poli-
c)-the ADB is adamant about tak-
ing an integrated approach to the 
issue-more than one Bank official sur-
mtsed that he most efficient sector to 
assist is education. Ndiave pointed out 
that "'theeducation of women is a prior-
ity concern in addressing population 
issues such as family planning and 
nutrition." Some demographers at the 
conference noted, however, that the 
link between fertility rates atd the level 
of woman's education was not a linear 
one, with women who have had onJy a 
few years of education frequendy hay-
ing higher fertility rates than women 
with no education at all. Nonetheless. 
virually all participants agreed that 
improved access to education at the 
secondary school level for women is 
the most elf, i'ive means to reduce fer-
tlihty. 

The Bank's inually all-male leader-
ship came under some good-natured 
scrutiny when Wagaki Mwangi, editor 
of the Kenyan publication, Econews 
Africa, read from a list of recommenda-
tions for an ADB population policy 
made by a working group which exam-
ined populatior and women in develop-
ment She said, "We...need to ensure 
that women are in key decision-making 
levels to influence...policy-for exam-
plc, having women at the ministerial 
level or for that matter in the leadership 
of the ADB!" 

Mwangi. in her twenties and at the 
conference as a representative of 
Africa's youth, said that very few peo. 
pIe at the conference were discussing 

the involement of the youth in the for. 
mulation of population policy, es en 
though they are the main target of this 
policy. One of the most striking fea-
tures of Africa's demographic break-
down-and one of the biggesi chal-
lenges facing policy-makers-is that 
45 percent of the continent's people are 
under age 15. 

At the conclusion of the conference. 
the Bank was expected to incorporate 
in,- of the participants' recommenda-
tion; into its comprehensive docunent 
on population issues. strategies, and 
policy measures, and consider them in 
finalizing its sector polt
cy paper. A Bank officiaJ 
also said the conference 
proceedings could be 
offered aL an input to the 
December All-Africa 
Population Conference. 

The ADB's strides in 
articulating a comprehen-
sive population policy 
over the last yea have 
been impressive. but as 
environment and social 
policy divisions chief 

current!s reccei i naa 
donor asian,:e 

While donors expro,., ne st'j:r 
funding the o :ai idt! o .\Ir::.i , 
deselop-lent popja,:ion ekper', :, 
eprese,. ;onccrn (.pat hti, sl:l hc 
without parcipai;,n at the gr.',,r,:, 

lesel and asa re',u.; tt nro.e 
use In addition. sirrns!l.,ll ppua:i,' 
eperts recognizec ,t n:ed for Detcr 
data on Africa's demoraphtl irend, 
But Ethiopian Aina. Eshic. who pre. 
sented a paper to the ADB conferense. 
said the avalable data "is adequate ior 
staring 

" " " 
Y 

,.' 
."
 

-. , 

Derg stressed, "The ______"____-____ -___ 
implementation will be Encipar, atEshelesaftemrahaUaIsafequatelotarrn;" 
the problem, not the poli
cy." Responding to assertions that 
Africans were particularly resistant to 
population policy, the president of the 
Intemational Planned Parenthood Fed-
eration, Dr. Fred Sai, pointed out that 
implementation is also difficult in 
Europe where governments have been 
unable to boost fertility rates. Given the 
limited resources of African countries, 
a Bank official said there is sill a lack 
of appreciation that population policies 
should be a priority. 

The ADB recognizes that it must 
increase its assistance to the social sec-
tor within the context of its integrated 
approach to development. The ADB 
Group (which includes the Bank, the 
African Development Fund and the 
Nigeria Trust Fund) reports cumulative 
lending to this sector of slightly over $2 
billion during 1967-9 ],which is rough-
ly 9 percent of its lending during the 
period. An important step toward the 
Bank's goal of increasing its assistance 
in a comprehensive way will be the 
completion of its population sector pol-
icy paper. 

The ADB's 1992 African Develop. 
ment Report suggests that the Bank 
may initially concentrate on giving 
risistance to countries which have 
explicit population policies, but are not 
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Population Continued 

five, far in excess of its replacement 
level of 2.1 births per woman, 

Westoff said this presented a need 
"to motivate people to be interested in 
smalle, families...whether the motiva-
tion be cast in terms of infant or 
materni-l health or economic self-
interest." 

The uiderlying goal of the Bank's 
multi-sectoral approach to population 
policy is to increase the demand for 
smaller families. which essentially 
means to decrease fertility. The All-

Eshete's view is shared by donors. 
many of whom hase said that the. are 
offering resources no%, for projects 
which they feel will work. Deng added 
to this argument that "policy is flui''le 
i-td subject to revi,ew,. noting that in 
t1-:ee to five years the Bank Aill adjust 
its population policy, 

Donors have responded to calls for 
participation of the people they are 
assisting by presenting population poli
cies which stress self-determination 
One of the guiding principles of the 
Bntish Overseas Development Admin
istration's approach to population it 
development is the recognition that 
"countries whose governments estab
lish a climate within which couples can 
exercise reproductive choice should 
eventually attain population growth 
rates that are in balance with their eco
nomic and natural resources." 

But Professor Charles Westoff, 
direc:or of the offtce of population 
research at Princeton University. 
brought up the point that "if unmet 
demand [for contraception in Africa) 
were to be satisfied, the total fertility 
rate...would come down by about 20 
percent." He noted that this would 
still leave the fertility rate at about 

Continued on page II 
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Africa Population Conference in
Dakar will give the Bank and other 
population policy actors a better idea 
of how dedicated African countries are 
to implementing integrated develop
ment policies. The decisions made at 
the conference might nut be tmple. 
mented for two to three years. and the 
effects on African populations them
selves might not be seen for 10 to 15 
years. In the meantime, Afnca's popu. 
lation-fueled by the continent's 
greatest asset, its youth-may contin. 
ue to grmw at the highest rate in the 
world. N 0 \, 
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Debt Swaps for AIDS
 
By Craig Sarsony
 

Through debt 
conversions, 
countries 
hard-hitby 
I V/AIDS 

could expand 

national health 
programmes 
aimed at 
curtailingthe 
epidemic. 

IDS is not affecting all nations equally . 

Worldwide, an estimated two-thirds of 
reported HIV infections are in countries of 

the developing world. By 2010, according to the 
World Health Organization (WHO), this share 
could go as high as 90 per cent. Hit hardest by 
AIDS, developing countries can least afford to con-

While the majority of HIV infections among 
adults is currently in sub-Saharan Africa, experts 
warn that the incidence of HIV/AIDS in South and 
Southeast Asia is growing at a pace reminiscent of 
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sub-Saharan Africa in the early 1980s. Similarly, in 

Latin America and the Caribbean, HIV!AIDS is 
expected to spread dramatically over the next two 
decades. 

As the human toll of HIV/AIDS escalates, so 
does the devastation wrought on local economies. 
A shrinking work force means shrinking productiv
ity, markets and investment. Add to this the bur
geoning health costs associated with the disease 
and the result is a major threat to the development 
prospects of many countries. Faced with this spec
tre, governments are looking for creative ways to 



step up prevention and control programmes and 

meet skyrocketing medical costs. 


One strategy that merits close attention is a fi-
nancing mechanism involving debt swaps that hasnancng echaisminvlvin hathasvideddet saps 

already proven successful in areas such as the envi-
romnchild survival, education and agriculture. 

ronment, ch bempoyed .
ld tre 

The same approach could be employed to help
developing countries raise much needed cash in the 

fight against AIDS. 


Under a debt conversion, a development organi-

zation first purchases a debtor nation's unpaid loan 
from a commercial bank at a discount. The debtor 
government then repays the buyer (the develop-
ment institution) at an amount greater than the 
purchase price, with the agreement that all of the 
funds be spent on development. The funds put upby the developing country are in local currency,thereby eliminating currency conversion costs. The 
developing country benefits in two ways: by hd-
ding itself of an unpaid loan while at the same time 
helping finance a necessary but otherwise 
unfiane development programme. 
unaffordable dcurtailing 

This creative approach to development financing 
has grown in popularity in recent years, as com-
mcrcial banks have become more willing to sell 

River Blindness Foundation (RBF). The debt swap 
will provide about $500,000 needed for the mass 
distribution of lvermectin, a drug used to combat 
onchocerciasis, or river blindness, which is profree by its US manufacturer, Merck &Co. 
Uide fre ts act ur, e aCo.Under the transaction, RBF will purchase a SI mail

lion Nigerian debt from a commercial bank at about 
440 pere centetoof itst faceaevlevalue, orr$0'00$400,000. Theh :en-n 
tral Bank of Nigeria will then pay the Foundation 50per cent of the original debt in Ngeran naira, 
which will help fund the national Ivermectin drive. 

By using the debt conversion mechanism, the 
number of Nigerians receiving this important drug 
will increase significantly. The government will 
clear its books of ar, outstanding obligation and the 
commercial bank will recoup part of a loan that was 
not being serviced. 

Debt swaps to raise funds for the prevention and 
control of HIV/AIDS would wo:k in much the same 
way as the RBF initiative. Through debt conver
sions, countries hard-hit by HIV/AIDS could afford 
to expand national health programmes aimed at 

the epidemic. This could lead to in
creased numbers of clean blood units, improved 
treatment facilities and more widespread and effec
tive prevention campaigns. 

Debt swaps have grown in popularity in recent years
 
as commercial banks have become more willing to sell overdue
 

deveioping-country loans for less than theirface value.
 
overdue developing-country loans for less than their 
face -Aue. A 1987 agreement between Conservation 
International and the Government of Bolivia to co-
operate in a US$650,000 debt-for-nature swap, and 
another valued at $1 million between the World 
Wildlife Federation and Ecuador, are two of the 
earliest examples of debt conversions that have set 
the stage for others to follow. Debts of $500 million 
to $750 million have since been converted through 
this mechanism to provide funding for development 
and conservation programmes in Africa, Latin 
America and Asia. Debt conversions that have been 
completed in Ecuador, Mexico, Nigeria and the Philippines have boosted project funding by 25 per cent 
to 100 per cent in some cases. 

One current example is an agreement being nego-
tiated between the Government of Nigeria and the 

There are excellent debt conversion opportuni
ties in many countries at risk of HIV/AIDS, includ
ing Ecuador, Mexico, Nigeria, the Philippines, 
Tanzania and Zambia. Development organizations 
operating in these and other countries should ex
plore expanding their resources for HIV/AIDS 
programming through this approach. Governments 
in countries which do not yet have debt conversion 
programmes may want to consider the value of this 
sti'ategy in mobilizing funds for HIV/AIDS cam
paigns as well as other priority areas. E 

Craig Sarsony, MBA, MPH, issenior manager of transactions 
at the Debt-for-Development Coalition, Inc. in Washington,DCo a non-profit organization specializing indebt conver
sions. Mr. Sarsony looks for new strategies to finance public
health programmes. 
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Gender Differences in Refugee Health 
Sarah E. Moten, Deputy Assistant Secretary
for International Refugee Assistance 
Address before the Institute of Medicine's annual meeting,
Washington, DC, October 20, 1992 

t is truly a pleasure for me to be 
with you today, despite the early 
hour of the morning. Many thrnks 

to Dr. Cassells and other members of 
the Committee on Health and Human 
Rights here at IOM [Institute of Medi-
cine] for putting together the workshop
this morning. Although it's almost too 
early to talk shop, I am always happy 
to discuss a group of people who are 
near to my heart: refugee women. 

From the day I began my tenure in 

[Department of State's Bureau for] 

Refugee Programs over 3 years ago, 

I have tried to be an advocate and a 

voice for millions of refugee women. 

I am continually impressod with the 

power, dignity, and strength that the 

refugee women I've met on monitor-

ing trips to Africa, South Asia, the 
Middle East, and S'utheast Asia 
have demonstrated in efforts to em-
power themselves under very difficult 
circumstances, 

The subject chosen for today's
panel-gender differences in refugee 
health-is certainly timely. Because of 
the number and scale ofemergencies 
worldwide that have forced individuals, 
families, and, in some cases, whole 
communities to flee to safety, I would 
like to focus on the health needs of 
refugee women in emergency situa-
tions-although please keep in mind 
that many of the principles that I will 
discu-' with you today go beyond 
emergencies and should be applied 
to longer-term refugee assistance 
programs. 

I'm sure that you all have been 
reading the gruesome details of what 
has happened to the people of the 
former Yugoslavia and of the conflict 
and starvation that has devastated 
Somalia. Hundreds of thousanda of 
refugees have been forced to flee to 
neighboring countries in the Horn of 

Africa. I'd like to tell you about a 
lesser-known refugee emergency. Al-
though it has not graced the front 
pages of t 'ie newspapers for months, it 
deserves cur attention for efforts by 
the UNHCR [UN High Commissioner 
for Refug es] and the asylum govern-
ment to provide appropriate and acces-
sible health care services, particularly 
to women. 

Early this year, a flood of approxi-
mately 265,000 Rohingya Muslims, 
many of them women, crossed the Bur-
mese border into Bangladesh to seek 
refuge from persecution by the Bur-
mese military. Unfortunately, despite 
efforts by UNHCR, non-governmental 
organizations, and the Government of 
Bangladesh to provide health care to 
the refugees, UNHCR officials learned 
3 months into the crisis that twice as 
many women were dying as men. In 
contrast, health data collected also 
indicated that outpatient visits to camp 
health clinics were much higher for 
men than for women. Relief officials 
had not focused on the particular needs 
of refugee women. Attention to the 
health needs of refugee women is so 
important in in emergency situation, 
Let us return to the Bangladesh ex-
ample in a few minutes. First, let me 
tell you about health considerations for 
refugee women as target beneficiaries, 

Assistance affects tho health of 
refugee women in a number of ways.
Take, for example, food distribution 
systems. If the food distribution sys-
tem and the food basket ars not con-
structed with the needs of refugee 
women in mind, malnutrition can be-
come a ser.ous problem, especially for 
pregnant or lactating women-particu-
larly since, in many cultures, women 
are responsible for preparing, cooking, 
and allocating food in the household. 

Certain cultural practices, specifically 
those in which men eat first (and] 
women eat last, can also be a problem. 
To mitigate these problems, food ra
tions should be distributed directly to
refugee women, who in most societies 
are responsible for feeding the family. 
Male food networks have, in too many
refugee situations, been responsible for 
the diversion of food to resistance 
forces or the black market. 

The availability, location, and qual
ity of water supplies can also affect the 
health of refugee women. Contami
nated water supplies can lead to a num
ber of water-borne diseases which 
affect refugee wenien more than the 
rest of the refugee community owing to 
the time they spend gathering water, 
washing clothes, and bathing children. 
Water must be conveniently located to 
minimize the xisks taken by refugee 
women while undertaking daily chores. 
Water supplies located too far from 
refugee homes may discourage women 
from collecting an adequate supply of 
water for their families or can cause 
health problems for women who have 
to carry water for long distances. 

Finally, the accessibility to health
 
services is especially important for
 
refugee women. Owing to cultural
 
reasons, some women may be reluctant 
to seek health care from male provid
ers. If the health care services are not 
easily ac'essible, women may hesitate 
before bringing themselves or their 
children to seek medical a4tention. 
Since 80% of the world's refugees are 
women and children, providing a suffi
cient number of female health workers, 
adequate clinic hours, and convenient 
health siwrvices is crucial to the health 
of the entire refugee family. Another 
important aspect of health care for
 
refugee women is mental health. Refu
gee women have often fled unspeakable 
circumstances in their home countries. 
Along with traditional health concerns 
of women, mental health services in 
refugee camps and settlements need to 
be established to handle the number of 
cases of emotional trauma associated 
with fleeing persecution, social disrup
tion, physical violence, and lack of [a]
traditional support system. 

In short, the full and effective par
ticipation of refugee women in food, 
water, and heath care services is abso
lutely necessary. 
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Ratugeas 

Let's return to the Bangladesh In Bangladesh, in the early months Burmese refugee camps in Bangladesh 
example. The Rohingyas fled to of the emergency, the primary causes But there is at least one lesson to be 
Bangladesh for a number of reasons. of death were malnutrition, diarrhea, learned from this emergency. If we 
Religious sites were desecrated, men acute respiratory infection, and ma- knew the characteristics of the refugee 
were taken for forced conscription, and laria-all of which are easily treatable population from the needs-assessment 
an unusually large number of women and, in moet cases, preventable. stage of the emergency, we would have 
reported having been raped. Althnugh, UNHCR worked to provide adequate been better able to provide adequate 
by and large, the refugees report that. food rations to families, widespread and appropriate health care services 
they left Burma for several reasons, a immunization of children under from the beginning. UNHCR's needs
significant number of families said that 10 years of age, clean and plentiful assessment team estimated the demo
they left because the sanctity of the water supplies, adequate sanitation in graphic breakdown of the refugee
family had been destroyed with the the cunis, and proper shelter for all population not from concrete informa
abuse and torture that many women refugees. tion collected from registration forms, 
suffered. UNHCR was asked by the Owing to cultural considerations, independent calculation, or information 
Government of Bangladesh in mid- women were reluctant to visit clinics from camp officials but based on the 
February to assist in coordinating the staffed primarily by male health work- "typical" refugee population break
relief operation to provide aid to the ers. The central location of the health down. Neither the actual demographic 
thousands of refugees who were enter- faciiities in the camps were inappropri- breakdown of the population nor cul
ing Bangladesh each day. After under- ate for women whose time was con- tural considerations were taken into 
taking an initial needs assessment, sumed by collecting water, preparing account in [the] programming, budget-
UNHCR enlisted the support of Bev- meals, caring for children, and multiple ing, or planning exercise. It is impera
eral international and national non- other tasks, particularly for female- tive in any emergency thi t we know 
governmental organizations to headed households. Time was not who our target beneficiaries are. 
implement, among other things, health, available to go to the clinic either for In many ways, the relief operation
nutrition, and sanitation programs. treatment or to collect information to in Bangladesh has been deemed a suc-
The goal was for UNHCR to bring the prevent disease. cess, largely owing to the efforts to 
international community's attention UNHCR identified the urgent need UNHCR. However, it's disappointing
and resources into Bangladesh, thereby for more community-based health care. from a donor's point of view that simple
supporting a country which is already Preventive and curative health ser- programming tools like the demo
overpopulated and han limited re- vices were expanded rapidly In order to grap breakdown of the refugee 
sources of its own to contribute. identify ill patients quickly and to pro- popul ion, the early participation of
 

Since we are focusing on health vide health education. Satellite health refugee women in the planning of
 
issues in this workshop, I'd like to talk posts were created throughout the health service programs, or cultural
 
a little bit about the way health care camps from which outreach teams factors gleaned from other refugee 
was provided to the Burmese refugee would visit sheds and provide routine situations are still not utilized. For 
women. When I was in Bangladesh last care and health education. Emphasis example, from its genesis, UNHCR's 
April, there were approximately 12 ref- was placed on massively increasing the programs in Pakistan have used a com
ugee camps. (There are a few more number of female health care workers. munity outreach program with female 
now.) In each camp, the Government of The government and non-governmental health workers. Knowing that the 
Bang-' desh's Ministry of Health oper- organizations were encouraged to des- population crossing into Bangladesh
ated an outpatient health clinic (in ignate at least 1 day per week for was also Muslim, could UNHCR not 
some camps, several beds were held for women to seek care and provide have implemented a similar program
in-patient care) which provided basic maternal/child health care services. there? While we compliment UNHCR 
curative care-for example, diagnosed Although refugee participation in assis- for an aggressive campaign to decen
ailments, distributed pharmaceuticals, tance programs was prohibited by the tralize the health services and focus on 
as well as other limited services. In government, relief officials made a preventive health care in the Burmese 
addition, UNHCR assigned at least one concerted effort to Involve refugee refugee camps, there is room for im
non-governmental organization to each women in decision-making, particularly provement. We hope that for the next 
camp to fill in the gaps left by the gov- decisions concerning expanded health emergency, lessons learned can be 
ernment health care services. At the care facilities. Womcn were asked applied. 
beginning of the emergency, the non- why they were reluctant to seek medi- Thank you very much for inviting
governmental organizations focused on cal attention. Time, distance, and cul- me to speak with you today. I've en
child immunizations, supplementary tural barriers were most often pro- joyed it and hope that you have many
feeding, and limited curative services. vided as the reason that women were questions, so that we can talk further 
Some non-governmental organizations not visiting the clinics in the same num- about refugee women and health. 
had a more community development/ bers as men. Community-based health This is a particularly important issue 
primary health care approach. Health services were viewed as the answer to since the number of emergencies 
care workers made home visits decreasing mortality rates for women. worldwide are increasing and along 

To some extent, UNHCR has suc- with them the nv-n er of refugees are 
cessfully used this approach to reduce also growing. N 
morbidity and mortality rates in the 
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Women clean up shanties
 

Heaps of rotting domestic garbage T -Y L rat
 
pile up at the edges of shanty 0'I J' )- . - '
 
compounds, often impeding access . :, .
 
and drainage. Potholes on roads, so, ' , 
many that you have to be drunk to . , .
 
drive in a straight line. Communal !IP>: q.gV
 
water collection points, more like
 
flooded refuse dumps covered with C
slime. Broken sewerage systems, i-,._ ' "'X 


spewing effluent around homestcads ." ' " :,' -,,
 
and down roads. 'C - .
 

Photographic images like these are 
 .c .
 
familiar in many a developing . • 
 )
country, but this montage is one of the .- -- 4

dreary and dusty, sometimes muddy '.- . " - . -, : -. . ,. " 
shanties that have mushroomed in " , . . . .. -.-' .,..-.
 
Zambia's major cities and towns. At 
 - --" -. ' "least 1.5 million people live in the ' '" tip: 

slum settlements, many  " - , , .
underemployed or unemployed. 


Zambia is the most urbanized '
 
I 

JIM '. AI IHjj
country in Africa, with most of its _ :.'. - A. 
eight m illion people living in the .'.' " - - .
major cities. Once one of the most ' - . T :. . 
prosperous countries in '." ' . . -' 
"b-Saharan Africa, Zambia is . ,.
 

today one of the world's most ... '
impoverished nations. Nowhere is . ;..,N .,.' -. ,..:':;, . ,the poverty more evident than in . 
the shanties, where the majority of - " . ZA;W;, 
urban dwellers live. C .. .. S.. 

Kanyama, Misisi, Chawama, '""" "i ''
 
Mtendere, Kalikiliki, Chipulukusu
the list of settlements appears endless. ''t,,"''a 

These shanties have no surface-waterdrainage or adequate sanitation. WFP/Francjs MwanzaBehind a "road works ahead" sign there are usually men working but inWhen it rains, yards and roads Chiupulukusu shantytown, Ndola, t isthe omen who are mending the roads.
become muddy, making them ideal
breeding grounds for cholera, malaria, March of this year. At least 800 address socioeconomic problems,
dysentery and other waterborne people in Zambia have died from the Zambia has embarked on a structural
diseases. Such diseases are taking i disease in the last few months. adjustment programme backed by theheavy inll among Zambians, International Monetary Fund and the 
particularly the poor, as outbreaks Effects of structural World Bank.
become more frequent. The agreement involves heavy cuts

In Chipulukusu, a slum in Ndola, adjustment in Government expenditure; elimination
Zambia's economic heartland, more of subsidies on the price of maize, the
than one hundred cases of cholera In a determined effort to put the staple food; and the privatization of 
were reported between January and brakes on the economic decline and Government-controlled companies 
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aimed to revitalize growth and infrastructure and for the provision Sweden, the United Kingdom. the
 
employment, of services has been considerably United States, the Netherlands and
 

But in the short-term, the required reduced, adding another blow to the Norway. 
measures have fallen heavily upon poor. The situation is most acute in The project was designed to help 
the poor, especially households the capital, Lusaka, where more than the Government upgrade basic 
headed by women. There has been a half of the 1.2 million population infrastructure and improve sanitary 
heavy reduction in formal lives in unplanned, often illegal conditions in the neglected shanty 
employment, as both the public and shanties. towns, as well as to provide 
private sector companies trim their temporary employment for the poor, 
staff. As subsidies have been Helping the poor particularly women. 
removed, the price of basic food has PUSH started operating in October 
increased more than tenfold, while To mitigate the short-term 1990, building on community work 
real incomes have tumbled. negative effects of the economic established by a local NGO. the 

There is also an upsurge in infant adjustment programme, a unique Human Settlement of Zambia 
deaths and malnutrition among coalition of aid organizations is (HUZA), in the Bauleni shanty 
children under the age of five. backing Project Urban Self-help compound of Lusaka. Work then 
Although exact figures are difficult to (PUSH). A brainchild of the World started clearing refuse and unblocking 
obtain, the number of households Food Programme, PUSH combines drainage ditches and culverts in the 
below the poverty line has WFP food aid with funds and Mtendere and Kanyama areas. 
dramatically increased, technical assistance from UNDP "Community work through PUSH 

With worsening revenues and ILO, UNCHS, non-governmental aims at improving roads, drainage and 
budget cuts, Government support for organizations, and the Governments sanitation," said Vicki Mambwe, a 
the maintenance of existing of Australia. Canada. Switzerland, Zambian sociologist in charge of the 

S-Iproject. "Improving such 
S ...... 7&.-Z,.,,.. w _'-. "Im infrastructures will benefit all the 

.. , -. ,residents of the shanty compounds in 
, .a- .", which we are operating and shouldtor ' 

,nZ improve the health and surroundings 
-- - . ..- "- - . of over half a million people." 

"'' """PUSH V" is unlike many other 
,~' ~ '~' ] -. ' , development projects in that all 

" -, ,, i-.decisions on which projects to" 'i ." Iundertake, whether road construction, 

~.j.Ei-,,i drainage or sanitation, are made by 
; "the community itself.

§"-. "-,- "PUSH presents a viable method of 
,..i "--3 developing urban slums using the skills 

- and energy of the residents themselves," 
. . says Tony Momement, WFP Director of 

"-- ~Operations in Lusaka. "The project hasL,, .. -,. . ., , created a strong community spirit 
-sty..  amongst the women as they work 

-. together. As they are in charge, they 
, *-_. will ensure that their drains, their roads, 

WFPIFr-nci = Mwanza and their latrines are maintained in thefuture." 
In Kanvama roads are often impassable,

espcciall) during the rainy season, due to flooding or the accumulation or garbage. The project has a strong training
These women, many witi their children on theirbacks, are i.,proving the drains, element, with 12 expatriate and five 
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Zambian civil engineers advising on 
drainage and construction techniques, 
and training the local technicians and 
the participants. "These skills ensure 
that the work produced will last and 
the knowledge gained gives the 
participants the self-confidence in 
their abilities to initiate other 
community projects," says Tony 
Mornement. 

Targeting 	women 

"The project targets the most 

needy," says Vicki Mambwe. "Only 
the poor are prepared to undertake 
manual work in return for basic 
family food rations." 

PUSH has so far created 
cmployment for more than 3,000 
women, who are paid in daily food 
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rations. "It is better to pay the women 
with food rathc than cash, as the men 
tend to use cash for beer." said Vicki 
Mambwe. A common si.ht near 
worksites is to see women working 
while unemployed men are "elbow 
raising" - drinking beer at the 
roadside pubs. 

Martha Phiri of Mtendere said that, 
thanks to the project, she now has 
adequate food supplies in the home, 
which previously she could not 
afford. "Myfamily no longer suffers 
from food shortages." 

The shanties are now a flurry of 
development activities. Women of all 
ages, some with babies strapped on 
their backs, can be seen constructing 
roads. 


"As you can see, the women here 
do all the road construction 
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levelling, cambering and constructing 
culverts," explains Agnes Banda of 
Lusaka's Kanyama shanty compound, 
one of the handful of women trained 
by the project in basic road 
construction. 

Women also remove refuse from 
their communities, a job that the city 
councils, hamstrung by a shortage of 
funds and equipment, have failed to 
perform. Drains have also been dug 
to syphon off potential breeding 
1ools for mosquitoes and as a result

imalaria cases have significantly 
decreased.
 

"The more the women see the 
results of their work the keener they 
become in participating in the 
project," said Sarah House. a UNV 
civil engineer working in Bauleni. 

Improving sanitation 
The major cause of cholera and 

other infectious diseases in the 
shanties is contamination of surface 
water by sewage. According to 
available figures, only 20 to 30 per 
cent of households have their own pit
latrine. 

Vicki Mambwe explained that the 
will help shanty dwellers 

construct more than 5,000 pit latrines. 
"But unlike roads and drainage, which 

benefit the whole community,-directly
latrines tend to be private assets. 

Sk Rather than make ar outright gift, we 
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Most or the participains 
inthe PUSH project are women,but some men help as well. 

WFP Journal22 

help families to construct pit latrinesby providing technical advice on 

design, loaning tools and providingfood rations as compensation for 

labour and time diverted from their 
normal money-making activities." 

Roads repaired, rubbish removed,
ditches dug; a new picture is developing 
in Zambian shanties - thanks to the 
women. 

by Francis Mwanza 
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Assessing adjustment's social impact
 
ussia's recent tangle with the Inter- in at least one of the three areas monitored national Monetary Fund (IMF) has housing. health, and services such as training, 

put into the world's headlines - income supplements and social security. In 
and onto the agenda of Western two-thirds of the cases there was an overall 
leaders - what has already been a reduction in combined spending on the three 

lengthy debate in Africa on the nature of ad- - measured as a share of gross nation
justment policies. The modest returns in the al/domestic product (GNP/GDP) - and in 
region from a decade or more of tough nearly 30 per cent 9f the cases the reduction 
economic reforms has produced astrong criti-was inexcess of 20 per cent. Overall, social wel-
que of the practice of adjustment and, while the fare spending in the three programme areas fell 
general thrust of IMF/World Bank reforms from a combined country average of 11.1 per-
remains constant, there have been steady cent ofeitherGNPorGDPto 10.2percint. 
modifications to the mix of policies expected In their primary concern to restore fiscal 
from governments. balances, the IMF advocates measures to both 

V z ________ 

..____-.______ 
~Worers nth infrmalsea-or in th iorec 

havreb tlid-.nofes
have beenhitas laidof 
workers from the forrnal sec 
torjointheir ranks. 

S..developing 

-- ,-ide 	 raise revenue and cut expendi-
ture. But arecent IMFpublica-

-T 
, tion, The Fiscal Dimensions of 
\. Adjustment in Low-Income 

Countries, concluded that 
governments have generally 
found it easier to cut expendi-

ri 	 ture than raise rev nues. Al-
though governments generally 
have the power to choose 

For Africa, the social costs of adjustintnt where to cut, the IMF can play a more active 
have been one of the most critical areas of this role in targeting areas, particularly in 
debate and one which is seeing some of the countries undergoing what is termed en-
more significant shifts in policy. Two recent hanced surv,.illance. The study observed that 
studies - one by aUS-based, independent re- the Fund tended to cut government program-
search organization, the Alexis de Tocqueville mes which it felt transterred services, such as 
Institution, the other by the Development food subsidies, either inefficiently or indis-
Centre of the Organization for Economic criminately to poor and not-so-poor groups. 
Cooperation and Development (OECD) - Subsidies and housing programmes, because of 
throw new light on the social impact ofadjust- their usually large costs, have been a favourite 
ment and provide suggestions for policies. for cuts. In contrast, less than 5 per cent of 

The de Tocqueville study, IMF Con- programmes involved any reduced spending for 
ditinnality, 198t-91, discovered a disturbing health. Cases such as Ghana, Mozambique and 
correlation between undertaking adjustment Togo, where social welfare spending was tar-

programmes and a fall in spending on the so- geted to rise, were relatively rare. 

cial sector. In42 IMF programmes undertaken The study also explored the relationship 

between 1986-90, the project found that in between military and social welfare spending. 

over 90 per cent there was reduced spending In 20 countries with extensive conditionality, 
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spending on the military between 1982 ant1990 rose relative to that on social welfare 

The record for African countries was mixed 
with three out of seven - Ghana, Kenya an, 
Morocco - showing areverse trend. 

Reduing pm",ty 
The study observed that reduced social welfan 
spending does not necessarily translate int, 
worsening poverty. This can be either becaus. 
cuts are linked to more efficient and targete, 
delivery systems, as Fund officials woul, 
argue, or through ageneral improvement in thi 
economy. For programmes undertaken sinci 
1985, the survey found that countries adherin 
to Fund targets experienced faster growth. from, 
percent ayear to 4.1 per cent. Those that failed t 
meet targets saw annual growth rates improvi 

only mninimally -from 1.1 to 1.4 per cent.Focusing on social indicators, the stud, 
found that food production and consumptio
per capita, life expectancy and literacy all im 
proved in adjusting courtrfies, though at 
slower rate than for developing countries as 
whole. But in the area of infant mortality, ad 
justing countries did even better than thi 

country average. This suggests thi 
Fund was able to condition programme sup 
port in an area of social welfare "it deemed o 
exceptional importance." 

This also reinforces arguments that adjust 
ment programmes can - and increasingly d( 
- protect social welfare without jeopardizinj 
wider economic goals. Where this might con 
flict with the Fund's broader macro-economi, 
and fiscal targets, countries could draw oi 
separate funding to meet targets, the stud, 
suggested. It also leads to the question of wha 
is the precise mix of adjustment policie! 
which best safeguards the social sector and thi 
interests of the poorest groups. This has beer 
the focus of an OECD study of adjustment an 
equity in seven countries, including C6te d' 
[voire, Ghana and Morocco. An overview o 
the main findings from these studies ha 
recently been published in the OECD's Ad 
justment and Equity in Developing Countries 
ANew Approach. 

The social impact of adjustment has beer 
mixed, the overview concluded, with rura 
areas generally benefitting from adjustment 
but not the urban poor. Family living stand 
ards improved in rural areas in Ghana ant 
Morocco, the OECD said, though it concedec 
that the statistical base for this assertion foi 
Ghana was weak. Even the landlessbenefitte 
in rural areas of Morocco, the OECD said 



though not in C6te d'Ivoire. 
But in urban areas of Morocco and in C6te 

dIvoire adjustment had a generally adverse 
effect. Unemployment rose sharply in both 
countries - in Morocco, by 60 per cent be
tween 1.982-84. In C6te d'Ivoire, mass lay
offs in the formal sector swelled the ranks of 
the informal sector. Without this fallback, the 
study said, the number of unemployed would 
have tripled and the official unemployment 
rate would have been 42 per cent rather than 
29 percent. 

However, the increase in numbers in the in
formal sector only put asharp downward pres
sure on already low incomes. This was a 
general trend, the OECD observed: "in every 
case...averagc incomc in the informal sector 
drops during the adjustment period." 

Scald urden 
The OECD studie.s found that adjustment
widely affected public services: some food sub
sidies were reduced, while percapita expenditure 
on education and health declined. But the record 
was usually mixed, the OECD argued, adding 
that only in C6te d'Ivoire was there an overall fall 
inpublic services or transfers. 

"In these conditians, family living stand
ards do not necessarily fall during adjust
ment," the OECD cnnL uded. Instead, in
dividual country circumstances and .ile mix of 
policies were the crucial factors. Thc onc 
structural adjustment measure that had a large 
social cost, the OECD argued, was reorganiz
ing the public sector. This had often led to a 
great number of lay-offs, with consequent 
knock-on effects on the informal sector. When 
combined with a stabilization programme, 
this could "create explosive conditions in 
cities," the OECD observed. Much better, the 
OECD suggested, was a system for moderaie 
cuts in public sector wages - though many 
analysts claim these are already too low  or
 
failing that, a system of compensation pay
ments and re-training as in Ghana's
 
Programme of Actions to Mitigate the Social
 
Costs ofAdjustment (PAMSCAD). 

By helping to fund programmes such as 
PAMSCAD - which, however, has had a 
number of problems in implementation 
donors could help reduce the social costs of 
adjustment. But the OECD warned that "the 
most equitable programme is not always
feasible politically." Even the best program
mes would involve some social costs, the 
OECD said, and compensation payments to 
fully meet these could amount to 1-4 per cent 
of acountry's GDP. Donors "must become in
volved financially" if this "not negligible" 
cost isto be met, it concluded, 
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Venezuela: Learn From Mexico
 
By GEORGE W. GRAYSON 
Venezuela's President Carlos An 

dres Pere_ - now limping through a 
second term - could profit from 
Mexico's -mample as tension mounts 
following the Nov. 27coup attempt. 
the second abortive putsch by dis-
gruntled officers and enlisted menthis year.lthisyar. gh times more popu-

Although four t oredeal 
lo. Mexico has a great deal in 
common with Venezuela. Both na-
Lions are major oil exporters. They 
boast per-capita inco.me levels that 
are among the highest in the Third 
World from wbi,- they seek to es-
cape.

Both countries' leaders are Im-
pelling market-oriented reforms to 

invroblemd.reth wilspur investment and growth, while 
diminishing government intrusion 
into ooce-hugely stLtist ecooomies. 
And corruption abt unds in Caracas 
and Mexico City, asdo the poor who 
live as rag-pickers at the base of 
distended social pyrauids. 

domestic product (1.1%) to defense 
ass does Mexico (.5%).

The result is that many army and 
air force junior officers feel embold-
ened to challenge civil authority.

Equally important in understand-
ing Venezuela's instability is the 
treatment accorded its poor, whocosiueoequarter of the conn.
constitu nataofnthe cove 
try's 21 mlilln inhabitants. Even 
while achieving a 9% growth rate 
this year, Mr. Perez has failed 
like his predecessors - - so 

ry'leuni earnings to uplift his counwi
have-nots, who live in the fetid 
slums of Caracas. Maracaibo, Valen-
cia and other cities tveral

One priest called the situation A clinic, with pesos, materials or their 
-

These similanties aside, the 7C)- fought the blatant corruption that 
year-old Mr. Perez's standing in alienates less powerful sectors in his 
public opinion polls hovers around country and Venezuela, he has ad-

moral problem.* 
moraVeoezuelans," he stAted, *want a 
change. It's not just the president
but th2 entire government. They 
have not honored their promises to 
help the poor and offer programs for 
social development."

Not only has President Salinas 

9%, while Mexico's chief executive, dressed the pressing needs 
Carlos Salinas de Gottari, enjoys a 

.p-val• n.-ph r ,in gWhat A ;ouots for this differ-
ence? Why is Venezuela, which 
boasts one of Laun America's long-
est periods of civilian rule, vulnera-
ble to a military takeover at Atime 
when Mexico stands as the region's 
political Rock of Gibraltar? 

To begin with, Mezico's 15,000-
member armed forces submits rath-
er than subverts. Thanks to a series 
of moves - training abroad, rotat-
Ing commands, purges, budget-cut-
ting and creating a broad-based offi- # 
cial party, the PRI - Mexico 
defanged the huge army that sprang 
up during the 1010-1917 revolution. 

In contrast, Venezuelan presi-
dents, beginning with Romulo Be-
tancourt (195964), the father of his 
country's 33-year-long democracy,
have propitiated the military with 
weapons &d money. Venezuela de. "Medals do not 
votes twice as much of its gro 

of the 

.poor, who rake up 40% of Mexico's 
85 million people. 

His anti-poverty Initiative, for 
which there is no Venezuelan conn-
terl.z. 1: the Program of National 
Solidarity (Pronasol), commonly 
known as Solidarity.

A neighborhood or village eagerAnegbrodovilgeae
for assisnce contacts Pronasol, 
which dispatches a representative to 
an assembly open to all local resi-
dents Eventualy ole 

of the t a 
ard directors, set ther priori-

s eryaddcd hte hywlties and decide whether they will 
match the government's contribu-

own labor sweat capital.* 

In the past, Pronasol coordinator 
Benito A. Collantes Martinez told 
me, the decision whether an Indian 
village in faraway Oaxaca state 
needed electricity, a school or a 
paved road was made by "desk
bound bureaucrats in Mexico City., 
Now, 'local folks determine not only 
what they need most but how they
will get it." 

To avoid "mo.didas,' or rake-offs 

a democracy make, Felipe." 

by politicos, Solidarity works direct
ly with community leaders, often by
passing state governors. The pro
gram also teaches grass-root 
whistle-blowers how 'o ferret out 
waste in local budgets. 

Solidanty's detractors claim that
the program enables President SaithpormealsPeiet li 
nas to dispense boodle to burnish his 
image, reward political favorites. 
gain electoral support for his partyelect orhis ary 
and co-opt neighborhood leaders 
who quickly learn that Mexico's 

R-oiae eiehsWttPRI-dominated regime has infiitely 
more resources than its foes. 

of these charges are val 
id, but opinion surveys reveal that 
Mexico's downtrodden believe that 
- for the first time in decades 
their president cares about them 
even as he engineers an economic 
sea-change b opening the nation to 
market forces. 

Poor, blue-coliar and many mid
die class Venezuelans demonstrate 
no such confidence in Mr. F'ere. 
They associated him with their na
tion's oil boom in the 1970s when he 
first held the presidency. They ex
pected him to restore prosperity
when he returned to the Miraflores 
presidential palace in 1989. 

But his indifference to the plight 
of the average citizen, combined 
with unlimited tolerance toward 
corruption - especially by former 
President Jaime Lusinchi and his 
entourage - explains a legislative 
drive to cut short his current five
year term. 

If M, Perez remains blind to so
cial problems, perhaps his successor 
will crack down on speculation and 
earmark more oil income to com
munity development. That is,if the 
armed forces haven't taken matters 
into their own hands. 

r a professor ofGeorge Grayson, aoes of
government At te College of Wil. 
liam & Mary, is author most 
cently of The Church in 
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China Tackles Labor Unrest
 
By MARY CHILD 

HONG KONG - When Harvard 
economist Jeffrey Sachs, guru to re-
forming socialist economies, met 
with Chinese policy-makers and 
economsts in Beijing last month, be 
won no converts to lis "shock thera-
py' school of reform. They have 
seen wb.t happened when Poland 
a,,d Russia took his advice - dest. 
bilizing, rampant inflation and 
large-scale unemployment - and 
they don't feel China can afford that. 
Thai's why, despite the Communist 
Party's imprimatur on a faster pace
of reform at the 14th Party Congress
this week, the Chinese government
won't abandon its piecemeal ap-
proach to market reform. 

Beijing won't free all prices im. 
mediately, elimnate all state subsi-
dies or privatize every industrial 
sector, as Mr Sachs would pre-
scribe. The party considers capital-
ism ameans for creating a socialist 
market economy,' not an end is it-
self. Even if the government carries 
out half of the ambitious reforms set 
out broadly in the party platform
oti w ,l he, Catill ll
thi week, howeer, China still will 
tion and the ensuing social prob-
lems. If le government fail at the 
nat,ona level to manage unemploy. 
ment effectively, the party's sweep-
ing reform program could fi'zle. 

China's unemployment rate at 
the moment is officially reported to 
be 3% and the government has 
promised to keep it there. The real 
rate, however, which includes rinre-

ASIA VIEW 

gistered migrant labor and 
"on-the-job unemployment," is much 
higher. Most of the economic re-
forms set out broadly in the Central 
Committee's report tr the party
Congress spell yet more job loaes. 

The government, for example, 
will continue to step back from the 
business of micro-managng state-
owned companies, allowing them to 
operate independently along market 
principles. It no longer will prop up
money-losing enterprises to the tune 
of 50 billion yuan (US$9.7 billion a 
year) a year. It intends to foster 
more privatization lf these reforms 
are ully realized, at least 20 million 
to 30 million underemployed people 
should lose their jobs.

Ambitious plans to restructure 
and reduce government all the way 
down tu the local level are expected 
to cust millions more jobs as the 
government moves away from ce. 
tral plann n . 

Unemployment has far more po-
tential to disrupt social welfare in 
Leueo *n a rolol
febecauseof the large role work unit&play in providing benefits. Losing a 

Job with a state enterprise or gov-
ernment unit in China means more 
than losing &source of cash income, 
It can mean losing the family apart. 
ment, medical insurance, pension,
day care, schooling and other tiene-
fits that are not readily or widely 
available or affordable outside the 

protective nest of the work unit 
On the one hand, enterprise man-

agers have been encouraged by the 
government since 1985 to make 
more cost-effective staffing deci-
sions But they also have been pres-
sured heavily to keep redundant or 
unproductive employees in their 
work units so they will remain ehgi-
ble for benefits. Fortunately, the 
practice of hiring new workers on a 
short-term contract basis isincreas-
ingly replacing the old lifetime job
security system, 

At the moment there is no state 
Insurance fund in place to cover 
laid-off workers, although the legal 
basis to establish one has been in 
place since 1986. The new party
platform includes a plan to create a 
national unemployment insurance 
system. That would give local at-
thorities the financial backing to 
phase out or transform more mon-r 
ey-losing companies. It also should 
help reduce thu icince of vio. 
lence inward m.tagers by dfgru-

ed, laid-off workered 
To facilitate he movement and

ilates T t o t f them ntigandadjustment of labor and to mitigate
the pain of unemployment, Chia 
must begin to disentangle its social 
welfare net from the workplace. The 
government rhould start by elimi-
nating the free housing system and 
begin to develop a real estate mar-
ket to delink housing from job secu-
rity. The city of Beijing already has 

begun working toward that end and 
hopes to have 20% private owner
ship by 1995. Next, government 
should make medical insurance af. 
fordable and widely available outsi
de the work unit. 

Local governments, meanwhile, 
are on their own. Guangdong prov.
ince is paying for unemployment
benefits, in part, by taxing tertiary
industries, collectives and private
business. Other arew are still strug
gling witb large-scale unemploy
ment problems.

In the city of Chongqing, for ex
ample, 2,600 workers were laid off 
from a Lnitting factory this August. 
The local government is guarantee
ing laid-off workers basic wages for 
up to two years and has taken over 
pension plans Workers have been 
allowed to stay in factory housing
won't bail them out with ew stte 
won't bail them o thoe stae 
jobs. Less than 8%of those workers 
were reported to have new lobs by 

ly will be carried on the Chongqing 
budget for a long time. 

Similar scenarios may be repeat
all over China if local officials 
c-'n. -, ca -or , 

ploymen. politically as well as economically Beijing, for its part, must 
take steps early rn to support and 
retrain workers and to foster new 
job growth at the national level to 
head off social unrest. 

Mary Child, based in Hong Kong,
writes a biweekly column on Asian 
business and governmenf 
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During the presidential
campaign, Bill Clinton 

economy and create 
jobs with a massive 

public works program, 
say

that such a program 
may not really beneeded and, even if it 
is,that it may not 
provide the quick

stimulus Clinton is 

emember the missile gap? During , the 1960 presidential campaign,
Democrat John F. Kennedy

ti made a lot of political hay by
talking about the sorry state of U.S. mili-
tary forces in comparison with the Red 
meiiace. He pledged to redress the imbal-
ance in defense capabilities,

Twenty years later, Republican Ronald 
Reagan fired similar salvos at President 
Carter. He attacked Carter for neglecting
the nation's military and allowing the 
Soviet Union to exploit the situation. 

In both cases, however, when the newly
elected Presidents assumed office, they 
learned that their campaign rhetoric 
didn't jibe with reality. There was no mis-
sile gap in 1961, and 
Carter had already 
launched abig buildup in 
1980. Inboth cases, the 

hoping for. challengers had exaggerhopin for.ated the problems in U.S. 

defcnse preparedness.
This year, some criticsBY KIRK VICTOR 	 say, there's been a replay 

of that kind of misdirect
ed attack by a presiden
tial challenger, but on adifrn su.Dring 
the presidential cam
paign, Democrat Bill 
Clinton emphasized "an 

works spending-may not really be need
ed, critics say, and even if it is, it may not 
provide the quick stimulus he is hoping
for. 

"We're investing a much smaller per
centage of our income in [infrastructure] 
than all of our major competitors," Clin
ton se.id in the second presidential de
bate, "and our wealth growth is going
down as a result of this, making the coun
try poorer." Putting a futuristic twist on 
what seemed to be a call for massive 
spcding on public works projects that 
evoked images of the 1930s, Clinton 
promised to pour a sizable chunk of the 
$20 billion a year in spending that he'd 
called for into high-technology communi

-


I 

J1 
. .
 

investment gap" between , . 
the United States and its ,
global competitors. He ~_ 
stressed that in contrast 
with other advanced, " 
industrial nations, the i

United States had suf- "" 
 " 
fered a decline in produc
tivity because of its failure .Ammon 
to invist enoug re 
sources in the country's . 
physical capital-high- 4:11 
ways, mass transit, rail
ways, airports and sewers,
 
as well as in the informa- / " - " 
 -V 
tion networks and tech- L '..'j K . 
nologies of the future. "
 

But Clinton's solu- Barry P.Bosworth of the Irookings Instltutovi 
tion-massive public "We're fighting yesterday's war." 
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cations networks, environmental cleanup
 
and high-speed rail systems.
 

Such big bucks theoretically would give
 
the nati i's economy-which Clinton
 
argued had been .llowed to falter terri- " .
 

bly, particularly in its failure to create
 
new jobs-a powerful jump-start. The
 
campaign's widely distributed booklet of
 
promises, "Putting People First: How We a
 
Can All Change America," compared - " E
 
Clinton's proposed program to the one
 
begun in the 1950s with construction of
 
the interstate highway system.
 

Clinton's economic blueprint pmedicted /1
 
that such spending would create "large, / . .
 
predictable markets" that would "stimu
late private industry to invest in our econ-
 .
 
omy, create high-wage jobs and smooth 

"
 our transition from a defense to a peace- '"'"""" '' ',time economy."smanlsssgetJ" " 

But some analysts suggest that Clinton
 
has failed to recognize the impact of a I *
 

massive new program to repair roads, fix Francis B.Francois who runs an association of state transportation officials
 
bridges and boost transit facilities that's Nrho issue iswhether there are enough projects out there ready to go...
 
already in place. Last year, Congress

passed an ambitious, six-year, $155 billion ment, and then we had the surface trans- ing a major spending program unneces-

Intermodal Surface Transportation Effi- portation act. So we've already done alot. sary.
 
ciency Act (ISTEA) to address these "When I travel the interstate highway "If you ramp up too fast, you create
 
needs. (See NJ, 12114191, p. 3016.) system, I run across construction, it waste, you create distortions and you cre

We're fighting yesterday's war," Barry seems, every five miles or so--we may be ate uncertainty," Federal Highway 
P.Bosworth, asenior fellow at the Brook- Administration chief Thomas D. Larson,
 
ings Institution, said in an interviewsay the Bush Administration's point man on
 
before the election. "There isa lot of evi- Critics that new infrastructure, said in an interview before
 
dence that the system itself was deterio, the election. "If you put $20 billion on the
 
rating in the United States in the first half line next year, then every business that's
projects won't 
of the 'V0s, in the s.nse of growing pot- involved, every hiring hall, every union 
holes and deterioration of roadbed sur- produce pd hall ...are put into ahuge state of uncer
face. [But) there has been a maj rtainty as to whether to ramp ,.p full-bore 
turnaround in government spending on iant and then to have to retreat, perhaps. to 
highways, initiated by two five-cents-a- results and migh what isasustainable number." 
gallon increases in the gas tax at the fed- Larson, whose career includes a long 
eral level, plus other increases at the state stint as Pennsylvania's transportation secactually damnen 
and local levels. As a result, the physical retary, added: "We don't need the pertur
condition of the road system has turned i inbations of the kind that Mr. Clinton is 
around, and it is now stable or improv- private nvestment talking about-a new dash of $20 billion 
ing." (See table, p. 2717.) into this landscape. It would not be a pro-

Bosworth and others even question rather than ductive investment at this time." 
whether the insistence on specificity from 
voters and the news media during the pri- encourage it. INVESTMENT PORTFOLIO 
mary season prompted Clinton to float a 
dollar figure for his "Rebuild America" _ _ _ however, argue that the analo_ _Others, 

package without first having put it gy to Kennedy and Reagan isinapposite, 
through a rigorous analysis. "I get the that the nation's physical capital-not
impression that the number $20 billion in danger of paving over America again, withstanding recent progress-still needs 
was chosen first," Bosworth said, "and That doesn't mean that the job is fin- plenty of shoring up. 
then somebody has been trying to figure ished; it just means that we've already "We've got cities that are literally 
out what to do with it, when instead we reacted to what was, at the beginning of falling apart," said Robert M. McGlotten, 
should have approqched it the other way the '80s, undoubtedly a serious mainte- the AFL-CIO's legislative director and a 
around." nance problem." longtime cheerleader for infrastructure 

"From a long-run point of view, I think If Clinton is hoping for a quick eco- spending as away to create jobs (and, of 
the problem ismuch exaggerated," said nomic stimulus, critics contend, he may course, to boost union rolls). "In many 
Rudolph G.Penner, a former director of be disappointed. They say that because communities, there is a deterioration in 
the Congressional Budget Office (CBO) new construction projects would take so the downtown area. We need this kind of 
and now the director of economic studies long to get under way, they wouldn't pro- repair and restructuring to revitalize our 
at KPMG Peat Marwick. "I think you've duce rapid resu".: "rid might actually cities." 
not even seen the effects of the highway dampen private investment rather than Like lcGlotten, others who favor abig 
act of '83 yet, and we have put more encourage it. Others argue that an eco- push on infrastructure spending come 
money in there in the 1990 budget agre- nomic upturn already has begun, render- from the core Democratic constituency-
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Long before the elec- increased labor costs stemming from
tion, the U.S. Confer- delays and billions of gallons of wasted 
ence of Mayors had put gasoline. Structural deficiencies in 231per
together two volumes cent of the nation's highway bridges exac
that resemble huge erbate the problem, according to the Fed• 	 phone books and list eral Highway Administration. ind air 
more than 7,000 ready- traffic is no better: Airline passengers in 
to-go projects that are the United States endure an estimated 
languishing in 506 cities 20,000 hours of flight delays annually as a 
because of a lack of result of limited runway and terminal 
money. Bemoaning the capacity and an overburdened air traffic 
"disinvestment" in urban control'system. 
areas over the past "America must invest more in its pub
decade, Judith A. Bur- lic works if economic renewal is to be 
rell, the conference's anything more than a pipe dream." Pat 
assistant executive direc- Choate, the managing director of the 
tor, said that local gov- Washington-based Manufacturing Policy 
ernments have been Project and an adviser to Ross Perct.
forced to defer mainte- wrote in a recently published monograph. 

- nance on these projects. He added in an interview that spending
To further buttress the on infrastructure has "a massive effect" 

case for action, some on stimulating the creation of jobs and 
economists use statistics boosting construction and related busi
from the Federal High- nesses, which have been mired at the bot
way Administration to tom of the economic cycle. 

- make the case that But skeptics question whether general
2i 7? - American businesses are public works spending produces lasting.'suffering 	 large losses dividends. Because the real 	problem is 

- because of an overloaded congestion, Bosworth said, the only way
i transportation system, to get a real bang from more federalS4r,"which produces daily spending is through "congestion taxa

horror stories of delays tion"-the imposition of user fees based 
w and congestion. Almost on peak-hour travel and pavement wearludget expert Rudolph G.Penner of KPMG Pent Marwick 70 per cent of daily peak- and tear (heavier vehicles, for example,"1 think the problem is much exaggerated." hour travel on the urban would pay higher fees). "All of asudden, 

interstate system in 1989 we'll find out we tha: don't need to investbig-city mayors, transit advocates, labor occurred in congested or highly congest- as much as we think we have to," Bosleaders and Keynesian economists who ed (near-stop.and-go) conditions, up worth said, "because we'll also be usingadvocate more federal spending despite from 55 per cent in 1983. 	 the existing [highway and runway] stockits effect on the already enormous budget The Texas Transportation Institute has more efficiently."deficit. During the presidential transition, estimated the cost of highway congestion Clinton eschewed such specificity in histhe mayors, in particular, will press Clin- in 39 of the nation's largest cities to be campaign, leaving him open 	to the crititon to increase spending. 	 about S34 billion, mostly as a result of the cism that his plan merely throws money 
at the infrastructure. ..~. , 	  -- "The Democrats can't believe a 
Republican President would ever spend 
money on these things," said Stephen 

"" . " " [ . " "" "" ":' Moore, the director of fiscal policy stud. .	 ins for the Wash ington -based Cato Insti... tute. "They'll come in and spend still 

more money on highways. 'What do they• "want to do-build awhole new interstate 
.. " 
.', -highway 	 system? 1 don't know how you"' " ' - 1 'can spend the money faster than Bush 

- .-. '- has." 
* /~' ~ ~"You can still find highways that are 

crumbling and bridges that are crum
bling," Penner said, "but the point is,*1'. ,. , r, 	 we're probably fixing them as fast as the 

'. system has capacity." 
"You have to remember that [several] 

' S a 	
years ago, the federal aid highway pro.gram was running at $9 [billion]-$10 bil

" LZ blion ayear, then it went to $13 billion and 
- now it's $15 [billion]-S16 billion in actual 

mS. m A projects, which means it has grownFederal Highway Administration chief Thomas D.Larson immensely," noted Francis B. Francois,
"We don't need... a new dash of $20 billion into this landscape." the executive director of the American 
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Association of State Highway and Trans
portation Officials. "The states are pre
pared to spend the ISTEA-authorized 
money at full funding levels, but this 
[Clinton proposal] would be way beyond 
that.... A job-creation activity is some-
thing that you want up and running as 
quickly as you could. The issue iswhether 
there are enough projects out there ready 
to go to make use of that funding in cal
endar 1993." 

But Jacki Bacharach, the chairman of 
the Southern California Rail Authority 
and a Los Angeles County transportation 
commissioner, who's been part of an 
informal task force advising Clinton. said 
that "the money has been flowing, but if 
you look at the [highway] trust fund, it 
didn't get spent." 

She said that large surpluses were 
allowed to accumulate in the trust fund, 
which, along with matching state funds, 
are used to build and repair highways and 
bridges and mass transit systems. Because 
the federal government wouldn't "spend 
down" the surpluses, she said, communi-
ties were forced to "constrain their pro-

- grams." 
Bacharach's comments echoed com-

plaints from transportation interest 
groups in recent years about the govern
ment's failure to spend the trust fund sur-
plus, which the General Accounting 
Office (GAO) has estimated will top $11 
billion by the end of this year. Yet the 
GAO recently found that in meeting 
ISTEA's requirements, the surplus would 
disappear by fiscal 1995, and that if its 
projections hold true, the trust fund 
would have a shortfall of S5.9 billion by 
1999. The GAO's estimate was based on 
a decline in highway excise taxes as a 
result of the recession, which has caused 
a drop in driving and less revenue from 
fuel taxes. 

Such a scenario raises the question of 
where Clinton will find the money to pay 
for his proposals, because the trust fund 
could not provide it, Francois said. More-
over, he said, it was unclear whether 
financially strapped states would be able 
to come up with their share if Clinton's 
plan requires the states to provide match-
ing funds, as the current highway pro-
gram does. 

Critics also question why all taxpayers 
should have to pick up the tab for the 
mayors' wish list, which includes every-
thing from local street improvements to 
traffic signal repairs.

"When localities have to pay for this 
stuff themselves--that is, the users--they 
are much more efficient and much more 
cost-conscious," Cato's Moore said. "You 
want people who use these kinds of ser-
vices to pay for them. You don't want the 
person in Seattle to pay for a wastewater 
plant in Dfs Moines." 

INVESTING IN THE INFUSTRUCTURE
 
The federal governmpt nearly tdpled Its spending on public works from 1956-60, as o'n-

I stcftion on the Interstate highway system took off, but sInce then the nation's annual Invest. 
mont Ininfrastructur has leveled off. Public works spending as a percentage of all fderal out. 
lays hit apok of 5.5 po cent In1965 and has fallen Steadily sinai. 

.. 1 
" " 

1956 $3.5 " $0.1 $2.3 " $6.0 2.0% 
1960 13.2 " $0.2 0.7 3.3 * 17.3 5.0 
1965 17.1 " 0.3 0.7 4.6 " 22.7 5.5 
1970 14.6 $0.4 0.7 0.6 3.6 • 20.0 3.7 
1975 9.7 1.1 4.3 1.0 4.5 $1.0 22.4 4.1 
1980 12.2 2.7 65 1.2 S.1 1.6 29.4 4.7 
1981 11.2 3.3 5.5 1.0 4.6 0.6 26.2 3.9 
1982 9.6 3.2 5.2 0.1 4.5 0.7 240 3.4 
1983 10.7 .4 4.1 1.0 4.0 0.5 23.6 3.0 
1984 12.4 3.7 3.5 1.2 4.0 -0.4 24.4 3.0 
1985 14.4 2.7 3.7 1.4 4.2 0.4 26.8 3.1 
1986 15.4 3.0 3.8 1.8 5.0 0.1 29.2 3.3 
1987 13.6 2.8 3.2 L.0 3.5 0.1 25.2 2.9 
1988 14.5 2.5 2.6 2.0 3.9 " 25.5 2.8 
1989 13.5 .7 2.6 2.6 3.2 * 24.6 2.6 
199 14.0 3.1 2.6 2.7 3.7 * 26.2 2.5 

Ils than $50 million
 
I S C:Congressional Budget Office
 

HOG HEAVEN? in countries like Japan, the construction 
of roads is fantastically more expensive

Clinton and other advocates of more because they are not very good at it and 
public spending on infrastructure argue the cost of land is much higher than in 
that the benefits extend far beyond a the United States." 
locality's immediate needs and are in the Still, Choate's argument is supported
national interest. Choate, for example, by David Alan Aschauer, formerly the 
emphasized the disadvantageous position senior economist of the Federal Reserve 
inwhich the United States finds itself as a Bank of Chicago and now a professor at 
result of huge investments by its interna- Bates College, who argues that boosting
tional competitors in state-of-the-art pub- public spending on the infrastructure is 
lic facilities, the key to reviving U.S. private-sector 

Japan will invest more than $3.1 trillion productivity and investment. Clinion's 
in infrastructure in the 1990s, for exam- "Putting People First" booklet also sug
pie, and Germany has embarked on a 10- gr. .. . ch a correlation. 
year, $1.5 trillion program, much of which ine Japanese, the Europeans-we all 
is earmarked for high-speed trains, fiber- know they have bullet trains, they are 
optic networks and environmental tech- experimenting with maglevs [magnetic
nologies. By contrast, U.S. policies call levitated trains], electric cars. automated 
for less than $1.2 trillion in such invest- highways-those are the paces we ought 
ments. to be thinking about and planning for 

By the end of the 1990s, the United infrastructure improvements over the 
States will emerge with fewer usable pub- next decade," Choate said. "We need to 
lic facilities than it had at the beginning of build infrastructure to compete in the 
the decade, Choate wrote in his mono- 21st century."
graph. Others contend that the futuristic 

But Bosworth argues that such com- approach fails to recognize the political 
parisons can be misleading. "Included in hurdles that any public works projects-
[foreign countries'] statistics for public high-tech or traditional-must surmount. 
infrastructure are a lot of things that we "The tradition of transportation-public 
consider private business," he said. "Our works programs is that the money must 
public utilities are in the private sector, be spread equally across all congressional
for example, not the public sector. Also, districts," Bosworth said. "By definition, 
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' 	 from 23.5 billion passen-
gers in 1945 to 7.5 billionLtoday. In 1985, then-Sen. 
William Proxmire, D-

, - Wis., gave his "Golden 
Fleece Award" for the 
wasteful use of taxpayers' 

. money to the Urban 
Mass Tiansportation
Administration, calling 

, "_3 the agency "the Edsel of - federal programs."
"It's not a simple issue 

the way it was in the 
1950s," Donohue said. 
"When you build transit 
and rapid rail, you've got
problems. It is a huge
undertaking just to get 

.:.3 from the idea to theI 2 	 " &,,,doing, because you've 
got land use and environ-
menial issues. In the 

, short run, if this [Clinton 
proposal] is to be a stim-
ulus program, the money 
isgoing to go to roads." 

Contending that such 
an analysis is "stuck in 
time," Thomas M. 
Downs, the commission-

,er of New Jersey's Trans-
portation Department,

Jeff Faux, the president of the EconomicPolicy lnitIfe argued that a boost inPublic works have always been called pork. 

that's wasteful, but that's politics. The 
idea is that every district has to get back 
what it put in; you cannot use this money 
to reallocate toward areas of need." 

Bosworth .nd Clifford Winston, who is 
also asenior fellow at Brookings, recently
co-authored a chapter of Seing Domestic 
Priorities:J47tat Can Government Do? 
(Brookings Institution, 1992) in which 
they pointed out that approximately S6.5 
billion of the highway money in ISTEA 
went for "demonstration projects," which 
arc frequently the product of pork baTel 
politics on Capitol Hill. "Demonstration 
projects approved in the 1991 ISTEA de-
pended solely on successful lobbying and 
congressional debate and are not subject 
to any uniform evaluation," they wrote, 

Investments in transit do not benefit 
the growing numbers of people who live 
in the city and work in the suburbs or live 
in one suburb and work in another, said 
Thomas J. Donohue, the president of the 
American Trucking Associations Inc. 
Most transit systems are designed to 
scrvc people who live in the suburbs and 
commute to the city, he said. 

A study last year by Illinois-based con-
sultants Jean Love and Wendell Cox 
found that despite more than $100 billion 
ir federal subsidies over the past 25 years, 
mass transit ridership has plummeted 
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transit spending could 
help reduce congestion.

"Transit is in the process of reinventing
itself as a mobility machine rather than a 
line service into a big city in the morning 
and out in the evening," he said. 

Rural counties in New Jersey, for 
example, are interested in "suburban 
mobility-they don't want to build huge
roads," Downs said. "They want a difter-
ent kind of mobility, and it's not rail 
mobility and not even sometimes bus 
mobility. Sometimes it's as simple as try-
ing to figure out where to put medium-
sized and large intercept parking facili-
ties where people can drive and take 
carpool and vanpool or the traditional 
transit." 

Dowrs called New Jersey a good ex-
ample of the benefits of increased public
works spending. "We got hit awfully hard 
by the recession, and one of the few tools 
[to help] was capital expenditure," he 
said. "It worked here. It's given people a 
sense that we are working hard as hell to 
get people back to work on real public in-
vestmentjobs." 

Still, the skeptics aren't persuaded.
"All these programs that are now calkd 
investment-transit, highway programs
the environmental programs, airport pro-
grams and such-in the Reagan years we 
called these pork barrel, and they were at 
the top of the chopping block list," 

Moore said. "Congress has no incentive 
to give up control over these programs:
they like to keep control and can't resist 
the temptation to just make these pork 
barrel." 

"People have been saying public works 
projects are pork since time immemori
al," Jeff Faux, the president of the Wash
ington-based Economic Policy Institute,
countered. "I think there isa lot of sort of 
knee-jerk conservative reaction-either 
you 	think building water systems and 
roads and bridges contribute to economic 
growth or you don't. I think they do." 

Just walk down the streets of any city
and think about all the public works proj
ects, whether roads or highways or sewer 
systems, Faux said. "If you went back to
the newspapers of the day, you would
 
find that they were denounced as pork,"
 
he said. "Well. it really turns out that yes
terday's pork barrel politician is today's

farsighted statesman."
 

Faux, like Aschauer, argues that the
 
United States has suffered a decline in
 
productivity because investment in public 
capital has steadily fallen as a percentage
of U.S. gross domestic product over the 
past two decades. 

A CBO report that was issued last year,
however, found that some studies "have 
exaggerated the importance of additional 
physical infrastructure." The report con
cluded, "Although further carefully
selected investments in public infrastruc
ture may well be productive, there islittle 
evidence to suggest that substantial,
across-the-board increases in current pro
grams would be more productive on a%.r
age than private investment." 

"That's a straw man-they are taking 
an extreme statement and saying, 'Well, 
you can't prove that a dollar spent in the 
public sector is more productive than a 
dollar spent in the private sector,' " Faux 
said. "That's a dumb way to think about 
economic policy. The fact is that there is 
synergy there-they complement each 
other. Look down the road-you've got
the road, you've got the motel, you've got
the restaurant. Now, you tell me which is 
more important. These are things that go
together." 

Clinton, who has areputation as an art
ful compromiser, may see some political
benefits in public works spending that go
beyond an economic stimulus, Knowing
that Members of Congress and key Dem
ocratic interest groups are salivating at 
the prospect of bringing more bacon to 
their constituents, he may well choose to 
cut a deal: In exchange for lots of new 
projects, they would agree to support
other parts of his ambitious domestic 
agenda. 

That's the kind of old-fashioned horse 
trading that another southern President,
Lyndon B.Johnson, could appreciate. U 

0t
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It's Capital Formation, Etupid
 
ByLAW A. KL'LOWAt.LSC 

The pessimism that emitnaled from the 
Little Rock economics teach in ae 

America a greal disservice and plays fast 

And loose with Ilie facts. 

True enough. i~eriou tax and regula 

tory mistakes in recent years, committed 
by a Republican piesident andA Derno. 
craliC Congress. ended t1e Seven Fat 

Years of the longest peacelme eapansion 
in h1to) hut lets noti forgei that the 
volume of wealth creation. business cre-

alion and job Creation during the v8S3189 

Period was a great Achievement. What's 
more. freemarket principles of lmited 
government, lower Ix rates. deregulu' 
[ion. disinflation and falling interest rates 

provided a global sitndlrd of economic 
auccessthat h been copied In virtually 

of the world, including Laiin 

Amerc.,Weslernand Estern Euope,the 
all comers 

former Soviet Union, parts of Alca, and 
most OfAsia. 

Let I alto not forget that American 
workers are the most producIve In the 
world. According to a recent Study by the 
McKinsey Global Inliltute, Assistedby 
Little lock's leading pesaimist. Nobetilt 
Robert Sulow. afull time American worker 

produced 114.6 of goods and Services in 
1990. In dollars of equivalenl purchasing 
power, aGerman worker produced 44.201, 
a Japanese worker 12,201andartish 
worker only 31.100. The study also 

that German J oryand fpanete
workers produced ju Wa, s M . on 

average, us American workers on an 
hourly basis Tits iswhy US real elportls 	 job 
have doubled tn just the paat six years. 

A Hasss-Off AttitudeWhsmoe except forJn le 
atch smery, enneeng eandelecril 

ngieerig ad 
transporl equipment. the U.S bouts supe

machner,eictrcal 

nor producti lty over Japan and Germany 
in every category. Incluiun basic 1muiert .  
Ribmetalprducts.chemitcals.petrleum, 
rubber. plastic products. wood.paper prod: 
ucla, textiles, apparel, leather. food prod. 
aCts. beverages, tobarco and total manu 
factunrng. 

And, accordingto a recent New York 
Times story. the McKinsey study cornobi 
rales earlier research by economists Wl' 
liam Ratonoliand Edward Wolff at New 
York IUliversliy. Dale Jorgenson at HLr. 

yard. Illrl Summers and Ailan Heston al 
Penn. as welt as Michael Porter of the Hliar. 
vatr iousiness tW.lool Moreover, toe rea 
onsfor Anerticn productivity superiorty 

include Wsshinkon'a relatively hanuds'off 
attitude compared with Tokyo or IetJ. 

which allows American companies much 
greater freedom to change prices, Layoff 
workels. Orenter or esit lines of business 
Frtohermor. America'' competitors are 
much inoe likely to plop op older mds. 
Uses, sacrificing higher living standard 
for Jl to preserve jobs for sowe. 

Monday's lead storyon The Wall SUie 

Journal's front page reported thial Ameri. 
can hightech companis have regained 
the lead in semiconductors, and are poised 
to Surpass the Japanese in high definliton 
TV, eecironic books and wireless phones. 
The U S. now runs a healthy surplus In 
Advanced iechnol iy. moing fromn a low 
of 115.6billion in ll to . 6 billion In 191. 
Andthis yeu. U.S.chip makers wil 
reclaim the global lead from Japan. 

Turning back to the domestic acene, 

one role$ thlt Ute Uttle Rock pesslmst.s Next year will be the belt year for 

Ignored Use following socioeconomic business since hel-M, with GLP growth of 

facts: 
e Dunng the Seven Fat Years of the 

1905. real siter-in income rose 161 for all 
Amencans, Including a I2N% gain for 

the median of All Americanl. 
a According to Studie by the it'. 

Bury Department and the Urban Institute. 

America dunng tie 191015eaperienced re-

mirkable upward mobility, ansi Oftoe 
lowest quintile moved up. 60%moved Gutof 

the second lowesl quintile. and 471 roved 

above the middle quintile. The top 1% 
aciually did the worst 

o The largest retlave income gai 

were generated by women, with in 11% 
gain In median women's income As 
pe centage of m le Income. 

The Income tax share paid by the 

upper 1qyof Income earners Irncre ased 4%. 

moving flm 18.2% in 1981 to 2M%In 

1181. 
* Meanwhile, real grOss business fixed 

investmenl as a shore of gross domestlic 

Workers do not creafe 

jobs; businesses create jobs.
The 

great eo issue 
the U.S. 

, cenury 
fi tound in the last 

dcae of te 20 th 

iS no or 


trainfinl -ii is the needfor 
osupplies 094a it 

o 	 iption
j~lfTli~t 

product wu I14% from 1981 to 19I9. 
etpIred with lOin5, between 19TI a 

1979 and 1010. between 165 And 1J9. 
Moreover. as virtually every oultiauc 

released in recent months shows clearly, 
the U.S. acoatiny Is gettingbetter, not 

worse. 
Real GDP so far this year has risen at 

12.0. 	 pare 13.'% excluding net expiorts). 
and other hard ecowomilc daia Measured 
against year-earlier levels Show across 
the-bol lains' economic profits. ad' 
lsed furhurcaes Andrew and Iniki lup 
674billlonl). huricane'adljulted cash flows 

tup 176 blionm; nonfinancial productivity 
lup 3.5%); retail salestup %)l. apparel 
slore &ae$ (up 11%1;Automobile s le lup 
13%); income lop 4.9%); nondefense Capt. 
tat goods irdller iup 8%1; business Stall. 
ups (up 13T%).c.nstnrution lup 6%1. hous. 
ing stas uP 13%); aemiconduclor book. 
Io-bill raio (up 12%). 

Initital unemploytmenlt clainia are down 
150.. Producer price Iflalion it only 
1.3.. consumer price inflation. 35.. and 

businesa output infllion, 1.5% Interest 

rates are low - 31.% Treasury bills. 6%% 
10 year Treasury notes. and Iortlgage 
rates of around 5... Even Ihe banking 
system is recovering from three years of 
overezuitalion; bank profits in the third 
quarter reached A record 10.5 billion 
(nearly twice UI of a year a-o1. aind 
equiy capitol asa &se of total bank 
ssets has reached ?.M. the highest level 

since 16. 

perhaps l'- or belier. largely i-,.ause 
this year Washington lilev o legislate 

any new punitive 1ax Aie' ilat ry costs, 
and thus the private busines sector has 

finally adjusled to the policy shocks and 

damage infliced on business over the five 
prior yearv. In other words, II late 1992. 
not 1932. 

Finally, theconslantlyheard inantrisof 
"worKer IS victim who needs to be re

trained in order to Create job" Ia sheer 
economic nonsense. Workers do not create 
Jobs; busiresses crele Joab.Former prest
dentisl candldate PaulidTtongas pot it bell 
Lastlis winier when he tld I1ey the trouble 
wiih Democrats IS thai they like employ

employer 
on lci essu fng theThe ge atute 

U.S. in the tllstdecade of the 20th century 

is nol inrasitructure or Jo training - iis 
the need for capital aur lies and capital 

formtilon. Workers need capital for new 
business formation. capitl for new tech 

nolog'. capital for job training and re
training, capitol for education. capital to 
converi the delense industry, capital for 

eopanded health care, capital forthe inner 
ci ,capital ocompete withEurope.,Asia 
and in America. and. most of all. 
for job creation fr wealth retioan d 

Ame 
Right now ihui nation a an &on

dance of capiisl More than 100 million 

Income creation or All tcins. 

ether throughAmerica.ns, direct owner. 
prstuctureshipotstocksa1nd bonds lormutualfundsl, 

or indirect ownership through pensio 
funds and retirement plans. have roughly 

11.25 trillion of unreasud capliJ gains.
But this U dead money, locked up by 
Punlilve ax rates on investment and the 
theat OfailSlogJ'er iui,-e rines. 

Unlock CapItal 
i however, the las rate on capital 

were lowered by 50% or nime for all 

alotta - both old Aid new, broay de. 
fined - then the unlocking, realatng And 

reinvesting of $1.25 tillion would unleash 

such a nl of business snd job creation 
thatt weconumy would be propelledahead 
by &t least 4% a year. wrote the budget 
deficil would drop by roughly D0 billion 
through 1996.with plenty of secondary and 
lerllarl resource multipliers to provide tse 

wherewithl to begin aolving any eumber 
Of Social probleni along the wAy. 

Farthermnore, lowering the cos of capi

tl by &flowing fur Inflatioxi'adjusted ew' 
omir depreciation of capital equipmen 

wouldreducehecostofcapital anda imu
late wveilmenufar more effectively tan a 
temporary mriaal Investment Lax 
credit. 

With the corre diluios, and the 
righit Incentives, Any problem can be 
Solved by creative men and wresen. 
America today has a aboruie of capital. 
not s Shortage of taxes or reg u Or 

government direction By solving the Capt. 
tI l shortage thmuh human action and 
free-market resource uilizaion. the Little 
Rock pessimists would soon discover the 
benefits of optimism and growth. Ue twin 
poltitl pilIlas of the fast successful da 
ade, 

, 
Agr. Kiadlo' u cuei omu t 

Stearns. 
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PERSPECTIVE ON THE ECONOMY 

Spend Now,Tax the Rich Later
 
John Kenneth Galbraith, prolessor 

ements of economis at Harvard Urn-
uewrsi. author etIhe serinat 1958 studyi 
"The Affluent SocetV" and. this Iear. at 
"The Culture of Contenim'nit" (Hiough-
ton Milflsn). talked recently with Nathan 
GardeLs. editor of New PerpeirtivesQuar-
tIerly,about the stale of the U.S. econom/. 

Follotng are eccerpe. 

ies: After the long ideological 
u winter of the ReaganThacher-

ro Bush era, can weLlereforee 

the return of the respectabthty of rlJohn 
Maynu'd Keynes across the world-
that ,s. a return to the policy of jump-
starting the economic process through 
increased governmer expenditurei 


Aswr. Contrary to the implication 

of your question. Keynes was never in 

eceme Keynesian support of the US 

economy through a very large public 
deficit used to finance the arms buildup. 
This tss an manifest example of using 

Keynesian deficit financing to support 
the economy. The notion that Keynes 
was abandoned in the 1980s was the 
peculiar mistpprehension of people who 
mistook the rhetoric of free enterprise 
for the reality of massive deficit spend-
tog

What is now being talked about is 
using governmeiit support nit for arms, 
but for civilian goods But this doesnt 
ater the fundamental situation in any 
respect. Government investment is still 
being looked to for the ways and means 
to stimulate and support a weakeningeconomy. 

Q: Judging by Clinton's campaign, 
what is of course different is a belief in 
using deficit financing to put purchasing 
power back in the 
hands of the work. 
Irg and middle 
classes through . 
public investment 
in infrastructure, 
instead of the rich 

through tLx breaks.beocaciytt 
A: Certainly, this A: , . ert~nl. 

is the chief differ-
ence in economic 
policy. I don't quar. 
rel with that for a 
moment But rick-
Ie-down economics. 

the liberation of the 

rich from tauxes, was 

neither pro nor con 

with respect to 

"Keynesiasism." It 

was merely the pe. 
 culia 
culiar contribution 
of Ronald Reagan 
and George Bush to 
the Keynesian tra-
dition. 

On the issue of investment in infra-
structure, the important thing when 
speaking about deficit spending is to 
Separate strong tangible effect from 
theory. 

The theory holds that. by various 
kinds of tax cincessions-in the cu of 
the politically iw- George Bush, a re-
duction of the c.pital-gains tax-you 

could have theoretical effects on the 
economy In other word., those who 
receive such Lax breaks might invest 
their wealth productively That kind of 
theory is something we can no longer 
afford to rely on. 

At this late stage of our troubles, it is 
imperative that we have economic poh-
cies that without a doubt have concrete, 
tangible results that. in fact, physically 
put people to work through such en-
deavorg as repairink bridges and roads, 
or buding rad hoes and optc-fiber 
networks. 

That is the policy shift now occurring, 
It seeks lob creation through public 
investment in infrastructure. which is 
also wealth-creating I wholehear.edly 
agree with this approach. 

But there is something else which I 
think has not been sufficiently stressed, 
and that is the need for greater federal 

government support to states and locali. 
ties. . . .Federal cutbacks to states and 
localities over the last 10 years need to 

be restored at least to their previous 
level. I can think of few better ways to 
add to the depressive conditions that 
beset America as a nation than these 
cutbacks by states and localities, which 
diminish purchasing power. As wa.- the 
cae in California over the summer. they 
also provoke bitter public disctssion 
over priorities between such pertfctlv 
respectable And equally necesa.y ex-
penditures as school funding or welfare 
for poor mothers or police protectvon. 
You could,:'! have designed a better way 
to make the California economy worsethan by inviting such acrimony.The two po.sibities where the rela-

tionship between action and effect is not 
in doubt are public investment and 
federal support to states and localities. 

S 
Wall Street thinks Is belo'What thatomcapacity 

t= right has no relation to the unemployment, it ithere is such high 

health of the U.S. economy. an indication that 
anidctinta 

rene In onomquar- 'f -"The notion that people inflation is not a 
problem.associated with money have Once we get back 

V Intelligence is a silly notion to high employ. 
ment, then let's 

' that we can finally dispense worry about infla.
with In the aftermath of the tion. which can be 

curbed by increased 
Reagan-Thatcher-BuSh era.' xes to slow things 

Ierconribumn 

d 

Q: How are we going to pay for these 
two possibilities of restarting growth? 

A: I wc.IJ accept, with Bill Clinton. an 
increase of taxes on the rich. That will 
not have a necessarily adverse effect 
either on private spending or public 
Investment. The marginal propensity of 
the rich to spend what is not taxed in 
ways that will create )Os not high. 
Unlike the poor and midd. class, the 

rich are nit goig ,o provide th:e large
scale consumer spending needed to get 
us out of these depressive conditions 

And I would go further than the idea 
of only increasing taxes on those with 
incomes above $20).000 1 would have no 
hesitation going down to 100 000 I am 
not going to %eep for anyone who has an 
income of 1100.000 a year or more 

.Iscond. I would urge a further shift 
from military expenditures, which we no 
longer need and where the effect V' 
multiplying employment is weak. to 
infrastructure investment, where the 
employment effect is more efficient. 

Having said that. I would then accept 
an increase in the deficit on the under
sLanding that we have the discipline to 
reduce that deficit when the economy 
recovers Once the recovery kicks in and 
the economy resumes the rates of 
growth and employment levels we had 

in the 1980s. then it will be safe to raise 
taxes. . . In other words, stimulate, 
then tax 

Q; The United States has a 4-Ltrillion 
deficit. If you try any stimulation on top 
of tha . won't the bond market panic at 
the pro,,r'ct of higher rstes and hyper
:nrls.,,n? Won't investors lose confi
dence and shy away from productive 
inve'ime.t 

A: Ti: ;nystcal argument displays 
that wonderful :apacity to be com
passionate for those who don't need to 
be cared to, or protected The bond 
markets ought to be totally ignored. 
absolutely As ought to be clear by the 
mess this country finds itself in today.what Wall Street thinks is right has norelation to the health of the U.S. econo

my The notion that people associated 
with money have intelligence is a silly 
notion that we can finally dispense with 

in the aftermath of 
the Reagan. 
Thatcher-Bush eraMoreover. if the 

Mreconomyis per
formig so much 

down, and by high
c in rates.

interest rates 
We have learned 

that interest rates 
do work against in
flation, but they 

don't work against deflation. You can 
pull on the string, but you can't push on 
it. That is one of the great recent lessons 
of Alan Greenspan's tenure at the Fed
eral Reserve, where he has continued to 
reduce interest rates to no effect what
ever. The lesson is that growth isn't led 
by business expansion through lower 
rates of capital. "he economy is pulled 
by growth of consumer spending. 
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Why 'Growth Companies' Aren't Picking Up the Slack
 
Just Aboutever)one now agi's that

job incerns espjvin America econumit 
funk BilrompaniesArefir ng uth ats o

Weperted What reul) uonsis Ii-
reluctance of smaller. growing enterpnses
to hire. 

Although survey di from theNatiunal
Federlion of Indelpendenil bu iness 
IhpIBI sitowedeven sharper drop ofts in 
luring plansduring the 1975andl91screditSqueezes,the 19Mtshaveseenapeculiarly 

.tloined jobdrought in this sector 
Whataccounufor this In "sun,the

birtplace of venture capital. I railed on 
Inc magazine. which dunngAmericas 

Business World 
D y T i msW. Fer gu s o n 

entrprenearial decadeof 1979-89iesaal-fihed illh usfriend andcoanselorto Lie
nation's 'roingcompanies 'Like many
of ItSsubjets. Inc. hu pausedo tke a 
breath thepasl .years.,with circulation
lingering ust below Fth,04 Newways-
bo., adataase - are being trted to 
makemoneyoff theold frnchulw 

Edilr GeurgeGetrdrn, who cametoInc. us192. hearsmuch thesamefrom his 

changed the way we think aboutlturing.
We re very slow to lure, very relucla.nt to
replace people who. leve. much mxe 
Antsiu tofigure out how to usecontract 
peopleto replace fulilimepeople.''I'm tldking aboutcronpanueswith 15tin
20 million dolla in sales,growing 2D%, 
25%,the type ofcompany at wasdoinga
01 O job generation in the 'Vs. I think 
we're going to se substantially lensjob 

generation per dollar o revenue in the 
us I almot think of I As the Europeans 

r ,iunof ring .In the lus. om an es 
prided themselves on hring two people 4 
day fur the last year.'"

Its all part of adrive tominimize flied 
costs Anddebt in J deflationary setting
Mr Gendron says the muchdscused 
creit crunch was often )List a comeup-
pani:,for companies thal had golien cart-lirs or arrugint about borrowing NOW 
prudentlir IL.lo customers orbig o'-

caues y lareadrs."Fu thefirt lmesnceJoebeen
raiders. Forthe irs ikme snce Iffeen caw, byalbankr.ptcy laws, andcredi&Ithe magaine. pick upa very dlferent I t companies are steamingAttitude Inc. ran inOn the pwn of rapidly growing "innouous" •actually prohitng from the suowntfurn I'vecompanies, onesthat are doing real well self fiancing by stretching out 

now. like Kingston Technology, 
a Fountain Valley,Calif . upsTader of 
personal computers, founded in 19t1bytWO 
Immigrans frinnTaiwan. With revenues 
pushings td 12 millionlInc 5 0h aiat.staf of .he s the lu l "-s and 


TBtay £managehl
eTnoiay nmagersant-want a lower breklerbr. 
evenpont andmorefletxbility, Mr. Gen 

dron says "People wanttogetinaIndoutofthings with fewer encunbrances." They
don't [allupfor chancy projects thinking
omselhing elsew llrme lorgilfeeded to 

sopu ihe awed payroll.
'Therean astonishing epercentsgo

this pan of the U.S.economythat u baely
surviving." hesay, andonereson is that 
cAluallies Already strewn about havelffbad debts to be came Panly. LhisiS 

erll aboutcin biS paya guy who wasleft
'veMr.Actully rolzing(rumthe6ownurnhad CFO ater CEO tell me. 'We've really 

whohaS,"sys Mr.(;endrun. 'SnItheresa
high degree of paratvoia these days in Mot Profeqt d Tax Ia ge1 
Small tom pdnie at u whal they view athe 

pirale allies tor financing or they ndo it I1-per spn contirn hisSoundings.astheim th 

frivolous litigation " Include in that tile 
new colage industry of tawers who gotkolngfor high tech cmpanies theycan 
suefor shockprice voitilThly.

Hsexuai haeassnent isa murky thing. 
o in tle new isahilitietis act. Inded thle 

gamut of regblalion is the top complaint ofbusinesspeoplefor thefirst time in Mr. 
Gendrun's memory. NFIBfigures over 

chainshows Regulation ha.sriven to bea 
lopconcern, far surpasic?other factors 
such uascredit. osa demandhef and 
Laborproductiony. 

"In"aosnmostcshatreallydebl W t r a l e t l l eOs of im' Iler companies thesedaysisn'ta specific government agency. llI's heexpense "d frustration of dealing with 

conflicting government regulations. statn,kn"jof tler i The nst artculai people
eemtoiarge - andI hea a lotof this in 

Califria-Inate ealisue iheo tof 
compliance: Can't wemale theproces of
compliance more costefficienlI The rules
aren'tde. They tny be 

BiU ng SIWi 

P'CtN 1 llis uvqKaislo I
0% 

menle. theeditor recalls "We werede-
haged with faxes, calls and letters" con 
plalning aboutthesympathetic slant. 

It's not just themuletpluce that hs 
small businesson edge. Governmntoin In 
the form of laxes, bureaucracy or the 
rourla. keepsmany enterpriue from ital.U4their engines. Dread Inhibits; baring. 

"Nearly every CEO you talk to baa 7 in 

' 

0 

1m 

i m iu saeither hada sexdiscrimination or anage j..v  ivwni Idiscrimination sujt or knows Somebody 

betgttMI III Ssi 

Caparsiir-i allnutuia 

11t1d sapi IaagsIII 

'One ofthenasty legucies ofthe Resgun administration, which we all thoughtmight havereal benefis. ts that Reagan 

pushedA tot ofenforcement downto thelocal level," Mr. GendroenoWerves. A 
company doingIsane'u in s dozen talles 
May have in "negowa complin " a 
dozentimes 

Theother bigworry is les. ASvey
for Ntionail S all BusinessUnit d found 
levies ont payroll the top caddaie for 

reducIonlsee the phihareI youinclude the helth-care tab aind 
workers' compensation insurance,th'eshold cst of thefirst dollar ofwalges

the
L& 

p~rtie tn"hat. Cbsr re'a wonerigt 
Gendron"whether there'aa wholeexempt poruon of ue workform we're Jul
 

not going tooffer beneliu to."
 
Oneburden theyre auie stshoulderin


worker training. SaysidleInc. m ian."hts 
rveh conln lsent thehamsofWh'ichI ' hner son nbefore te I e nious, 

I've never sen before clever. Ingenion,Slnts doing Ofthe-'shelf solutions."The 
C me e BI o ihrt, who wnia a 
newm fo(ftraining? "Let maret toreasle 
lake careof if." 
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A Letter to the G3
 
by Lester C. Thurow
 

It 's Time Fora Reality Check, Boys.
 

Dear Messrs. Bush, Kohl, and Miyazawa, 
In the euphoria over the demise of communism, you 

guys have dropped the ball on the problems of capitalism. 
The numbers are irrefutable. In the 1960s. the non-com-
munist world economy grew at 4.9 percent per year. In 
the 1970s, this slipped to 3.8 percent per year. The 
decline was attributed to the oil shocks and necessity for 
governments to impose restrictive monetary and fiscal 
policies to control the inflation flowing from the oil 
shocks. It was then confidently predicted that when the 
oil shocks went away and inflation was under control, 
growth would spring back to 1960s levels. It did not hap-
pen. In the 1980s, the oil shocks and inflation went away,
but the economic growth of the non-communist world 
economy slowed even further to 2.7 percent. Thus far in 
the 1990s, the world economy plods along at less than I 
percent per year. 

The long-term drift toward slower growth and stag-
nation can be seen from other perspectives. In the 1960s 
and 1970s, every part of the world participated in real per 
capita economic growth. In the 1980s, much of the world 
(Africa, Latin America, South Asia, parts of the Pacific 
Rim such as the Philippines) had no growth or were actu-
ally declining on a per capita basis. In the 1980s, Western 
European unemployment rose to and remained stick at 
double-digit rates - and some countries such as Spain 
and Ireland hovered in the high teens. The small 
improvements made in European unemployment in the 
late 1980s have been mostly lost in the recessions and 
slow growth of the 1990s. 

Great Britain is stuck in a recession that, although it 

is shallower, has now lasted longer than its Great 
Depression of the 1930s. While America enjoys a techni
cal recovery, from its recession, its growth rates are not 
high enough to be seen as a recovery by anybody in their 
everyday economic life. At mid-year 1992, Japan and 
Germany both have negative rates of growth. If property 
prices are included in the index, deflation has replaced 
inflation in many countries. 

If one looks at almost any industry on a worldwide 
basis and asks how much could be produced if every fac
tory in the world were running at capacity, essentially 
every industry can produce much more than will be 
bought. 

If Lord Keynes arose from the dead, he would think 
that the world had entered a time warp and he was back in 
the 1930s. Then the speculative bubble known as the 
'Roaring Twenties' led to a financial crash and the reces
sion produced by that financial crash stretched on for a 
decade and became known as the Great Depression. 
Looking at the 1990s. Lord Keynes would think that he 
was looking at a horror movie being run over again.
Having thought that he had taught the world how to con
trol such situations, he would be shocked to see that noth
ing has been learned. It is as if collective memories of the 
previous mistakes have been wiped clean and everyone is 
going to repeat their mistakes once again. 

Like the 1920s and early 1930s, a speculative bubble 
collapsed in much of the industrial world in the late 1980s 

Lester Thurow is Dean of the Sloan School of 
Managementat M.T. 
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and early 1990s. Canary Wharf on the Isle of Dogs will 
come to be seen by future historians as the ultimate tulip 
in the financial mania of the 1980s. This bubble, like all 
other bubbles, ended in a financial collapse. Starting in 
the savings and loan industry in the United States, spread-
ing into world property markets and engulfing Great 
Britain, and then galloping into Japan with a collapsing 
stock market and falling property prices, a financial col-
lapse once again as in the late 1920s, swirls around the 
globe. 

The world enters what in the best of circumstances 
would be a long and difficult period of cleaning up the 
mess left behind. In 1992, the 
world is not attempting to 
recover from just another of 
capitalism's inevitable cyclical 
downturns. That, as history 

once again the rule of the day. Facing a recession, Japan 
pushes its export surplus up to annual rates that, depend
ing upon what month is multiplied by twelve, are running 
from $120 to $160 billion per year. Every $40 billion of 
export surplus in Japan represents 1million unemployed 
workers elsewhere in the advanced industrial world, and 
many more when those surpluses are with the developing 
world. 

While not a formal trading block, the good perfor
mances of the Pacific Rim countries in the carly 1990s 
depend upon running export surpluses and transferring 
aggregate demand from America and Europe to the 

Pacific Rim. Southeast Asia 
and southern China are doing 
what the exclusionary trading 
blocs of the 1930s tried to do 

o- run a trade surplus with the 
has shown us, is easy (think of Every $40 billion of export rest of the world and keep your 
the rapid 1982-83 recovery surplusin JapanrepresentsI economy running at the 

after the 1981-82 recession). expense of making itharder for 
Cleaning up the mess after a million unemployed workers economies in the rest of the 
speculative bubble is much elsewhere in the advanced world to function. Sooner or 
harder and longer in the best of later, the rest of the world will 
circumstances. industrialworld, react as the world did in the 

Like the United States 
retreating into isolationism in 
the 1930s and refusing to see 
the problems of the rest of the 
world, Germany retreats into 
isolationism in the 1990s using the excuse that it must 
focus all of its economic policies on bringing eastern 
German incomes up to western levels. If those policies 
hurt the rest of the world, so be it. -

Like Britain refusing to continue managing the world 
trading system in the 1920s and 1930s, the United States 
uses none of its political energy to get a successful con-
clusion to the Uruguay GAT" round. 

Like the 1930s, exclusionary trading blocks are being 
formed. The Common Market of Europe has the cover 
that it is designed to eventually lead to political integra-
tion - the only situation under which a violation of most 
favored nation principles is permissible under the rules of 
GATI - but no one in the North American Free Trade 
Agreement is even thinking, much less talking, of eventu-
al political integration. NAFTA is a direct violation of 
both the rules and spirit of GATT. So, too, is talk about 
making the countries of Eastern Europe associate mem-
bers of the European community and forming the 
Common European Economic Space with EFTA before 
formally adding those countries to the European 
Community. 

Like the 1930s, beggar-my-neighbor policies are 

1930s and simply use import 
controls to stnp the Pacific Rim 
from accentuating their local 
recessions. When the rest of 
the world clamps dcwn, as it 

sooner or later must, growth will also stop in southeast 
Asia and southern China as ithas in the rest of the world. 

If the economies of Central and Eastern Europe are to 
have any chance of making it from communism to capi
talism, they must join a capitalist world where aggregate 
demand for goods and services is rising (not falling or 
stagnant) and where there are sectors with shortages 
where they can compete (not worldwide excess capacity 
for everything). In the present macroeconomic environ
ment, few of them are going to make it. 

The problems of the 1990s will not lead to the big 
declines in GNPs experienced in the 1930s. Governments 
have not suffered complete collective amnesia about their 
experiences in the 1930s. Before that happens, they will 
institute effective counter-cyclical policies. But the prob
lems of the 1990s are apt to reduce the 1990s growth rate 
by more than the one percent per decade decline that has 
been occurring in the three previous decades. Without 
effective worldwide aggregate demand management, the 
world faces a decade of very slow growth in the 1990s. 

By slashing interest rates, sharply cutting income tax 
rates, and doubling the defense budget, America in 1982
83 pulled the world out of its 1981-82 recession. But that 
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was the last gasp of the American economic locomotive. 
It is no longer able to act alone. What Amenica used to do 
alone, cross-country coordinated macroeconomic policies 
must now do. In the aftermath of the 1987 stock market 
crash when everyone expected a sharp recession in 1988, 
everyone practiced macroeconomic stimulation in the 
major industrial countries and the world enjoyed its best 
growth year of the 1980s in 1988. With everyone simul-
taneously pressing down upon their economic accelera-
tors, the world economy roa.,ed ahead. But when it was 
clear that the dangers from the 1987 stock market crash 
were past, the world retumid to uncoordinated macroeco-
nomic policies and a history of 
ever slower growth razes 
resumed. 

While the G7 supposedly 
exists to coordinate economic 
policies, increasingly it doesn't 
even pretend to be able to carry 
ou this function. Year by 
year, the fraction of its time 

devoted to economics goes 

down ind the fraction of its

time devoted to other issues 
such as Yugoslavia goes up. 
In any case, the difficulties of 
coordination rise rapidly as the 
number of countries grows. 
What is needed is not G7 coor-
dination, but G3 coordination. 

What is neededis not G7 soon. On the superhighway, no 
one stops since there are thou

coordination, sands of thers who could just
but G3 coordination, as well stop to help. 

Seven-country coordina-
tion is simply beyond the bounds of feasibility. Even 
three-country coordination may lie outside the set of polit-
ical feasibility, 

The problems are not economic. If Germany, Japan
and the United States adopted integrated policies, every-
une else would fall in line and even if they didn't, it 
wouldn't matter since none of them is big enough to off-
set the effects of common G3 actions. Let the G7 talk 
about whatever it likes, but follow it with a subsequent G3 
meeting where real actions are expected. 

What needs to be done at this moment is clear, 
(I) The United States should be stimulating its eccn-

omy by pushing up public investment (infrastructure, 
R&D, education) and finance this investment with bor-
rowing in the short run and by changing its tax and credit 
systems to encourage (force) greater savings in the long 
ran. 

(2) Germany should also be paying for its invest-
ments in eastern Germany by borrowing and its consump-
don expenditures by taxation. High interest rates are not 
the right vehicle for stopping wage push inflation in either 
eastern o,western Germany. 

(3) Japan should be running a substantial trade defit.,:
while adopting macroeconomic policies that would pro
vide ,aggregate demand -enough for a recovery both in 
Japan and in its trading partners. 

But it is clear that none of these three countries is 
going to do what they should do to help the world econo
my. No one wants to inconvenience themselves to help
the world economy, since no one is now large enough rel
ative to the world GNT, as the United SLtas was, to see 
that the success of the system is more important to them
selves than anything they could do in terms of looking
after their own narrow self-interest. The problem is much 

like an accident on a superhigh. 
way versus an accident on a 
country road. On the country 
road, everyone stops to help 
since they know that there is 
unlikely to be other help along 

Unfortunately, the conclu
sions are inconvertible. No 
system of macroeconomic 
coordination will be put in 
place in the years ahead. If 
there were a severe worldwide 
depression, the world would act 

together to stop it, but it won't act to stop stagnation, slow 
growth, or local recessions that spiral around the world 
from country to country but never appear everywhere at 
the same time. If the world cannot coordinate in 1992, 
given all of the problems that exist in 1992, it isn't going 
to coordinate except under the most dire of circumstances. 

By focusing on its own narrow short-run self-interest, 
each country thinks that it will be better off than if it 
focuses on worldwide systems problems. If someone else 
takes care of the system, they are correct, but if no one 
takes care of the system and it falls apart, each stands to 
lose much more from system failure than they can possi
bly gain from local optimization. 

In the end, the rate of growth of the world economy is 
the most important factor in everyone's local succes.. 
The countries of Central and Eastern Europe now have 
GNPs far below where they were in 1989. With little 
practical help from the old capitalistic world and a slowly
growing world economy, they will be lucky to get back up 
to 1989 levels by 1999. 

Worldwide real economic growth in the 1990s will 
be substantially lower than it was in the 1980s. Bet on it. 

With warmest personal regards, Lester 
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Rise of Nouveau Protectionism
 
By WILLIAM J. FINK 

President-elect Bill Clinton has often acknowl, 
edged that international investment benefits the 
U.S. economy. Indeed it does, by creating jobs, 
higher wages and lower prices. 

But in recent years, lawmakers have intro-
duced, and often passed, legislation that discrimi-
nates against foreign companies. Once in office, 
Bill Clinton should try to put a stop to it. 

The new protectionists argue their legislation 
will reduce the persistent trade gap with Japan, 
create American jobs and "open" foreign mar-
keis The reality is different; The result of legis-
lation closing US. markets to foreign exporters 
is the closing of t'o-eign markets in return. 

The U.S. legisi " also violates many U.S. 
treaty obligati"," - -. ed to encourage interna-
tional Investr, . ult is a US. investment 
policy at wai .. ,, a war that unlort.inate-
yis being wo • .. otectionists. 

The protecti..,.Ls employ four "weapns" to 
discourage international investment, 

The first is to redefine a "US. company.' The 
traditional definition of a company has been by 
place of incorporation. This concept has allowed 
subsidiaries of foreign companies located in the 
United States to receive the same benefits that 
U.S. companies enjoy, 

Some bills, though, try to shft the definition to 
percentage of stock owned: A U.S. company 
would then be one in which more than 50% of the 
stock is owned by U.S. citizens. That would dra. 
matically increase the number of firms against 
which protectionists could proceed. 

A practical problem with this definition of 
ownership is that foreign ownership can be 
achieved with a single 1% trade of stock; foreign 
ownership could be lost again when that stock is 
later sold. 

Moreover, It would be impossible to know on a 

ivYenday whether a publicly held company is, in 
ct, U.S or foreign-owned. 
Beyond that practical problem, the definition. 

al change could harm foreign-owned U.S. compa-
nies that have done business here for years, by 
denying them benefits accorded to other U.S. 
companies. 

For example, the Amer~can Technology 
Pre-eminence Act of 1991provides financial as 
sistince to "industrial-led private sector efforts" 
to increase research and development In critical 
technologies, development 

The act's Advznced Technology Program sup. 
rts high-risk, high-technology projects that 
Methe potential to create entire new Indus-e 

triesa aconoclamLeaving aside the question of wbether the U. 

government should hand out money to companies 
from any country, a change in the definition of a 
U.S. company would require American subsid-
lanes of foreign firms to meet additional require-
ments for funding. 

The second method of restricting foreign in-
vestment is insisting on reciprocity - also 
known as 'you hurt us, so we'll hurt you." 

This principle actually should read. "you hurt 
yourself by closing your markets, so we'll hurt 
ourselves by doing the same." 

Proponents of reciprocity claim that closing 
U.S. markets will open foreign ones Reciprocity 
would, for example, require foreign companies 
applying for U.S. funds to be based in a country 
that affords U.S.-owned companies comparable 
opportunities to those it gives its own companies. 

But consider how this works in the real world, 
Changing the criteria for receiving funding under 
the advanced technology program, for example, 
could hurt the U.S subsidiary of a company such 
as Siemens, a German firm that employs 15,000 
Americans in manufacturing jobs. 

Depending on Germany's laws, that U.S. sub-
sidiary might not receive the same benefits that 
other US companies receive. That, in turn, may 
make Siemens less inclined to locate operations 
in the United States. 

A related method of discrimination igainat 
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t' itr fm rjc.gtemnlmI t's picture of me rejecting the mindless 
I of receflt decades." 

foreign firms is a practice called "reclprocal 
national treatment." 

National treatment is an internationally rec
ognized concept requiring host countries to treat 
foreign firms the same way they treat their own. 
The United States and its trading partners have 
derived numerous benefits from this practice. 

Reciprocal national treatment, on the other 
hand, reflects a belief that the US. government 
can foster natio, I treatment abroad by provid-
Ing for its select! i denial at home 

For example, .) proposed amendment to the 
1984 National CLoperative Research Act would 
extend the law's coverage to include joint man
ufacturing ventures in addition to joint R&D 
ventures. 

Joint production ventures would have to be 
located in the United States, or in countries ac
cording reciprocal national treatment in their 
antitrust laws, to qualify for immunity against 
US. antitrust laws. 

But denying national treatment to foreign 
companies undermines the very notion of nation
al treatment. Thus, the commonly used term 
"reciprocal national treatment" has nothing to do 
with national treatment, as protectionists would 
have us believe, but actually is its antithesis. 

Moreover, this apprtach is likely to contribute 
to a long-term erosion of national treatment by 
subjecting foreign-owned U.S. companies to 
treatment that is arbitrary, inconsistent and dis
crimina~tory.

Under the fourth protectionist technique. 
firms would have to manufacture in the United 
States in order to receive the benefits of certain 
U.S. programs The intent is to encourage joint 
ventures and affiliates to locate in the United 
States. 

However, to be competitive in today's world 
economy, firms must be able to locate wherever 

and other factors lead to the highest return 
Trying to force companies to locate in the United 
States regardless of the returns is likely to cause 
them to avoid investing in joint ventures covered 
by such laws. 

In sum, the subtle shift toward discrimination 
against U.S. trading partners will hurt the US. 
economy by decreasing international investment. 

It also is contrary to the United States' inter
national treaty obligations, which have created 
enormous economic growth. These obligationa 
should not be abandoned to a piecemeal, protec
tionist agenda
WWa JeAIay 
William J Fink is a legal policy analyst with
Citizens for a Sound Economy Legal Alliance in
Washington. 
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The Truth About the Deficit
 

I 
 By Charles J.Zwick 

and Peter A. Lewis 


n 967, president Lyndon B. 
Johns..n's Co:...nision on 
Budget Concepts issued a re-
porton'bow the budget deficlt 
should be defined and pre-
sented. At that time, the Gov-

ernment faced an 58billion -- or $13 
billion - defict, depending on how 
the Ludget was defined, 

Today, when thi deficit may ex-
ceed N400 Rossbillion, when Perot 
argues that itis the country's most 
pressing problem and George Bush 
and Bill Clinton express concern, not 
one person in 10,000- including most 
members of Congress and professors 
of economics - has the foggiest idea 
how the deficit is, or should be, de-
lined. 

This disagreement arises because 
the budget is not simply a - _. "o is not a bad deficit, for there is slack ness, so that when such debt is repaid
divide up revenues bui also a %_ o 
stimulate or cool down the economy 
by influencing purchasing power,
growth, Inflation, Interest and ex. 
change rates, 

Although there never will be a right 
or perfect budget, tl.e nation must 
agree on what is In the budget and Its 
deNcit before It goes to war over' its 
size and strategies to deal with IL 

There are at less, six major ques.
tions for which thereare no simple 
answers but whose ..nswers dramall-

-
Charles J. Zwick wo. directorof the 
Bureau of the Budg t and Peter A. 

cally
change the size or the defIcILShould interest payments be parof
thedef;cil? 

No, isresay. They argue that 
when interest rates go up, the deficit 
automatically rises by the increase In 
interest costs, yet unlike normal 
budget expenditures this increase 
does not create any new demand for 
goods and serviccs. They argue fur. 
th!r that interest costs relate to the 
financing of the deficit and should not 
be considered part of the deficit. 

Opponent! of this view, Including 
us, argue that Interest payments, 
which absorb 18percent of Federal 
revenue today, could eventually ab-
sorb almost allsuch revenue - and 
then what? 
Isa deficit coused by a inthortfall 

revenues in a recession a iruedefl. 
cit? 

No, some say. During recessions, 

earnings rather than being amortzed 
over the life ofa projeCL

Opponents argue that capital and 
other expenditures chase goods and 
services and have an immediate eco-
nomic impact and thus should be in-
cluded. We would propov,a separate 
capital budget as part of the grand
total. 

Does Inflallon reduce the deficit? 
Yes, some say Infliuon reduces 

a coun 
d 


,
 
-and 

. 

OSl' 

..
counting? 

taxes fall. This creates a deficit, but it the value of outstanding indebted-

in the economy and add:,nal pur- It will be in cheap dollars. For exam-
chasing power will not crt mfbl. pie, a3percent reductio, in $3trillion 

Lewis was assistant director In .thewould show a deficit if capital costs 
Johnson Administration were deduced immediately agains. 

Lionary pressures.
But we urgue that recessionary 

deficits increase debt and long-term 
interest burdens, and therefore can. 
not be ignored. 

Should capitalexpenditures be In-
cludel in the soamebudget as ordi-
mary expenditures? 

No, some say. Capital expendi-
tur.s, they argue, are long-term as-
sets; thus, deficits created by spend-
ing on rosos, schools and harbors 
should be excluded from the operat. 
ing deficit. All growing businesses 

of debt would be equivalent to a reve-
nue gain of $90billion - a large 
percentage of our deficit. 

Yet, most experts, including us,
would say that inflation does not cut 
thedeficit. Inflation is not an unmixed 
blessing and has no immediate cash 
Impact. 

. Should the savings and lian flaun 
be included in the budget? 
No, some say. They would argue 

that depositors In failed banks gained 
no additional purchasing power be-
cause of the Government rescue. 
These depositors never realized their 
savings were us jeopardy. If the Gov. 

ernment had nMt protectid them, 
many depositors would have been
wiped out vnd national purchasing 
power would have been drastically 
reduced. On balance, we agree with 
thisanalysis. 

Opponents argue that the Govern
ment must stillborrow money to te
plerun the btnurance funds and that 
such borrowing creates higher oi
term interest burdens. 

Should the Social Securiy pro-
Sramsrrnin in a .imlfledbudget?
No, some say. Social Security funds 

are trust funds held for the benefit of 

partUclpants and should notbe used to 
distort the size of the deficiL 

But we argue that the surplus (or 
deficit) In the trust funds has a major 
impact on theelomy and thatthic 
overwhelming realityshould be rec.
 
olin.ed.
 

0 
Depending on which Items are in

cluded, the 5351.9 billion deficit In 
President Bush's budget request for 
fiscal 1993 could be as high as $470 
billion or become a surplus of $155 
billionl The issues canniot be an
swered with a simple yes or no.A 
campaign IsnottheidealUmetohave 
these issues addressed. 

But the President-elect should in
mediately appoint a new bipartisan
 
commisalon to review the rules.
 

When a new debate isjoi, Iover a 
constitutional amendment requiring% 
a balanced budget or a revised 
Gramm.Rudman deficit.reductin 

-act, the participants, the press and 
public sMould first know what Is 
meant by the deficit. 
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A Deficit Reduction Plan to Boost the Economy
 
By MAN'TSF't.tn.r.In 

Au leader of the IemocratlICPirty, 
President-elect HillClinton his anenor 
nTrusadvantage He canetpect theDemo, 
crat.ic'Controlled Congress to enact his 
budget proposal.Fur nore than Adecade, 

,pblican deficit reductioninllAlives fru 
were blocked by partisan wrangling. aAll 
goeswell, thenew president can put that 
behind us. 

A reliable mu tiyear deficit reduction 
law pa'aed eurly in 193 would not only 
provide the future cipital for healthy 
growth but, by reducing the real long-term 
interest rate. would stimulate a stronger 
recovery in the near term A large enough 
Irunclad mullyear deficit reduction that 
starts in 1 : would reduce lnfg.term rates 
by enoughto mike a horm-tortrtICLJ 
atimlus both unnecessary and unwise. 

-n his campaign. Mr Clinton promised 
to "cut the deficit in hall by 196 - That 
means culling thedeficit flem 12A billion 
in Wlcal1992to 115billionin fiscal 19<6,a 
reduction to ?; of gruss domestic prouct. 
That's nut as much reduction as I would 
like to see, but it would be a subtanulil 
accomplishment and a major step toward 
budgetbalance before lheyear M. 

CBO Esidassates 

Cutfing the 196 budgel deficit to 1145 
billion should not be as hard as it may 
seem. The bipartisan Congre sional 
Budget Office recently estimated thal 
eLvuIIUnit r uver5 will automatically' 
shrink the 196 deficii to Z4 billion with 
out any reduction in government programs 
or increases in U raes ,Evtnalter 

raising the annual level of spending by $60 

billion for inlrasructure and training. 

which candidate Clinton promised in the 

19% budget target by deficit cuts tral 
average $40 billion a year over the next 
four years, slightly 1% of coes.more la 

bired spending and laxes. 
Mr. Clinton has already indical-4 some 

of Ibe ways in which hispromisea leficlt 

reduiton could be achieved. Not surpr. 
lrigly, most publicixed profosal was tohis 
lower defense spending. President Bush's 
mosI recent budget proposed culing real 

defense spending by nearly 2. from 12 
to 19%.The Clinton plan would cut defense 
by in additional 67 in I'*. or 165 illion. 

Some military experts will Argue that this 
goestiofasi and perhaps toofar. I will not 

try to assess [hat. butonly noe Ot even 
with thesepmrutaed defense cuts Mr. Clm. 
ton would need $150 bullion oSuill 196 
nondefense deficit reductions to offset his 

pro sed new spending andsulmeet kms 
budget taget. 

ie thrd preldential debate. Mr. 

Clinton calltedforreducingSocialSecu- additioial revenue. And deficit reduction 
rily benefits foeupper incuene peoplewho ahuidbeguaranteed by a tougher version 
"get more outofit than theyhave paid of lheold Gramni-Rudmon law that auto-
in ' Current relirees receive five or six matically cuts spending across-the-board 

eis Asmuch in Ixrheitsas they hAve 
paid in Jusltaxing hWehls like ordinary 
initune would raise $6 billion a year by 
19 wllhoutimpsing any burdenon those 
retirees whose ini-um-varelow enough for 
thi m to pay no incsme ian An additiunal 

billion a lear could be saved by 1996 if 
the Automatic coit-ot iving adjustment of 
beinefits a Scaled back to the exce-o ol 

tnflatiut over V, 
Medicare her"' bene its for the aged 

will cost $2ui blliun in 1996 Mr. Clin 

1125 

ndlraises dl dxesb) anequal percentage
I 

ifthe actual deficit exceeds i I annua 
target. 

Deficit reductuon legislation that turns 
a campaign promise to halve the budget 
deficit ino10 ironclad legalguarnitee 
would reduce long-lerm interesi r-ls Sub 
ailnially. Th t falt in lung term rates 

would stimulate housing consLirticion and 
businines vestment The lower yield on 
dollar bonds would cause a decline in the 
dollar,biusing the volume of Amenca' 

Board o Contributors 

'"
The right strategy i,a long.tern de itredution plan 
"9o


enacted now and starting in 1994. Long-ie ndetct reduc. 
stbiosthe needed short-runitimulus. 

ton has endorse the idea thal people 
should "pay more for Medicare if they 
can. Taxing the insurance value of Medi-

care subsidies would raise 25 billion in 

1996 Increasing the annualdeductible toe 
physicist.lrvicestojust= A year would 
save aboutIS billion more 

Excise txes on Alcohol anotobacco 
colletted revenue of l7,of gross national 
product under President Kennedy. but 
only one fifth no much now Returning to 
the earlierlevel would raise mn than 

l billion in 1M An environmental presi-

dent should hewilling to boostgasoline 

lxes by five cents a gallon each year until 
campaign. Usenew president could hit hisl 1996. adding 920 billion to 1996 rve-

ue. 
U Mr. Clinton ad tLe Democrats 

don'tlike the disirbuiunall implications of 

th s-e reforms and lax Increases, they 
Ltax would iot raise real long-term nterestcould use some of their propsed 

Increase on high income individuals to 

achieve what they regard as a fairer 

distribution of the coits of deficit reduc-
lion It would beirre;ponsible. however, to 
use the proceeds from a Lax Increase on 

high inome taxpayers, as the Clinton 
campaign proposed. to finance a middle 
class taxcut &a time when the budget 
remains in sertous deficit. 

This combi atlion of spending cuts and 
lUo increases should be enough to cut the 
19% deficit to 145billion. But expertence 
showsthaIactual deficits generaillyexceed 

predictions. A pay-no-you-go rulelike the 
one in ihe 19 budget sccordwould ensure 
that any new spending voted by Congress 
would be offset by other spending cuts or 

export$ to the restof the world aid Shink. 
lngimports linn abroad. 

ft would be very dangerous to pursue 

tie opposile budget strilegy Advocated b) 

some Clinton advisers: attempting a 
Keynesiandemriand atimulus by increased 
1993government spending and a tempo-
rary invesment tax credit while pOStpon. 
Ing acion to re-lose the deficit Afthough 

more government spending would directly 
raise GDP, the financiul markets would 
Inevitably extrapolate the higher budget 

deficit of a Democratic president into even 
g lreter deficits inthe future. The resulling 

rtse in real long-ierm interest rates would 
hurt business invesiment, housing con. 
stru.tcion, and net exports Thenelelfeclof 
an aitempted Keynesian fiscal stimulus s 
therefore likely to be cntoerprodlucive. 

A temporary fiscal stimulus In 193 

rites if it is accompanied by legislation 

that provides an Iroclad multiyear deficit 
reduction package. But with theli -r real 
ing term rates thait result from food 

budget legulation, a fisc stimulus might 

be excessive. c&us!ngtoo fast an upturn 
with a resulUng rise in inflation, 

There is, In short, no need to choose 
between short-run stmulus and long-term 
deficit reduction. Nor is there & need to 

combine the two The right stralegy is a 
long-Lermdeficit reduction plan enacted 
now and starlingin 1994.Long term deficit 

reduction is the needed shtoertun SIU. 
muJlus 

I Iscritical that the long-term delicti 
reduction be an ironclad legi lative guar. 

anteeFinancial naraeu arerightly skep 
tical ofbudet agreementsafter both 
Gramm Rudman andile 19 budget A.c 
corodid noi achieve thedeficit reducion 
that they promised. 

The economic plan included in Mr 
Cliiton's impaigo document, "Putting 
People Firs,- is not reassunng No one 
believes wishlulIthnking cuts in govern
ment waste would save theprjeclted M 
billiona year or tht preventing "tin 
avoidance' by foreign compunies would 
raise $ll billion a year. The Clinton planto 
increase spending on lfrastructure and 
training would simply ad to projected 
deficits The higher laxes on the top 2' of 
taupayers would rot even pay for the 
proposed middle-class tax cuts. 

FailureIoenacl a credible muiUyear 
deficit reductionplan could cause&shrp 
defii r on plncouldras a are 
jumpin iong trn rateanedownturnl In 1993 'The prnvleconomic inI 
Int rate remainseiceptionllylow in 

the inflow funds ol de fromtherestDlI 
hs fallen sharply alkng with the improve
ment in our trade deficit Wutnoul deficit 
reduction, the lunds uvailable for busines 
investment snd residential co"voscison 
over the next few years would he an 

astonishingly low r. of GDP Thatinemfa
blywould mean higher Interest rates ald a 
less competitive dollar. 
Imedate Pactia 

U fitaicial markets conclude that such 
a future rise in long torm Interest i-sis Li 

they will i.ct immediaely.
 Inevitable, 


pushng up lere-srates now a.nd drtving 

down it Ipes o interest seniive sperdl
ing. Unlikein lice easlytills. whenUse 
I e Ur i n dell~bls.we te 

fneret rnes. ithere be none o
would now 
rshefaore faling ieflation.positive - de

teining aton busln inad Individuals. 
iing deen busiea indivdalt . 

a rtsiog deense budget and a small initial 

steof theenabiat debt - to offset the 
adverse effect of high interest rates on 
overall economic activity. 

Eacting "ln talio to halve the budg 
deficit by 19M will be the first Major 
test ofPresident Clinton's credibility and 
leadership. The Democratic-cunlroled 
Senate ai d House may balk I inflicting 
pain on middle class voters through spend. 
Ingcuts and higher laes But afier defeat. 

Ing the Reagan and Bush proposals for 
delicit reduction for t0years, they must 
now accept the responibility of supporting 
the Clinton deficit cuts or putting the 

current economic expansion In jeopardy. 

Mr. FIeldsteri. /omer caiirloia of the 
pressdevt's uncl of &,xnamlc Adti'nm, 
us pro/essor/econexics al Harvard. 

http:F't.tn.r.In
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Robert J. Samuelson 

The Truth About Deficits 
Sen. Warnen Rudman. Republcan of New 

Hampshire, and former senator Paul Tsongas last 
week announced the formation of the Concord 
Coalition. which they hope will build a popular 
movement to curb federal budget deficits. Good 
Lick. The budget should be balanced, and in that 
spint. I will now tell you everything you always
wanted to know about deficits but were afraid to 
ask. Here's the hardest truth: Ending the deficits 
won't necessarily do us much immediate good. 

Compelling reasons exist to balance the budget,
Permissiveness toward deficits-an attitude dar 
ing from the Kennedy-johnson economic poi-
ris-encourages sloppy government, It relaxes 

pressure to kll unneeded programa to Justifyor 
new spending with tax increaseL. Interest on the 
$3 trillion federal debt now-account for 14 
percent of spending, up from 9 percent in 1980 
and 6 percent in 1959. If continued, this could 
heavily burden future generationm. It could aso 
tempt government to idlate: to repay its debt in 
cheaper dollars. 

Imagine the consequences. It's 2017. and inter-
est payments are now 25 percent of spending. 
Government tries to meet demands for new 
spending through inflation. Large parts of the 
baby boom-ust retired or near retirement-are 
impoverished, as the purchasing power of their 
life savings rapidly erodes, 

But you see the problen: All my reasons for 
dealing with the budget involve vague dangers 
that he in the hazy future. Meanwhil. all the pain 
of balancing the budget (spending cuts. tax in-
creases) exts now. Every polxi. it knows who's 

being hurt without knowing who-if anyone-is
being helped. This has always been the crux of the 
matter. It explains why the deficits don't figure in 
the presidential campaign. It explains why there's 
been only one budgLt surplus (1969) since 1961. 

Our political culture often demands., "crisis" to 
justify unpopular action. The budget deficits 
haven't provided one. Advocates of deficit re-
duction try to overcome this obstacle by arguing
(a)that unless deficits are cut soon, some calamity 
will occur or (b) that cutting the deficits will 
quickly improve the economy-in other words, 
we get ice cream after eating our spinach. The 
troub is, these arguments are usually wrong. 

Let's review some of the preposterous claims: 
w Budget deficit, worsen inflation, Oops. Sune 
1980. udlaton las dropped from 13.5 percent to 
about 3 percent. What largely determines infla-
tn is how much new money the Federal Rewre 
pumps into the economy. 
e Budget deficits cause trade deficite (the -twia 
deficits"). Ouch. In 1985. the budget deficit was 
$212 billion and the trade deficit was $134 billion, 
In 1991. the budget deficit was $269 billion and 
the trade deficit $87 billion. Our trade balances 
reflect mainly exchange rates ard economic 
growth here and abroaid. 
i Bidget deficIts raise interest rates, Yes, but 
their impact is dwarfed by other influences -ex-
pet tations of future inflation. Federal Pnerve 
poli.y and tax effects. In 1981. the 'rear" interest 
rate (the actual rate minus inflation) on a 10-year 
Treasury bond avraged 8.8 percent. The budget 
deficit was 2.7 percent of gross domestic product 

(the economy's output). By !986. the real interest 
rate had fallen to 3.8 percent while the deficit had 
ballooned to 5.2 percent of GDP. 

It's also hard to blame the economy's present
sluggishness on deficits. Cautious consumers. cuts 
in defnse spending and the overbuikhng of corn-
mercid real estate are baskecauses, Slightly 
stronger (but still weak) is the argument of the 
Rudman-Tsongas group that cutting the deficits 
will q lwkly Improve economic growth and living 
stand.rds by releasing more funds for private
investment. This is probably true. but the effect is 
mode:.t. 

A study by three economists at the Brookings 
Institution indicates that eliminating the deficits 
might raise our future wages by about 10 percent 
over W years. Even if the actual increase were 
twice that. the gain would occur only gradually 
and would be quite small i any one year. The 
reasnx for this is that business investment is only 
one factor affecting living standards. Mortover. 
there's already a $9.8 trillion investment base of 
plant and equipment. Raising new investment 
($541 billion in 1991) by 20 percent or so 
annually only slowly increabes the total invest-
ment Isise. What really matters for our future 
living riandards is how well businesses marnace all 
their investments, new ard old. 

Why bother with deficits. then? The answer is 
that there are distant dLnger:. even if we ion't 
know precisely what they are or when they might 
occur. Italy has run huge deficits for years. People 
marve led: How could this continue? Well, it 
hasn't. Italy is now in the midst of an iniriense 

political and economic crisis. The longer we wait 
to cut our deficits, te bigger risks we run and the 
harder the job. 

It's not so tough now. Adjusted for the reces
smon.the deficit is about 3 percent of GDP. 
Suppose we eliminate that by equal spending cuts 
and tax increases. A tax increase equal to 1.5 
percent of natinal income isn't crushing. In the 
long run, we can't control budget deficits unless 
we curb health spending. That will be tough, but if 
it isn't done. runaway health costs will overwhelm 
governments at all levels and depress take-home 
pay. 

The truth is that, by itself, balancing the budget 
A no obvious panacea for anything. It requires 
sensible spending cuts and tax increases. Ul the 
reduction occurred too quickly, it could temporar-
By hurt the economy. And frankly, the deficits 
might fester foe decades (as they already have) 
without triggering any crisis. Some Democratic 
economists-sensing victory in November-al
ready argue that the deficits can be temporarily 
disregarded. The samneargument was nude in the 
1980hs by Republican surply-siders for the same 
reason: They wan! to pursue their own agenda. 

In a sense. both are correct. We won't get ice 
cream for reducing the deficits. There's,no ,istant 
payoff. As long as we insist on one, we will remain 
paralyzed. A balanced budget-not at all tinies or 
in all circumstances, but as a general rule- of 
conduct-is merely a necessary discmplme for a 
responsible society. Who knows, if we ignore that 
ling enough, we might even emulate Italy. 

C 1asz.r- .,. 
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The New Convenant and the Deficit
 
By 6AsILoV. SAWiILL 

Thoseappoinled io serve in the nea 
adminislralion would do %titto remember 
thepresidenl etlect, commitment to whal 
he is called the new covenan. "a solemn 
agreement betweenShepeopleand their 
goveroment basedot simply onwhat each 
of uscan lake buton wh i all ot sumusl 
give to our nalin" The reent electin 
provided no mandale tar oldfashioned 
Lu-and spend liberalism. notonly did Il11 
Clinton rejec su h policies bulamljOnly 
oa the voers endorsed the leaner and 
medaner platarsna of Rwm Perot and 
GeCorgeBush 


Democits who want to Lackle the 

tough rhi engesfacing Shecountry will 

need more than oneterm to do so; Io slay
in power. they need io reach ou to Amer 
cans lessIran solidil in their corner. The 
newr'iVenani iaoneimportant vehicle for 
doi." so,By keeping the ltous on what is 
diinclive Ahoulthe 'new Democratic 
Pary." the presidenlelect and his team 
can helpknl Shecountry together in a 
governing coalition Shatis far moresus" 
tamable than lutdayS dissati faction with 
an incunbent presidents &msdlinigof the 
economy, 

In their b ak. "Pulling People R'irsi." 
the Cliun-Gore team spell out Sheimpl-
cations o the new covenant most com-
plelely in the arias at welfare andeduce-
lin Welfare recipients would receive Ad. 
diliondil irin;ng and other services bus 
would, afler two years. be expected to 
work. Students would be given college 
loansbul wouldbeexpected Sopay them 
back. either through a Surtax on their 
earning or through national service. 

But what are Ihose of us who have 
tinushedourscholingandarecomortaby 
well of especled So do' This will need 
tO be spelled OuIas Shenew president 
addreises Shetough economic andbudget. 
ar, Issuescome January. 

A tiscal stimuus Packagemay be 
neededearly in 993to get the econy
moving again. Butadopting one wilhout 
simultaneously reducing Shelonger-term 
deficit wouldbe irresponsible andmighl 
frighten the financial markets Quileapart 
from Sb?economic arguments tor linking
short-term simulus Io bnger-term e. 
atrainl, the principles at the newcovenanl 
call tar exactly such coupling o the bitier 
with She sweet, 

Under She newcovenant. government
would promise to create additional job to 
opporlunllies. bu once the economyhad 
recovered, andIncomes andSaxrevenues 

iere up. everyone would be expectedto 
pay a little more or do without soine 
current benefits. The slimulus package 
couldinclude somequick revenue sharing 
torstile andlocalinfrastructure projects, 
a sluablebut time limiled (or dechningo
Invesiment tax credit, and (it poltic
demandSl asmall. tneporary middle-class 
tax cul Thesewould be accompanied by 
permanently higthertaxes onthe weal:hy, 
culbacks in defense,and other deficil 
reulraining measures lobephasedin more 
graduali) in a waythat would reduceIhe 
size o the debtrelative to She economy 

To ensure t at Shedeficit reduction 
measures wre Actually dedicated to that 
purpose, a commitment would be madeto 
tinance all olber domestic policy ills. 
lives on a pay Asyou go basis.Pay asyou 
go financing is. afier all. just She new 
covenant in fiscal clothing Apay-as you. 
gomechanism already eyis3 in the 1990 
budget agreement. bull should berevised 
to permit more flexibility in making trace 
ofis aniang Alltypes o expenditures, as 
well asbetween t 'enditures andtaxes. 

Jn effort shIuld be made to Iall 
new sending and revenue measurestn 
ways that the public canunderstand and 
support. A long term Infrestusclure pro
gram could e paidfor bya gasoline Lax 
Investmentsiniew cummonic.lon lmight
belinked to an excise xIon long-dlarce 
telephone calls: environmental cleanup, to 
a s anconsumer packaging. 

Programs (or Shehomeless andthlae 
living in publichou.sing couldbe paid for by 
cpping the mortgage interest dedarisor. 
The exclusiun o some otShe gaits on 
Saveslments in newbusinesses.,or a more 
permanent Investment Saxcredit, could be 
paid for by basing foreign or dornestc 
corporaiions more beaitly. The elderly's
natural interest In their grandchildren and 
theit olen rich memories o their own 
childhoods could betapped in aneffortti 
gain their supporttor newilveslmentS us 
the next generation.

This logic should notbe pushed too far 
An, in most cases. legal earmarking o 
specifc revenue sourcestor specific par. 
posesshould be avoided: however, the 
apecific benefits and Itrade-offs associated 
with eachset of politically unpopular an
lions wouldbe clear. Asking thoseliving In 
expensive homes Io help the homselesa. 
those who drive to contrlibutemore to road 
mantenanre, and those whoproduce trash 

help cleanl up the environment has a 
certain muralreasonablene s, It such ia. 
gumientreonated with shepublic, new 

government commitnents would increas. 
ingly cometo be seen as entailing cor. 
mensurmteresponsibtilhes (rum Asherl 
cans and A new fiscal elhic might be 
born. 

It is time o end the sterile debate be
ween lhse who favor morn governmentaln thosewho favor lenm The nations 
proe wobevoole itiodsTnl 
problems can be lved only if it leaders 

m kegvemmenirmoreeltecive andnmore 
cOluenl with shepublic's Values The 
president elect Khsenumerated the princ
01-s neededto succeed in this Usk HisSnalorc{'iallende now laId1)Iraw She cauntry 
together ashealempts to put these priri
ples int practice. 

Us.Saaill incolevrnul atIVhtrbas 

)utithte in WasAlAglID. 



A Call To Arms
 
by Lawrence H. Summers 

One ofAmerica's Top EconomistsSays 

It No Time ForMore Supply-Side Hooverite Myopia. 

M e live in an era of supply-side econom-
ics. Some see supply-side salvation 
through lower taxes and greater incen-
fives. Others see it coming through bet-
ter infrastructure and better trained 
workers. The supply-side emphasis in 

macroeconomic thinking is overdue. But it has had the 

unfortunate effect of subordinating traditional concerns 
with demand management. With Keynesians in retreat, a 

dangerous classical orthodoxy has emerged. The classical 

orthodoxy of Herbert Hoover made the Depression great. 
Continued fealty to today's orthodoxy dangerously threat-

ens economic recovery around the world. 
Today's orthodoxy has three tenets. First, reducing 

the rate of inflation as far as possible should be the sole 
objective of monetary policy. Second, policy should not 
be discretionary since more discretion is a prescription for 
more inflation and less output growth. Third, fiscal policy 
is at best irrelevant and at worst counterproductive in 
combatting cyclical fluctuations. Each of these tenets is a 
partial truth but can be disastrous if taken too far. 

Is LESS INFLATION ALWAYS BETTER? 
The industrialized vorld discovered painfully during 

the 1960s and 1970s that there is no stable Phillips curve 
whereby more inflation is associated with more growth or 

lower unemployment. To anyone aware of Latin 
American economic experience, the point should have 
been obvious. It is clear that sophisticated modern 
economies are hurt by double-digit rates of inflation or 
even rates of inflation in the high single digits. 

But the protestations of many central bankers 

notwithstanding, there is no compelling case for 1-2 per

cent inflation rather than 3-4 percent inflation. The evi

dence of recent events from Europe to Canada to New 

Zealand seems to be that the costs of beating out the last 

bits of inflation can be very high and the benefits may not 

be great. Almost any notion of why inflation is costly 

would suggest that its costs would rise much more than 

proportionally with the inflation rate, so the benefits of 

inflation reduction diminish as lowcr and lower rates of 

inflation are achieved. 
As an empirical proposition, no OECD country has 

averaged much under 3 percent inflation over the last 30 

years, and those with the lowest inflation have suffered 
reduced growth relative to what would be predicted on the 

basis of their initial levels of income. And there are few, if 
any, examples of economies that experienced healthy 
growth along with under 2 percent inflation for a decade. 

And it now is a particularly bad time for an aggressive 
war against inflation. Much of the reason why grwth has 
slowed in the industrialized world is that debtors owe too 
much and their creditors have too little capital. Now is 
hardly the time for drastic reductions in inflation that will 

serve only to raise debt burdens and reduce the value of 
creditors' assets. 

As a general proposition, it may well be that small 

Lawrence Summers is Vice President Development 
Economics and Chief Economist at the World Bank and 
currently on leave from HarvardUniversity. The views 
expressed in this articleshould be attribu:edonly to the 
authorand not to the World Bank or any other organiza

tion with which the authoris affiliated. 

NOVEMBER/DECEMBER 1992 THE INTERNATIONAL ECONOMY 47 



SUMMERS 

positive rates of inflation are desirable as a kind of eco
nonic lubricant. In the modem world, it is unfortunately 
all too common for the wage a worker can command to 
fall by 2 or 3 percent in real terms in a year. Indeed, 
young American males without high school degrees actu-
ally lost ground at this rate throughout the 1980s. 
Without some positive inflation, real wages cannot fall 
without reductions in nominal wages. The result is likelytooudbet 

to be higher unemployment. 


A similar argument applies with respect to interest 

rates. Real interest rates have been negative near most 
business cycle troughs and real after-tax interest ra'es 
have been negative on average in many countries. Wih 
no inflation, negative real interest rates or negative real 
after-tax interest rates are impossible. The result would 
be higher capital costs, less investment and slower 
growth. 

There is the final consideration that sufficiently low 
inflation rates may not be credible. Wage and price set-
ters will always suspect that starting with little inflation, 
the temptation to inflate will be strong. Maintaining cred
ibility will require continually disappointing those who 
expect more inflation with high costs in terms of unem-
ployment and foregone output. 

Governments that do too much to stimulate demand 
risk bequeathing a legacy of inflation to their successors. 
Governments that do too little to stimulate demand risk a 
recession that hits investment and reduces the capital 
stock they bequeath to their successors. Which is the 
greater risk? For many years, inflation has been the 
greater risk sut with inflation at its lowest level in 
decades in t. United States and Japan and with disinfla
tion sending much of Europe into freefall, it seems that 
stagnation is the greater risk today. 

SHOULD THE ECONOMY BE TUNED? 

The orthodox idea seriously advocated by many aca-
demics and paid lip service in the financial community is 
that policy should be governed by rules, not discretion. 
The argument parallels the argument against paying ran-
som to kidnappers. It holds that the temptation to inflate 
is irresistible in the short run, but has disastrous conse-
quences in the long run. So it is suggested that policy-
makers should adhere to fixed rules that remove the possi
bility of inflationary bias. 

Recent European experience demonstrates the cost of 
tying policy to an exchange rate mast. With fixd 
exchange rates, it is easy for a perverse dynamic to set in. 
The worse things look, the more likely is devaluation, 
which raises interest rates and makes things even worse. 
Fixed exchange rates have their place and they certainly 
can contribute to efforts at bringing down rapid rates of 
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Important Summers-Time 
Reading, in Brief 

* Supply-side orthodoxy: (1)reducing the rate of 
inflation should be the sole objective of monetary 
policy; (2) policy should not be discretionary and 
should not seek to counteract the business cyclesekgherontunemploymentss.ycl 
and (3) fiscal policy is at best irrelevant and at 
worst counterproductive. 

- There is no compelling case for 1-2 percent infla
tion rather than 3-4 percent inflation. The costs of 
beating out the last bits of inflation can be -,Pry 
high and the benefits may not be great. 

- Now is hardly the time for drastic reductions in 
inflation that will serve only to raise debt burdens 
and reduce the value of crcditors' assets. It may 
well be that small positive rates of inflation are 
desirable as a kind of economic lubricant. 

* Which is the greater risk, a legacy of inflation or a 
recession that strangles investment and reduces 
capital stock? With inflation at its lowest level in 
decrdes in the United States and Japan and with 
disinflation sending much of Europe into freefall, 
it seems that stagnation is the greater risk today. 

* The reason there are today no monetarists under 
60 is that the relationship between money aggre
gates and anything interesting turned out to be 
extremely unstable. 

* In a world where inflation depends on cyclical 
conditions and growth is an important objective in 
and of itself, policymakers would be fools not to 
get and act on all the information on economic 
conditions that they can. This means gross if not 
fine tuning. 

*Despite the length and depth of the current reces
sion in the United States and Japan, some of those 
prominent in international financial circles preach 
the gospel of immediate fiscal restraint. This is 
Hooverite madness. 

A time when monetary policy's potency is
 
reduced by all sorts of problems in the financial 
sector is no time to renounce the fiscal policy tool, 
much less to move it into reverse. 

- It's time for the supply-side revolution to be com
plemented by a demand-side restoration. 



inflation. But foregoing monetary policy discretion in 
favor of an irrevocably fixed exchange rate, regardless of 
circumstance, is a prescription for overvaluation and very 
painful adjustment. 

While no central banker admits to fine tuning, every 
central banker keeps a Reuters screen nearby and tracks 
every indicator. This is fortunate. The idea that policy 
can be set by rules presumes a degree of stability in eco-
nomic relationships that is regrettably absent. The reason 
there are today no monetarists under 60 is that the rela-
tionship between money aggregates and anything interest-
ing turned out to be extremely unstable. And recent expe-
rience has also destroyed confidence in traditional 
relationships between the yield curve or the va-rious inter-
est spreads and cyclical developments. Too much is 
changing for any simply specified feedback rule to be 
remotely viable. 

Even if somebody someday finds a magic money 
aggregate or other variable that is stably related to cyclical 
conditions, it is hard to see why policymakers should 
respond to only one variable. Does anyone seriously 
doubt that expansionary policy was the right response to 
the 19S7 crash? Is there any question that monetary poli-
cy needs to take account of strains in the financial system? 
In a world where inflation depends on cyclical conditions 
and growth is an important objective in and of itself, poli-
cymakers would be fools not to get and act on all the 
information on economic conditions that they can. This 
means gross if not fine tuning of the ecoomy.. 

What about the concern that fine tuners will always 
tune up the inflation rate? As the history of the 1970s 
makes clear, tne concern is a real one. But there is a better 
solution than eliminating discretion. It is ensuring that 
discretion is used wisely by making the monetary authori-
ty independent. History demonstrates that countries with 
independent central banks have had much less inflation 
and marginally better growth performance over the last 30 
years than countries with politically controlled monetary 
policies. 

FISCAL POLICY WORK? 
Budget deficit, are a means of deferring payment for 

Io(Amment services, not an alternativ, way of paying for 
them. They increase the bills that must be paid later and 
redu~e economic growth by crowding out investment. As 
a long-nun proposition, there can be no doubt that coun-
ties are better off with smaller than larger deficits and 
that ratios of public debt should, outside of emergency 
periods, be decreasing rather than increasing, 

Current orthodoxy recognizes these verities but 
Womtetimes seems to forget that budget policies are means 
to the end of sustainable and steady growth. Despite the 

length and depth of the current recession in the United 
States and Japan, some of those prominent in international 
financial circles preach the gospel of immediate fiscal 
restraint. 

This is Hooverite madness. For the long run. the 
orthodox view is right. Deficit reduction is imperative and 
the sooner it is legislatively locked in. the sooner long
term interest rates will fall and the sooner the economy 
will recover. But for the present, the last thing that the 
United States or Japan needs or that the world needs from 
them right now is a drastic reduction in domestic demand. 
And that is exactly what would be accomplished by imme
diate reductions in spending or increases in taxes. A time 
when monetary policy's potency is reduced by all sorts of 
problems in the financial sector is no time to renounce the 
fiscal policy tool, much less to move it ino reverse. 

The automatic stabilization associated with the reduc
tions in revenue collections and increases in spending in 
recessions is probably the most important reason why 
downturns have beer shui-, r and shallower in the post-
World War If period that they were in the pre-World War 
1I period. It is hard to believe that it is appropriate for 
cyclically adjusted budget deficits - let along actual bud
get deficits - in either the United States or Japan to be 
decreasing and offsetting automatic stabilization. Simply 
to preserve automatic fiscal stabilization, some modest fis
cal stimulus is called for. if and only if it is part of a credi
ble, fully specified, medium-term fiscal program. 

CONCLUSION 
The industrialized world is now caught in the longest 

period of slow growth and stagnation since the Second 
World War. Three months ago, forecasters expected the 
decade of the 1990s to witness the slowest growth ia the 
industrialized countries since the Depression. And recent 
consensus forecasts of the pace of recovery in Europe, the 
United States, and Japan have all been revised sharply 
downwards. Right now one of every eight men between 
25 and 55 in the United States and Europe are unem

ployed, and the figure is likely to increase over the next 
year. 

Slow growth has enormous costs. The U.S. contrac
tion is costing the average American family nearly $5000 
a year. By the time it ends, slowdowns in other parts of 
the world will be at least equally severe. Slow growth in 
the industrialized world will cost the developing world 
more in lost exports than they will receive in foreign aid 
this year. And slow growth makes myopic policies of 
protection and underinvestment all but inevitable. 

More of the same thinking will produce more of the 
same results. It's time for the supply-side revolution to be 
complemented by a demand-side restoration. 
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Michel Kisley Job One: The Economy 
Spinach vs. Candy 
faces two contradictory economac challenges,As many have noted, President-alect ClintonS 
One sgooitng a luggish economyi the sne,

sor.mentaryOne s gobigterm. The other is the federal deficit, which is a lugishecoomy n
sapping our long-term economic strength. Any
short-term stimulus-a lax cit. a spending in-
crease or some cumbination-wdl increase thedeficit. thus worsening the long-term problem.
Which should he choose? 

To a back-seat iver, the answer is obvi-
ous. Going for the shot t-term stimulus would 
be a mistake that could wreck Clinton's presi
dency. I count five reasons. 

First, it may not be necessary. Before the 
euctiun Clinton was pooh-po ng George
Bus'. iiniu that the economy is on the 
mend. Now he in afford to adiit thlt Bush 
may well be right. Governieni stimulus ef-
forts usually come tw Late in the buaines cy-

le to do much goo.
Second. usthe new global economy, an ari-

facial short-term stimulus may he self-defeating. The markets will greet any such ef-
fort by raising long-term interest rates, due to 
fear of rising deficits and future inflation. This

will counteratt any stimulus effect. In the

month before the electin, long-term rates
mnth befores eati on.on -te mwent up aalmost hilll apint on the mere suppo-r es 
ston that Clinton would v %dthenattempt 
a quick economic pollt

(The flip side of this is that markts will re-
ward genuine commitment to deficit restraintwith lIwer interest rates and renewed confi-

dance the Amerl n economy. That will
have a stimulus effect of its own.)Third, much of t he pretrent pob agony is Us-
related to the short-term state of the econo-
my. Huge layoll in corporate America are 
part of a hisioric restructuring that won't be 
derailed by a fiscal stimulus. Nor should it be
derailed. Clinton's plans for worker retrainingand building new indu.Uiss are the right an-
awers fur this one. 

Fourth. Reagan and Bush destroyed fisci 

stimulus as a useful economic medic'ne. atleast for now. by overprescrbing it. If theeconomy is sluggish with a 8300 billion-plus
deficit (and low, low short-term interest rates 
to boot), what will it take to stir the juices?
$400 billion? $500 billion? 

Fifth and most important, there's politics. IfClinton uses this excuse to evade the deficit 

problem early on, he'll never address it. Fiscal
stimulus is candy. DeiIcit reduction is spinach.At the beginning-with goodwill from citizens 
and Congress. and reelection four years
away - President Clinton's power will be at It-i 
reith. If he offers candy now, spinach won't 
sell later. 

What the Chntonites would like to do, proba-bly. is to offer s candylspinach package deal: 
an agreement in advance that a year or two of 
stimulus would be follewed by serious deficit 

te 

reduction. This is a fantasy. It would be thefourth tine in less than a decade that Americawould have made a solemn commitment to 
start serious deflcit reduction in a couple of 
years. 

Count 'em. In 1985 we had the Gramm-
Rudman-Hollings law, ordering across-thehoard spending cuts if deficit targets weren't 

met. When that became too onerous in the late1980s. the targets were extended. In 1990,wt en the extended deadlines would have start-
ed to bite into popular programs, we had the
Budget Summit. That agreeioeit put off tough
love until after the 1992 election. And here we 
are. 

Arguments that Clinton should ignore the
deficit at least in the short term are coming 
not just from Keynesian liberals urgin uick 
infusion of federal spendui on things like In-

frau'lucture. Since the election there ilao has 
been asteady drumbeat of conservative cons

demanding that Clinton prove hiaboto. fies as a "new kind of Democrat" by
quckly enacting tax favors for business such 
asan investment tax credit or capital gais tax 
cut. 

Clinton got elected promising all thes 
things in various forms. but he also promised
to pay fur them with compensating tax in
creases and/or spending cuts. Trouble is. any
such"revenue-neutral" approach-giving with 
one hand, taking away with the other-would 
not provide a short-term jolt. And of course it 
would require selling the spinach along with
the candy. That's why the Clintonites are at
ready traveling down the wearily familar road
of claiming that various goodies will "pay for 
themselves." , a Ronald Reagan's famous sup
ply-aide tax cuts. 

Remember the Laffer Curve? Well. please 

wlceweome !he "AschauerCuv.ante c-Curve" another eco 
omist's bid for immortality. It purports to
 
show that pulic infrataructure investment
roads, bridges etc.-generates enough new
 
economic activity to replace, in remarkably
short order, the tax revenues it costs. AndClinton advisers reportedly are peddling a

tdy by anoher econonist making a similar
 
suy fo the propo n einesment 

claim far the pros busness investment 

It is hard to think of anything that would be 

more dispiriting than to see President Clintonembrace the discredited politics of the freelunch. Clinton is stuck forever, no doubt, with 
the label "slick." But there are different ways
for a politician to dispLay, and use. slickness. 
One to to give people everything they want. 
Another is to convince people they want what 
you give them. The second type of slicknessis a valid part of leadership. Which kind of slick is 
our next president? 

0 
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If It Ain't Broke, Don't Fix It 
9u1"rrnBy la 8(s becuril) bill increased benefits by about Also enacted was the Public WooksEm.TheU.5 S emerged from Its ninth Jan 6. tKa. which rmusedthe gasoine it 

pov.ar rec .esion 
Uii mllion it ] billioni andWAsenacted pluymen Act of 1916.signed on July 2.- int fact,new ositive I+June by five centsand increased espendilt:which etablihhed the ficsl Public Worwsntuiberi on tie ecuretom) Additilnl acton wastken againstthe 

for highways and mass transit by 13Shavealready
excited the Pess PgTam IL.PW)IARFAincreased revenue billion IL59hillioiio it hnigeriog

strled referring Io "Clinton Prosperly wal 


Muh Imc it has effects of he recession In 19,2. sharing to the stales by $1 25billion 14 2 
over fiveyears. Secnd 

win the Public 'Aura Acreleraltion Act billioni. Theumounl 
the Emergency Jobs Appertafiotu 

Nevertheless. peessurefoe thetederallow- ThL bill.Signedit lawoilnSwp 14.was 
of Aid wasdependent Act of 156. signed March 24. which in

ernmenl to enactan Anti recession pim a on the local unemployment rale. LPW creasedspending by Is billion 11158 bilcompanion o0 the Area Redevelopmerl increased tunding Io $ategrim hasno abaled. and President e:.ct Acl. auihocizing $lA million i1S4bhilliui 
AndLoratgOV- ionI lur 7 different programs.


Clinton h yet to abandonhis timniulus ernmenls for publicwiks projects by $2 Only 2.S%of Ihe fund, under he sacto(pUic work i0 deslmtnaled ares The billion 16. billion)plans This follows thepIatern of postwar facetransportation bill wereexpendedin
uolunercyclial progirams Ail were en 

Iegi idiion *iAs designed i create 5,300 AS latemanyears of etmploymentBut a General. as 197. Congresswas sLillenitiling legislaton todealwith thealter ficel 19h3and net addiional funding toactedwell after theendof therecession- ling Programsatoosnled to last 16"
They)eaicertledIntialton.or&Ltinlerest million IIl I billioniAll poitgar countanecycs,cal programs Dot the gasoline tax
rules andmis thenext recession worse. were enacted Ini asedtederal revenues byi| 7billion
Therecession a 

II bllhoniin fdales given are from Ive i 1962Thus, onbalance.after the recesswns'end. They exacerbated inlatto raisedNational ireau OfErnoomic ie programwavcontbactlonar) ratherResearchFigores Inparent esesare Thenexacerbate sein tiLIJ'IcoIover. Interest rated and made the next recessioin worse. thagsoMr
tivanstltlive in the irl e r Morestale an healJ governments maly

tinmbie" 11iao-rou 1949Althoulh Accunlting Uffiee stuly oind Ihiatfewer maothof the recession, in the formofthe 
havepulled backon public worksspending

the recession beganin November In anticipotion of new fleeraJ funds, . 
was t 4 . :I than bo1th number were created More'-no olil July It. IN. l t President over. the peak numberof fob 

totl IPublic Worts Capital Development shownby thesharpincrease in Sate andcreated and tnveslment Act of 1976,wlichtninan pulforward an I point prngrsm was lcal bdlget Surplusebbeginning in 1993Camein June W1a.3 month alter the enacted on May 13. 1977.early a
0combatIherecession Onlyonepropsal in the secondiuarterreC1s11n1sto medout tt Ia doubtful that aty nttU Carter Adminibtraltc This legsli- theAdvance Lh' ntlr 1%i9Nrletbee,1970Theonly 

n jllo weerucreae ilnheOub u, y lwasercted by'Congress s 

PlannP.g for PublicWorn Act,signed on 

added54billion i1t.2 billion)i to te LPW c srlLt
major legisalion Addressingthis reCeSsionOct. 11. I14 This leislion authinzed was passed progum The AREAprogram wasi£1t ca Jolmore thin a year after It exlendedS100million iU 2 billioni in interes Iee 
a year andIts funding inceased Asto theEmerlercy JoblsAct. a GAOended The Public Works Impact Pro,loansover twoyearsfor eal governments by 11.75billion 1153 billionI Siudyfoundthat furL were spevl slowlygram.signed Aug S, 1971. targletd public Subsequentanalysis shows hILthesetoplan publicworksprojects. andthAIthe unemployed receivedworlksspending to designated areasWith programs utterly onlyafailed A TresLory DeEisenhower suad small portion of Ite flobscrealed.Kenedy high unemplo)Teil Atout 14b Million Moiparmenl studyWIIImillioni was expended in fiscal 19T2. of AR A NO tia t be- 6o. were twaspent beforedA.fuO193 Aptsi 19id. President El 142million 11197 causethe fuod were not disbursed until well Juie I 4.million) in 1973Arid12 aiter the end of the recession,Peaksenhoweropposed anycounlercyclical pul well afler the end of the recession. It failed emplo)menl created by thepeogrnmillion t11 millloni wasin 1974It waspre- t provlde assistance whenII wasmosttry However. Dermcrats in Congress pro- only 36.OUobs.o which only 25%wenttodiCted trial heprogram would create 62. releedPused several actio t on ihelrown. many ril probably contribuled to tnla peoplewho wereuremployed.OWtoun monuhsof employment in thefist tLocarypre e- dur"Iof which were then signed by the presi. two years,wit 75-7of fobsgoing to the theexpulsion,ttaasoo s.I rthr.w.e.dent Morsiwas An emrrlenct highway peeviOuislyunemployed ACommerceDe.bill.Signed lwli a l fun Lislr satenherspend0nApril t6. ls'.v. thdlincreased Partonenlstudy, however, found that only 

ta
gle l Irnmns and n-tedeLto. Iategrsons10 staleseby MWmllhin ill bi. mvnmontos Of employmentt werenlive olyn hae U adven o KelfetobeiOn &antsusped 6Weatedtoo tyears te i.nta o bean only ofOtemjobs went pay you goprovisions of the Highway 

It TI'us Stateandlocal governmen budet Iteve that theyunemplo)ed Moreover. tseaverage j< In surelueh can moderate. or eveningeal daLlinchisu perl.cTrust Food Sect d wasa bill SignedOn thisprogram l.sledonly elopiae. theb uies ccycleby putJoplog.1 wee sand o60% t efeere aJune 4. advancing federal funds t states o parlicipants worked io wes or Set 
tlgt eim. aandof pe ndit rogh v ycbc l Jo

arIeInl to eulend te fedral p'nanTaunemployment Cn- an spendingpFrogams.lOr" Yet even Juot
pensution Third wasa riven and harbor action Laken 

Mrch lyoS The first AnOffice of Managin aendBudgget h-,a i deepKeynes enirssed thep.was a tI rebate planenacted (OMBIstudy ofthepublicsig. governent'public worn, Sgned July 5.tuI sa In March I17 or camabout ablity todo thUThis 1122 billion U6thorited 170 rollain 119.3bdlionI for new found theydid little tohelp Mt unemployedbillioni Ildgave Laxpayer i zed l ele andprojects a10%rebste on because 01the relatively beelaboer len- curociand raisedlimits on earlier pro n.t974 toxpayments upto 20. payable hr sndency be deieyllty ofpublic worils projects and the highOctsby 16,0million$10 bilioni In the o enflvae demtnd Dot theyare noseomd quater of 1915. 11 was skill level required Moreover. becauseofOf efufcieApril ItaFrbetw ndthyr api n o1961 ()n taking phused out as incomesrose The b
il l  

substitution effectsoffce in January 1961.President Kennedy ireplacing stale an Cpable of Sufficiently rapid Ordirilltialto estendec.nemploymenl benefits, in.
"t locally funded fobswith federally fundedInovedquickly - er Ln anti land aboveall theycannot hereversedl)I , orre- creased the investmnenl tax credil from 7% jobs) the net employment effect Wasex.cession prUrase J,; en undone a Laterdate). to be L mol. . . i 9An to t; and made other Its !hcangrsThe Iremely lowspecialmessae 0. 3snreoa i,uii ran purpoisewi to pumpup deatand by put- federal ol 

LMB found trail the serviceable Inotnnenl for the prevention
exaeruiooowzu ploymentoimpein-.U. per job cirealed wasbetween ofthetrae cycle.tlng dollars Into people'sPockets But 170.00 and $196.00. The averageIncreased hSoial--.s iy paynsents, aind subseuenil analysts indlcates tha1most of 

job Many tnrneedtobedone steasdlasted just 3 5 weeks and onlyaid to dilress areas.among other the mney wassaved 12%of our eurioy 5 problems. Bl we Shouldinililly andthushd jobswentto the unemployed.things Theunempioyment bill wassigned anegligible effect onSpending not delude ourselvesthat sach problemsJul tlYIl.turmber 19. Despiteoy March 24,providing rme 10 millicn In 1976,Congr iI beganwith therecesslon orcanbecuredbelieved that the generalaversion to suchpeogra1193bhiltion)inbeeftt s. even byananti-recension Program.The Area Redeve- altereffects of thereceosii, justified fur.lopent ActbecameLawin May Ad Lier anti rem theReaganadministration adopledwiary aciwn. Over Presit progrms apecifically designed tobesuliutLed Altust 140 million 1i 7 bill- in. Mr. artlelt indeyoniiisdeptlip"si. 
tae in 
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COLUMN LEFT/ 
ROBERT KUTTNER 

Clinton Needs 
a Shockproof 
Economic Plan 
mThe mess he would inherit 
might require drastic-and 
unpopular-action. 

n December, 1980, u the Rema team 
geared up, David Stockman wrote a 

now- famous memo titled "Avoiding a GOP 
Economic Dunkirk." Stockman worried 
that the economy, reeling from high unem-
ployment. inflition and the Federal Re. 
serve's tight-money cure, would worsns*n 
on Ronald Reagan's watch. 

The GOP did take lomes In the 1982 
id-term elections. But by 1994 the Fed 

had lightened up, the tax cut of 1981 was 
stimulaung a (short-lived) boow, and 
Reagan would be reelected handily, 

Uke the original Dunkirk evacuation of 
the Bntlsh fleet in 1940. the Reagan crew 
silvaged enough to fight ano'te iAy. The 
Gipper wotld be in happy ret-.ient by 
the time reality fell In on Geotge Bush. 

And perhaps on BIll Clinton, as well? U 
Clinton is elected, he could also fare an 
economic Dunkirk. The partlcwarsn are 
different, but the polcal perils the same. 

The risks are severa1_ 
,)A deepening rceson and stck 

.mah. The Fed has kept A feeble economy 
on life supports, with cheap money. Much 
more of the same would invite collapse of 
the dollar. Once Wall Street concludes that 
the low interest-rate era &sover, or that 
the dollar ia tumbling, the stock market 
will likely tumble, too. 

The more that reckoning Is po n 
what is fairly a Reagan/Bush crash will be 
pinned on Clinton. 

0 An tntrnational momy cri. From 
late 1985 through 1988, the United State,, 
Germany and Japan carefully managed the 
world's money markets. That stability wu 
good for business, But after the Berlin Wall 
came down, Germany pursued Its own 
course, Treasury Secretary James A. Bak-
er Ill the architect of global money 
management. moved to the State Depart. 
ment, leaving the Treasury to the paroci-
al Nicholu Brady. 

Today, nobody In managing the world's 
money. Germany and the United States are 
pursuing oppoite courses, and Japan is 
reeling from Ita own financial morning-&(-
ter. Absent real econormc statecraft, global 
currency chaos will turn catastrophic. 

A den j dmrii bankignandiscal 
cr-u Clinton could find Amenca's banke 
in even worse shape than forecast. Anoth. 
er bank bailout would restrict credit end 
spike the deficit upward. A softening 
economy and higher interest costs would 
only increase the deficit further. 

The biggest risk is not In the cards that 

'Clinton's challenge Is to avoid 
becoming another Democratic 

hostage of the money 

markets.' 

history deals Clinton, but In how he plays 
them. After all Franklin Roosevelt am 
Ronald Reagan also inherited shaky econ. 
omies. Both. in very different ways, let the 
conventioud wisdom be damned. Both 
stimulated recoveries,. restoed coidene, 
ad were reelected handily, 

Jimmy Carter inherited a weak econo. 
my, U-1 But Carter, fearng panic in the 
money markets, handed Paul Volcker the 
reins. Volcker reciprocated by sponsoring a 
wrenching disinflation in an election year. 
This had the twin virtue of restoring 
financial calm (atgreat cost to wage
earners), am. dispatching the Democrats. 

Clinton's challenge is to avoid becoming 
another Democratic hostage of the money 
markets. A chorus of conservative com
mentators will soon conclude from the 
mounting crisis that "markets don't trust 
Democrats to manage the economy." Clin. 
ton will be urged to appoint people of 
C'thodox views to key economic posts. He 
has already been urged to bring back 
Volcker amTreasury secretary! 

Orthodox advisers will tender orthodox 
advice. Cut the deficit, rem in spending and 
wait for nature to take Its course. Plenty of 
normnal Democrats-in think tanks, in 
powerful Washington law firms, on Wall 
Street-fervently believe this gospel. 
(Can't they ust move to the GOP?) 
IfClinton follows that advice, he will be 

stymied before he begins. Nature taking its 
course w111doom the economy to another 
decade of stagnant living standards, And 
voters will again conclude that Democrats 
cn'tcut iL 

Even if Ctinton responds incrementally, 
with a bit of public works over here and 
some modest educational and medical re. 
form over there, the results will be unin
pressive. 'he fact Is, our deferred social 
and economic problems are massive, and 
reque ma.sve remedaton. 

The bese form of reassurance Is to 
restore real .-conomlc health. That will 
require revere ng the casino economy of 
the 198e and it ideological underpnngs.
It will ental more regulaion of everything 
from irlines to health care to banks, more 

ulinestent to a me
 
public investment and, for a time, more 
public debt. Deficit reduction needs to 
come, but after recovery. 

Te Reagan economic cure proved illu
sory. A cold-bath counter-cure would be 
even worse. And a medley of muddle
though would be the worst remedy of al 

iton must livedown the charge that he 
chooese an econo c couevrso d hold to It. 

K is a sydimW €olunns. 
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Easy Money: No Silver Bullet
 
By ERICH HEINEMANN 

In the past year, the Federal Re. 
serve System increased total re-
serves in the US. banking syster .y 
roughly 16%. Rapid growth of ba:lk 
reserves - the high-powered funds 
that are raw n,-terial for the money 
bapply - will contribute to an ac-
celeratioa in economic activity in 
19913. 

Approximately 1.4 million more 
adult Americans should find jobs 
this year In 1993. employment of 
individuals aged 20 or older will 
likely go up at least 2.4 million. Real 
gross domestic product should aver-
age about 14.9 trillion in 1992. up 
less than 2% from 1991. 

Next year, goods and services 
produced by U.S residents should 
rue about 4%. A powerful surge in 
profits will finance a boom in busi-
ns Investment-

Barriers to expansion remain, 
Congress created lots of roadblocks 
to new business starts, including 
higher taxes on capital gauis and 
mandated outlays for health, safety 
and the environment. Newly formed 
concerrns accounted for about 95% of 
the net new private jobs In the 1980s. 

Vacancy rates in commercial 
real estate and multi-family housing 
are sky-high. Thus. construction is 
down By historical standards, con-
sumer debt service is high relative 
to income. Some famlies may re-
strain spending to cut debt. Defense 

cutbacks are widespread, and states 
face sharp constraints, 

Thts list includes some of the rea. 
sons why the pace of recovery has 
been so painfully slow. However, do 
not forget the erratic pattern of 
Federal Reserve policy. 

For more than three years, from 
the second quarter of 1987 through 
the third quarter of 190. the central 
bank doggedly pursued its goal of 
'zero inflation' by restricting the 
growth of bank reserves to an anu. 
n1 rate of less than nine-tenths of 
1% Lingering side effects of this 
event continue to dampen aggregate 
activity today 

Because the Fed's move was 
abrupt, it wasn't sustainable. Thus, it 
will probably not have a lasting im-
pact on inflation Furthermore, 
there Is no long-term choice be. 
tween inflation and growth. The na-
lion cannot trade higher prices for 
more lobs except for very short pe-
rods. In the end, rising inflation al-
ways leads to falling output. 

During the year ended in the 
third quarter of 1991,the Fed re-
laxed Total reserves rose 5.9%. 
Over the last 12 months, the monw-
tary authorities opened the flood 
gates Reserves increased at a 16% 
annual rate In the fourth quarter of 
1: - a 26% rate In the first quarter 
this year, 16% in the second and 
6.5% this summer. 

This disgraceful episode of stop. 
go policy has hurt the economy. 

Tight money drove the economy into 
recession, and its aftermath has 
slowed the recovery. Subsequently, 
easy money drove down the foreign 
exchange value of the dollar, and 
Lh.etens a revival of inflation in 
1993 and 1994. 

The Federal Reserve's zero infla-
tion policy has little support in 
Washington. A congressional resolu-
tion that would make stable prices 
the Fed's primary goal has been Ian-
gisiing for years in the House. The 
bill has only a handful of supporters, 
and long before the recession, the 
Bush administration pointedly re-
fused to back the measure. 

By trying to impose a fundamen-
tal change in national economic pol-
icy without a proper national poli,-
cal debate, the Federal Reserve 
placed itself atisk. 

Milton Friedman, a Nobel laure-
ate in economic, warnedr y
that the Fed had followed "a policy 
which may well precipitate political 
interference and destroy it as an 
effective institution. . . Five years 
down the line. we could have a very 
substantial inflation.* 

The National Bureau of Econom-
Ic Research, the offichil arbiter of 
whether the economy IVexpanding 
or contracting, haa not !iet declared 
an end to the recessioi. Moreover, 
the bureau will likely viait until af-
ter the election to aWoid political 
cross-fire. 

TMe bureau's business cycle dat-

lng committee will almost certainly 
place the trough, or low point, of the 
recession between May 1991 and 
January 1992. (The recessinm began 
in July 190.) 

Based on currently available da. 
ta, the best bet for the end of the 
recession appears to be November 
1991.Thit Liwhen total employment 
of civilian adults SLrted to show a 
susiarmed increase. 

Thus far in 1992, the pace o1 re
covery ha been slow and uneven. 
Consumer spending and private do
mestic investment went up about 
V4 billion during the lust half of the 
year, but net exports and govern
ment spending dropped 122 billion. 

Imports went up more than ex
ports because U.S. shoppers are 
coming back to the malls at a time 
when many foreign economies have 
slowed. Meanwhile, pervasive cut
backs in defense hav cut dely
into government outlays. Neverthe
leIs, all these barriers will yield 
temporanly to the silver bullet of 
e thy rnmoney due twe. 

Over the longer run, however, the 
story i disferent. Ile economy can
not thrive without C big Increase In 
investment to boost productivity and 
real incomes. Individual compsaim 
may prosper by cutting costs, but 
societies cannot. 
H Erich Heinemann is chief econo
ist of Ladenburg, Thamann & 

Co.. investment bankers in New 
Yol*. 
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By"ClerJ. BARK for whichleglh informalon isavallable.) 

data that outlpuexpandedd 
havereacheda consensus ing World WarUbylessthan theincrease 

Th presdentialJ campaignll l'eelto "~h- Show 
that govern. 

mst spendng be vluable ber In chaLreYTheotherpotenilalcan just I rc.sifU 
causeitsimultes theeconomy. u" lor President output -private cixnumpion. prl-
Bushhasembracedmilitary bases,a- vale investlment.nonmilitary government
craftcontrtU AM Agricultural subidiea purchases And net exports - eachfell to 
plmarily as JobspIogran, and Gov. resourcesrelease for the military. Thus. 
MltClntoa's prnpod spending on env"lthepublic outlays hodtobe Jstified by the 
reesevetl management. transportation
And01altnuication seemsmotivated 
mainly by a desire toput America actto 
wore. theonly thing thailApparently.
keeps for enlarged govemmentthee plans
spending inche:k Uthefear ofuineasIng 
tledreaded udget deficit I 

I wetooi [hew nationsseriously, then 
wewould rAcliue thatHurrican Andrew 
Was #O.,"robecause1iled toincreased 
eployinent Int:, ConsitructionIndustry.
Pet...* eachcandidate should draw up a 
iat 01government sponsoreddiuastern or 
Wan that mtld supplement theinzn.-clentnumbe 
hentbynumber naturaldisateroa 
therebycreate)j< l, Job . 

a a leadstothen supposedly to 
much utiliuiou 01underempioyed labor 
andcapital that output expands bymore 
tian the else in government spending-
thav,n.hy amilip restr thaeoneIf 
e economy m t pessioeraing an 

emloymeenntr
thanafre ipunch. 
areeven thin a freebetter Luncod 
No E otti. Evidence 

differ"n"e isthat thesupply-side extrem 
hasbeesobiserved uchAsinempirically,
Swedenthe191 and Peru inUe IM.In 
whereas we are ItIll wallng for the firat 
agitlng ofthe Keynesian demuad mWU. 

r.sewer 
TheKeynesian case tooten thougt to

be dearstLU for W War U.dung whic 
t enormouIW Wrmen.utlaInhive 
I unfily credited with geing theU.S.economyout of theGreatDepresioo. 
10mwerlooked fxtis thattheeconomy's
p.rvlh rate lnnm1933 wasareadyto 1941 
OneiligbA 01anypecetInmtprsed 01tIn 

Keynes IsStill Dead
 

value ofthewareffort. not bya dubio 
appealto golernment spending Asan 

Nomultiplier showed 
upduringWorldWarU. andnonelhasbeen 
eronomic htimulus. 

observed elsewhere. exceptin the mind of more government luing under a Clinton 
tls dvo lte. JohnMAynard Keynes. aillminiltratinl) are iing to use the-,e of return up to 40%per year) atdftrr
 

Sincegovernmental programtiuse re- tlme-senesdtatogetreialeeslmatlol highway pr jeCtl 
iconigested citieslwth 
sources,therationale fortheseprOgrms rates o1return, rates o return O 10%to 20%anu
has tocore from their beneficial effec son 6conoetuts have Alto stiudedtheria. silyi. Inother words, frxing pothol isa 

goodidea,butbullet nis andAdvanced 
munsaoes betworka ae 

The election campaign has Jocused on infrastructure ow.u. 
Perot Wins the Prize 

of ntur;J dutter;AM superdorm rates othee d-u. h e dlu ousboenvestmen. Yet the claims fo ts of the eco

retfurn hsave not been subsia 
The Ideathat useless government prodrctivfrm their direct entertain. .


spending canmale usbelier off stems mentvalue (sIn theaseo theWashing-
from theKeyne= demand multiplier An In Munmrine.theQueen01 ngtad and 
IncreaseIn Aggregate results peogram). fromdemand perhaps the space or the 
fena the government's higher expend.- value that thepcliicl processanIJna to 

theprograms' reeistribution o Incone. 
Sincetheelectioncampaign bslocused on 
Inlratr cture Investment. I shall consider 
what Isknown abouttheeffecu onpodac, 
lvily fron this typeo spending. 

A i bd1 

early 1011. A more plausible interpret- Investment i growt sho Uptanly for 

tion tothat productivlty and inftruicture 
both nation inrespone todeclined ineach 
world-wide disturbances. such&Athe 
changing mix of technologies andimve-
ments i theprices o oilandraw matert. 
Alt. 

this Interpretation dna 
Ile outa role for public infrastruture 
Investment. Itdoesmein that theclains 
for super.nrmlj rates of return havet 
beensubstantiated. Anumber ofresearch 
stiudieswhich would probiably receive 

Althoulgl not 

ated. nomic eftects of government spending by
Mi. Bust and Mr. Cinton aredisap o t. 

Uonibetween LrrltrUicture capital An ing. thepelte for poor ecoenoic analysli 
productivity throughout the U.S.RIcherby a major candidate surelymust go to 
states havemore publicector capital per
worker, Vid5ome Investigator have tn, 
crrectly Inferred romthis ofiervatui. 
that thegreater aMounto f governmeni
capita must have causedtheprosperity. 
Morecareful alYse donotfind a key
role for llrUnCrUre In the detertmnt-
lion ofproductivlty gro'i acrs= tatesOr 
regions. Asoneexam le. thedifferences In 

a a owtn O another, thegrowth rate of a state'l per-'Thisextrierillexamle°o(de'sande-iled with Inbel f 
sontcruo invttes Compaison With the public Infrastr cture. Subsequent re- capita peoduct1romt9 to1966is unre-
*([-cicatured version 0f supplynsidesearc has found & unllar pattern to lated to Itoper-capita publlc-stor infra-
economics in which a general cutintax otht indulialaed countries. Mr. As- &rlcture In 1963 ISArUng outwith more 
raies leads to asufficient rise in1conomic Inercrnice highways did 001MeanA sAle grewchat!r' fromthis retaonslup
activity sotil tax revenues we.thalt In Lnr faster.tincr The was thecutback c 

Anr tiolebyDanad ue r tIn he growth performances between the SunBelt 
March 19tJouraJo n a the Snow Belldo not relate todiffer-Morinry. ponOm, 
Iu1 noted the aowU.S.thait lun inYv)growth after Use early 197"producoin- encesIn Iraruture Inveitl.es. For 

spending causedtoe change Inp . Researchers have also eined the 
try. Therturn 1mminvesting n Infra. role of public Investment Asadetermuxrant 
structure - especially inacme g that f1econoic growth across abroadgroup o 
included hughways. airports. m transt, counes. The social rates ofreturn to 
electrica] ad gasfacilities. andwater o publc pelvrtod broad Aggregates anid 

J
 
r mu'n

calo. education andurbn LraaLv 
lure. 

Theoverall evidence from the 

spending n tnl oprtation and co 

ita 
pie dataLIthat Investment in public
intrasticturei a broadcategory offe 
reasonable, but notestrbordnmr, rates of 
reiurn. This finding Li conaitent with 
costbenefit Analysesthat havebeenap 
plied to tdiiduatl projects. Thebroad 
coecluston fmm thesestites Is that the 
highest reirns typically derive from 
maintenance 01enlising capital (with rates 

RossPerotMr. Perot basinld awle 
Woaboutilrastcture. Butis theoey of 
I tlernatjota trde goessometlfng lke 
this: Wage rates In theU.S.Are$15per
bour. wherea" 110 In Mexico ure$1per 
hour. we eliminated Allbasniersto trade,
then U.S.businesses movewould toMex. 
icuto tUe advanuge of thecheap Labo; In 
Lheend,wage rates In the twocountries 
would equljte $7to I an hour.a.about 


This analys is r
t.ly a remnarkAule 
inaul to American worrs, whomight
reasonably believe that Ilelr wage rates 
bear some devedrelation to their sills 
fromeducation,. onthe-)ib training and 
experience - andDotmer!y fromthe gov. 
ermentl'i efforts In maIntaunng trale 
barriers. Oneinference, Uerefore, inthat 
successin busIness noting aheasays 

or 
form government Policies. The reverse
that a good 

one's ability to anaye toe economny 

understanding of theeconomy
implies no-hing about skl in businas-

Inbeeri 
us.about0%a year, jus teintrOthe

systemsthen appeared 

t M tp. 
Toacceptthis conclusion, wehave to bebeve that the governmentso0 various 

countries decided unwsely tocurtail Infra. 
stru t re investment andthereby reduce 
productivity ataboul thesametime in te 

to besimItar. Thus. the S 
t"o 0fpublic Investment has&positive. 
tavestment appear without syin. 

rate 0 roft Mr.Darm, a Wall Sfteet 
onriul. a higher levelo the govern, tributmg sditor. is a prq w ofemm

ment's consumption e pet dtures inega- ws iHarird. Mewas asuisted is Lie 

but not super-nomial, . li Jowal mm-

Utvelyrelated to ecnnoolc rowith.) Wit- prepsroi.a of lAu arck. m. Fesnld. 
amEasterly am Sergio flnd In iK /cRebeho a P.i saudentlinm n Ho'wil 

their research through Ue World Bank who is writing a dusrrtiti a theefet 
that the positive relations between public psibfscoftoiewl. 

http:Inveitl.es
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Robert I, Samuelson 

Clinton Needs 'Trickle Down Economs'
 
The good news for Bill Clinton is 

that the economic recovery seems 
firmly establisd. The bad news is 
that itwon't Automatically cure the 
worst problems of poverty and low 
incomes. Recall that the long Rea
gan-Bush expansaon (1983-90) 
didni dent these problems. At the($ 

-
REr)c1 A -n ftui4Pend of the boom in 1989, :i. ,,er-

ty rate-the proportion of people
below the government's official 
poverty line-was 12.8 pe.,-nt, up 
from 11.7 percenst in1979. The re. 
cession then raised the rate to 14.2 
percent in1991. 

Inhis campaign. Clinton belittled 
trickle down economics." Reagan-

Bush policies, he said, hadn't bene
fited millions of Americans. The 
conclusion was right-&&the pover
ty rate shows-but the reasoning is 
wrong. To Clinton, the Reagafi-
Bush taxing and spending policies
favored the rich at the expense of 
the poor. Infact, these were at 
most amodest cause of widening in
equality. What really went wrong is
tiat the ustal relationship between 
an expanding economy and better 
incomes broke down. 

It isnot that hving standards for 
all Amencans are receding. But 
people in the top half of the income 
distribution are gaining only slowly 

A recove will 
createjobs, but it 
won't inevitably 
improve the uwgesg 
o- , t 



workers. 

while others re losing, in 1989, forexample, male workers aged 25-34 
with acollege degree had median 
earnings of $33,000, up 7percent
from 1979. reports economist 
Frank Levy o the Massachusetts 
Institute of Technology. But the 
median earnings oi workers in the 
same age brcket with only ahigh
school diploma were $23.000, down 
15 percent (after adstment for us-
flation) from 1979. 

The same skewing has occurred 
all along the income spectrum. The 
rich got richer, the poor got poorer,
An people inbetween driled mnone 
direction or the other. Until the 
1970s, the steady rie of wages
pulled more and more people out of 
poverty. Now. ajob by itself isno 
knger necessarily adequate. De. 
clining wages at the bottom frm-
trate upward mobility. Economist 
Patricia Ruggles of the Urban Insti. 
tute inWashington estimates that 
incomes of the poorest fifth of 
Amencana would have been 20 per. 

O AAED I .4VI N R 
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cent higher in 1990 if wage inequal. 
ity hadn't grown. 

Arecovery will create more jobs, 
but it won't inevitably improve the 
wages of the lowest-paid workers. 
Worse, the forces depressing wages 
ae Largely beyond the government's 
control. For starters, the trend isn't 
conusedto the United states. Ecoo-
omistu Peter Gottschalk of Boston 
College and Mary Joyce of the Bu-
reau of Labor Statistics have shown 
that earnigs inequality has grown in 
many industrialized countrk-s. 

Nor are only the rich jnd poor If-
fected. For example, the gap be-tween the best. and worst-paid col-
lge graduates has increased. The 
same istrue (to take one well-paid
occupation) of lawyers; the gap be. 

tween the top and bottom isgrowing.,

Somethig unplanned ishappening , 

on amassive scale. -

But what? Economists have yet tf 
find a onclusive answer. One tho 
blame$ new technologies-ratrily 
the computer. Computers have, i 
said, thrown low-skilled workersut 
of jobs and made them aglut on oe 
markel. Meanwhie, the deman fnr 
highly skilled workers rises, a so 
do their wages. Another populr vii-
laM isglobal trade. Unskluledrork-
era, competing agau low-pid
workers abroad, have their tages
driven down. I 

These theories, though Ausible, 
aren't airtight. Greater trde affects 
only asmall proportion oiorkeri; 
moreover, the fiercest &I compe-
tition exists among highwage cows-
ui LikeJapan and theinited 

States. Likdise, technology's impact 
ismurky. ter World War 1. new 
technolos abounded: TV antibot-
ics. jet Ierel, synthetic fibers, corn-
puters. it,wage inequality didn't 
explodfNor do the theones explain 
growu wage gaps between skilled 
worki college grads, for ul.ar, 

Mexplanato issimpler The 
ecormic climate got rougher. 

paUllthe 1950s and 19603. People
thiht we were approaching eco-
noic utopia. Business cycles would 
doppear. The economy would con-
ontly expand-without nflaUton. 
omparues were eager to hire newoorkers to meet permanenty rising 

;lemand. Low unemployment rates 
raised the wage rates for younger and 
less skilled workers. Companies hired 
them anyway. Profits would be high,
because firms had covered -heir 
fixed costs (paying for factories, for 
example). The economic of euphoria 
helped make wages more equal.

By the 1970s, these giddy assump-
tions crumbled. Business cycles
hadn't vanished. Inflation raised 
costs. Profits were squeezed. Com-
panies began to cut costs, including
labor costs. The least sklled and 
youngest wo' -rs slfered most,
Higher unren /ry ""rates, refkct-
ing ant iinflation policies, made it 
easier to hire new workers at lower 
wages. All these forces intensified in 
the 1980s. Growin, trade and dereg-
ulation threatened profits and caused 
companies to become even more 
cost-conscious. The economics of 
fear made wages less equal.

This upheaval-the change from 

-

Z 

I
U 

the economics of euphoria to the eco
nomic of fear-has increased job in
security as well as income inequality. 
It also creates some do's and don'ts 
for Clinton. Ifhe cuts taxes, the ben
efits should go to the bottom third of 
the income spectrum. These people 
benefited least from prosperity. 
They need the money the most. ,ov
ernment should also reward work SY 

letting low-paid workers keep most 
of their earings. 

But Clinton shouldn't prop up 
wages with, say, amuch tugher mini
mum wage. That's what some Euro
pean countries do. This blunts wageinequality, but only by creating more 
unemployment. Rather than being
saddled with unprofitable workers,
companies don't hire, Inthe 1980s,
unemployment averaged 9.6 percent
in the European Community and 7.2 
percent in the United States. Clinton 
shocld also be wary of imposing too 
many regulatory costs on business. 
These will mosty depress wages or 
raise prices. 

What would help is"trickle down 
ecnnomics." The key isfaster growth 
of productivity (output per hour 
worked). It propels higher wages,
and ifoverall wages increase rapidly, 
even those at the bottom should ben
efit, Unfortunately, productivity has 
been rising slowly. Clinton says his 
education and investment policies
will improve productvity;,at best, 
the ;mpaz, would take years. But 
ther, are mnw faint signs that pro
ductivity may revive on its own. Clin
ton should hope so. He needs "trickle 
down economics.' We all do, 
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A New Look at 'Trickle Down'
 
By JOHN A. TATOM 


Many analysts believe that Pre. 

dent-elect Bill Clinton owes his vic. 
tory to is -ttacks on what be called 
"trickle-down" economics. But he 
may actually owe his election, and 
any future economic success, to the 
validity of suppi'-side concepts 
Itisironic that the Bush admins-

tration was so bitterly vilified for its 
support for supply-side policies,
Critics said this showed Mr. Bush 
Was insensitive to social fairness is-
1ies. 

But it was precisely those critics' 
mistaken notions of fairness that 
laid the foundation for the sorry re-
cord of U.S. investment and produc-
tvity over the past five years.

In the name of tax fairness, the 
Tax Reform Act of 186 substantial-
ly raised taxes on capital gains. This 
tax increase, and cancellation of a 

centives. reduced the rate of return 
on private capital formation. 

Some of the changes inthe 1986 
tax act arguably did improve the 
fairness and efficiency of the taxsystem. But overall, the tax law, 
along with the scak-the-rich taxes in 
the 190 budget compromise, furtherincreased the tax burden on the rich. 

The 
formation and a period of stagnation
In real wage and income growth
that hbs not been seen luncethe 

The tax Increases inthe1996law/ 


were significant. In the name of tax
'fairness." Congress raised the tea 
rate on capital toIgains from 20%
maximum of 3%.
In doing to, Congress ccepted 


the conventional wisdom that capi-
tal gains are largely unanticipated 
windfalls, so taxing them moreheavily could notpossibly in
akffct
vestment decisions. I. 
te fallacy
ofsu h thinking is 

that most taxable 'capital gains In-
come arius from retained corporate
income, which raises the price of 

share of 'lock. These Increases are of capita!. Rec .lvestneot in 
not truly gains, in the sense of in. these industirl,:ut- tantially lowers 
creas in the value of the underly- the nation's standaro of living.
Logassets. Under the 1986 tax act, the taxMoreover, as a pracUcal matter rate on capital income that is real.there is no difference between buy- ied through reinvested earnings and 
inga new share of stock with the stock appreciation was raised to
proceeds of a corporate dividend 59.1% from 56.8%. The new rate in-
check or buying it with wage In- cludes the maximum 39% rate on 
come. Yet in the former case Con- corporate Income and the maximum
Cress increased the tax rate while in 33% rate on the gain expected from
the latWer case there was (and is)no reinvesting the remaining 61 cents 
tax at all. from each dollar of pretax earnings,

Another large chunk of capital The corporate tax changes
gains arises only from inflation. In- boosted corporate income tax liabil-flationary increases are factored in ities by 47.3% - from 158.5 billion in of trickle down comes just as thewhen investment decisions are 1965 to $86.1 billion in 1'87 - whilemade. Taxing the gains, therefore, nominal gross domestic product economy seems to be completing its 
lowers the expected return, and Crew by only 12.4%. The lo90 tax Edup stment rat.a1-xtatherefore reduces the amount of in- agreement further boosted themax- Equipment investment is accelerat

wide range of other investment in- the hardest. Most stock appreciation 

vestment. 
Moreover, high taxes on capital

gains hit small and innovative firms 

from retained earnings is found in 
fast-growing small companies,
where dividends are forgone in ex-
change for continuing reinvestment 

esul wa 
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imum tax rate on such corporate Ing and produc-ivity faUlly has be. 
earning to 60%. gun to rise. 

As a result of these tax changes, Th,,.means the nation's real In.
real business investment peak-- at come is likely to grow But Presi. 
a record high of 12.2% of real :,.' dent Bush will have to watch that 
domestic product in 19Pi and grG-th take place on Bill Clinton's 
dropped fairly steadily to 10.2% at Watch. 
the end of 1991. This eleclue is the 

, --

/ 

Aering 


- "--
"There ItIalThe economy just jump-startedl" 

equivalent of roughly $120 billor of 
1ost' business investment ann'ally.

Nor surprisingly business pro
ductivity grew at .. :, a u.% rate 
from mid-16 to mid-1991, the slow. 
est five-year pace on record, and 
much worse than the s.sgnant per
formance that followed the oil price
shocks of the 19/7l.

The recent effects of boosting the 
taxation of capital income provide
decisive evic'ence - again 
against those who criticize what 
they call trickle down. 

It is doubly ironic that cntIcism 

While President-elect Clinton 
iould reap the political benefits of 
an economic rebound, ttegrowth is 
likely to be overshados ed by the 
losses of the past six years. I apuntoelsswod 

require lowering taxes on capital in. 
come. Such a policy could deliver 
both a fairer %rx system and 196.style economic growth. 

Bill Clinton apparently Intends to 
seizethis
oppo:tuaity foreconomic
 
growth and fairnem by championing 
some supply-side initiatives. He islikely,
forexample, to propose lowthe capital gains tax rate, and 

he already has suggeste liemied
 
investment tax credit I 
Ifthatissurpring,it is worth
remembering that it took a ColdWarrior like Richard Nixon to open 

up relations with Communist China. 

John A. Tarn, a bank econopif 
in S. Louis spe:ialzes in tax, pub
lic spending And monfar/ policies. 
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R 0 B E R T A V E AH M N 	 went-five years ago the federal 
government officially adopted its 
current measure of the poverty rate. 
a measure that has survived numer
ous attacks and both official and 

unofficial attempts to change iL.This past ycar, in 
sponse to congressional difectives and with the sup-W H O A RE 	

re

port of the Bush administration, the National Acad
emy of Sciences brought together apanel of expert to 
revise it with a view to either replacing it or supple
menting it with other indicators of destitution.Revisng the officil measure will be controve-rsial. 

iments" TUPO R " the poverty rte are key tu evaluaingthe 
performance of pohical administrations and the healthT i U L T r' 0 0 Rof the economy. Numerous pieces oflegislafion use the 
poverty measure to allocate federal funds and determine 
eligibility standards for receiving public benefits. Impor-
Eant interests-states, localities, social service organiza
tions, and benefit recipients -stand to gain or lose from 
any change in the definiton of poverty.PROBLEMS A N D PITFALLS The official poverty statistic isalso asymbol with 
far-reaching ideological and political implications.I N (RE) D E FI N Ni G 	 Conservatives find their interests best served by a low 
poverty rate, one that can muffle claims of social dis
tress and counter calls for increased public spending.AND 	MEASURING POVERTY Republicans, having controlld the White House for 

20 of the past 24 years, want a measure that shows 
, overty failing over time-or at least not riing so fast. 
With official U.S. poverty standing at over 14 percent, 
more than 2 percentage points higher than it was in 
1979, those seeking asmaller public sector find much 
to fault in the current measure.Poerty Rate GrouvsforHispanic Children Liberals cite high and rising poverty as the pnmarv
manifestation of the nation's social problems and 
charge that it undermines efforts to reduce crime, sub

ral Poor Said More Likely to Face Long-Temi Woes mnt abuse, teen nonmarita parenthoodiind infant 
mortaliy, and to improve declining student achieve

,.eIs of t e U n on COu,,-,, THE POOR has suggested to many 2 link between increasing 

-WITH AN 	 . poverty and deteriorating race relations. The pastANTIQUE CALCULATOR decade's growtl. in the poverty rate has spurred callsIfE for increased social spending and strengthened
those who support affirmative actionmeasures.v t A final source of controversy isthat the offi-F PO ERTYbased ou many social judgments about cc, ciomic9 • cial poverty measure is an arbitrary cinstructMedineeds and we-being. What isan "acceptable social minimum level of living"? What is to be 
counted in comparing the well-being cf peopleFrom GqOP, Census FindsFirstIncrease inPoor Since '83 who live in widely varying family types, regions, 
and neighborhoods? Few of these judgments

A.Ni._ookhave, or can have, a reliable scientific basis. MostA Look More Children Are Sinking Into Poverty ultimately require political decisions, adifficult 

situation for the National Academy panel.At Poverty 
Group Tries to Hurdle TW ho I Po r A Fragile Social Indicator

By the official measure, an American 
GulfBeten Parties rfamily is"poor" if its annual cash income___________R Iso l,? falls blow a specified income cutoff that 

- with the size and structure of farn-THE ELDERLY ARE REALLY 	 vrie 
ilies. By showing the number and demo-POORER THANOTHERS Childrenin Poverty: A-Million More in 80's .	 graphic composition ofthe nation's 

families (and individuals or chidy Says Pov7eriy Rising Fastest Among Whites ..ISAO 'TAG,01 A0JK 	 .1~t'$1& , 



dren) in povcr,' each year, the official measure charts 
the nation's "progress agaimn poverty" and the chaning 
race, age, and family-structure rmx of its poor. 

Both the income measure and the poverty cutoff 
Ine have come under heavy fire from critics, and both 
are likely targets for revision by the National Academy
panel. The annual cash income reported in the Current 
Population Survey is taken by the Census Bureau at 
face value, though it probably fails to include most in-
come earned "off-the-books" or illegally. It also misses 
all "income" in the form of barter ("You take care of 
my kids today, andI'll give you some vegetables from 
my garden ") and gifts. Cash transfers such as welfare 
benefits are ,,ncluded, but "in-kind" beenefits, such as 
food stamp, ,ousing and medical care benefits, and 
nutrition subsi'ies, are not. Tax payments are not sub-
tracted. Income from divdends, rent, and interest is 
counted; capital gains income and fringe benefits are 
i:cluded. Holdings of financial wealth, consumer 
durables, and housing assets are not even considered. In 
short, annual cash income neglects a variety of things
that contribute to a faruiy's well-being. 

The poverty cutr Tine is also open to serious ques-
tion. "'heincome levei taken as a socially accepted min-
imum is based on a 1955 estimate ofthe cost, for firm-
ilies of various sizes and types, of a rminimum level of 
food On the basis ofcrude evidence that 1950s spend-
ing on food typically absorbed about a third ofa family's 
budget, that estimate is then multiplied by three. So 
defined, the poverty Lie is not affected by a doubhng 
or a halving of the average income of Americans. It is 
an absolute concept. in spite of the view of many that 
the definition of a poverty cutoff should reflect the 
average income in the society, Moreover, critics ques-
tion why today's official poverty measure should be 
base:d on preferences and consumption options of a 
quite different era. They also challenge the "rmnimum 
necessary" standard as being too low and the "blow-up 
factor" of three and the family size adjustment as arbi-
trary, dated, or inconsistent with research findings, 

How to Measure Economic Well-being? 
A yet more fundamental-and controversial-ques-

tion is whether the official poverty measure reliably 

reflects the economi2 status of a family. Annual cash 

income is a notoriously trarsitory indicator of eco-

nomic posit:'. Inc,,,-ne can fluct-'-te widely from 
year to year, 'T-cciaily ai.ong some families that, by 
any stand_.I, are quite well-to-do. Self-employed
business pec,:!e are a good example. A bad year can 
well result in a report of zero (or even negative) in-
come that places the family in the poverty category, 
regardless of its consumption spending or i,,i lifestyle. 

Researchers have tried to develop more reliable in-
dicar- -s of economic well-being. Susan Mayer and 
Christopher Jencks, for example, look to the owner-
ship of consumer durables and other consumption 
items. Others i't family income averaged o,-: three 
or four years. Although a measure of that Fort is more 
likely than annual cash income to reveal a family's
"true" economic position, the Census Bureau does 
r;ot ye! rc inely collect such data. 

Annua, cash income fails to reflect the permanent 

WINTER 1'93 

capabilities and earning power oftarmhes in other ways 
as well. Three examples will make the problem clear. 

First, take two families, both wvith little education 
and poor skills. In the Jones family, both the husband 
and wife hold full-time jobs, and their teenage son 
works part-time on weekends. Although poor in skills 
and education, the Jones family escapes poverty.'In the R,,tri HjIrt,I.,, 
Smith family, by contrast, the husband works full- Jit B&...P,,," 
time, the wife stays at home, and the teenage son does 
not work at all. The Smiths' annual 'ncome falls below 
the poverty line. These families ace identical in size .4[,,.::rxhP'ubi ,1:
and structure, but only the Jones Lmily, by working Un,.rr.,t),1Ii .,. , 
more, escapes poverty. It is legitmate to ask: "Should 
the offilCial poverty measure count as poor families . H, * ,.
who could be earning more : all members worked slifTidh, R.. t.A! 
and not count as poor otherwise identical families, all La F11c'tt, hnt,; ,,'
of whose members do work" Should the strength of 
one's aversion to work count in measunng poverty?" Pld,.'.Ir(api,til 

Second, the Cartwnght family, a father and mother, ,ititiacfor Rc..'j:..: 
neither of whom finished high school, and two chil- Poie'rty i,i,atthi r)

dren, lives in Louisiana. Mr. Cartrnght has been out of 
work for a long time, and the family is eligible for Aid 
to Families with Dependent Children. Welfare is so low 
in Louisiana, however, that the Carrwrights have de
cided not to accept it and the restrictions that accom
pany it. Instead, Ms. Carrwnght works as a waitress, and 
Mr. Cartwright works in a gas station on weekends 
while seeking full-time work. Together with their son's 
part-time earnings, the Carrwrights have enough in
come to escape poverty. The Epson family has the same 
ciaaracteristics as the Cartwrights, but lives in California. 
California's AFDC benefits are more generous than 
Louisiana's, and so the Epsom collect welfare. Neither 
of the Epsom works (if they did, they could lose their 
benefits), and their cash income, including AFDC, is 
less than the poverty line. Again, it is legitimate to ask 
whether the poverty measure should count as poor 
those families who face and respond to high work dis
incentives (caused by, say, relatively generous welfare 
benefits), and exclude those whose available benefits are 
low, but who work themselves out of poverty.

Finally, what if the Carrwrights failed to earn 
enough to escape poverty while the Epsons' welfare 
benefits plus some interest and dividends were suffi
cik:nt to lift them out of poverty? Should the poverty 
measure count as poor those families for whom gen
erous benefits are not available and exclude identical 
families who receive more generous benefits? 

An' malies in the Official Poverty Measure 
Tht official poverty indicator isgeared to measure the 
extent and composition of the nation's "cash deficient" 
population in any given year. If that is what one wants 
in a national poverty measure, it probably receives a 
marginal passing grade. But if one prefers a poverty 
measure that reflects the level and composition of those 
with deficient long-term capabilities to earn income, 
the official measure leads to several anomalies. For ex
ample, independent law or business school students are 
likely to be counted as poor despite their enormous 
earnings potential. As a result, the poor aie recorded as 
being younger and more educated than they realy are. 

Similarly, some families (for example, those headed 
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H O W E A R N I N G S C A P A C I T y 

OP V E RT Y I 3 N EA S U RE D 

Family earnings capacity is an estimate of the capability of the head 

(or head and spouse) of a family to earn income if working at full ca-
pacity, adjusted to reflect the reality that illness, disability, unemploy. 

ment, nd child care responsibilities may keep all working-age adults 

from either working or working at capacity. The actual procedures are 

as follows. First, the earnings of all full-time, year-round workers in 

the Current Population Survey are related statistically to a variety of 

their characteristics, such as race, gender, education, age, and health 
status. Then, using these estimated relationships, the amount that 
could be earned by each adult if he or she worked full-time, year. 
round Is calculated. That figure Is adjusted downward fo, the time 

that the individual either sought work but could not find It or could 
not work because of health problems. After the individuals #.?e col-

lected into their families, their individual earnings czpacities are 

summed. The resulting value for each family Is then adjusted down-

ward to reflect the costs of the child care that would have to be pur-

chased if all the adults were to work lo capacity. This adjustment re-
flects the number and ages of the children and an estimate of the per 

hour costs of child care. The result is taken to be family earnings ca-

pacity. When this amount fails to exceed the family's poverty line, the 

family Is labeled "earnings capacity poor." 

Table I. Official and Earnings Capacity Poverty, 1973-88 

PERCENT 
CHANGE 

1973 191| 1973-88 

INCIDENCE OF EARNINGS 
CAPACITY POVERTY 

Individuals 5.8% 6.9% +20% 
Children less than 6 11.3 14.5 +29 

INCIDENCE OF 
OFFICIAL POVERTY 

Individuals 102 11.9 +17 
Children less than 6 15.4 20.8 +35 

Source Robert Haver an and Larry Buron, "Escaping Poverty through Work The Problem of Low Ea-n. 
ings Capacity inthe United States. 1973-88.' Revew of Income and Wealth (forthcoming). 

by self-employed people or farm owners'; havv in
come that fluctuates dramatically year to year: soni 
of these families also systematically "underreport" 
their income. Such families ire likely to be counted 
as poor when in fact they have high levels of educa
tion, ample opportunities, ;ind quite adequate life
styles. Again, the poor will seem more highly edu
cated than th.y really are. 

Finally. as the example of the Cartwrights shows, 
some people with high motivation and drive, but with 
few skills and low earnings capabilities, tend to be un
derrepresented in the official poverty measure. 

As a result, many officially "nonpoor" Americans 
may have few skills and capabilities -while many of the"poor" in a given year may actually have substantial 

earning power. U.S. poverty statistcs may be captunng 
a group that in many ways fails to conform wvth ac
roted notions of what it means to be down-and-out, 
poor, or with few means of "making it" economically. 

A Mere Permanent Measure: Would It Matter? 
It is probably unrealistic to expect the Academy panel 

to recommend a new poverty definition based on a 
more permanent indicator of econom.c position-say, 
one that more clearly reflects the capabilities of a family 
to earn income and to be economically independent. 

Yet it would be interesting to see if the picture of 
povery obtained from such an alternative would differ 
from the official picture. Would the composition of the 

poor be different? Would an assessment of America's 
progress against poverty change?Some 20 years ago I (together with Irwin Garfinkel) 

devised a measure of the capability of a working-age 
amily to ear income if the adults in the famil were 

to work fulal-time, year-round. (This measure relies on 
the Current Population Survey, the data source used 

by the Census Bureau in making its official poverty es
timate.) If a family's earnings capacity exceeds the 
poverty line for that type of family, it is able to work 
its way out of poverty, ifit fully uses these capabilities. 
If family earnings capacity is less than the poverty line, 
the family is said to be "earnitigs capacity poor."

Among the advantages of such a measure is that it 
is not as t'ansitory as annual cash income. Moreover, 
it sidesteps the problematic issues raised by the compar
ison of the Smith andJones families and the Cartwight 
and Epson families-issues involving aifilies' differing 
preferences regarding work, responses to work disin
centives, and the receipt of public cash benefits. Fi
nally, it rests more solidly on econormc principles and 
is close to the ideal "full-income" concept ofmeasur
ing the economic status of a family over its lifetime. 

Table 1 compares the incidence of official poverty
and earnings capacity povery in working-age families 

in 1973 and 1988. In 1973, 5.8 percent of all Ameri

cans living in such families were earnings-capacity 
poor-that is, they could not earn enough to escape
poverty, even if the adults in the family worked ful
time. By 1988, that figure had increased 20 percent, to 
6.9 percent. For small children the incidence rate was 
much higher-I 1.3 percent in 1973, 14.5 percent in 
198'-as was the trend increase: 29 percent. 

I1ne official poverty rate for all individuals was al-
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most double the earnings capacity poverty rate, but _ __ _ _ _ _ _ _ _ _
it rose a bit more slowly-17 percent. The official -

poverty rate for small children grew about twice 
as
fast as that for all individuals; in addition, it grew Table 2. How Different Groups Are Faring
even faster than the earnings capacity rate for children in working-age families. 

INCIDENCE OF INCIDENCE OF EAP!,,r,CTwo somewhat different pictures of the nation's OF;,CIAL POVERTY CAPAC:TY PC.-:;.efforts to reduce poverty over this period emergefrom the two measures. In both cases, poverty rates PERCENT 
 ,'ERCENT
rose. But the proportion of young children who live CHA4NGE
in families unable to work their way out of poverty 
CHANGE 

1988 1973-88 1988 1973-88grew more slowly than the proportion living in fam
ilies with annual income below the poverty line. MORE
 

Table 2 summarizes the incidence of official and VULNERABLE
 
earnings capacity povery for a few important groups GROUPS
 
of the working-age population in 1973 and 
 1988. Blacks 29.1%Some surprising patterns rum up. -5% 18.5% .131Hispanics 24.5 +13 11.9 -27The more vulnerable groups-minorities and fe- 33.5Female heads -9 22.2 -26male-headed families-have 1988 official poverty Black female heads
rates that range from 24.5 percent to 57 percent and with children 57.0 -2 
 36.4 .39earnings capacity poverty rates that range from 11.9
 
percent to 36.4 percent. Rates for the less vulnerable LESS
 
groups are far lower as measured either way. 
 VULNERABLE
 

But while official poverty rates for the more vulner- GROUPS
able groups show lirtJeif any improvement from 1973 Whites 7.3 +12 4.4to 1988, the earnings capacity poverty measure shows 
+47
 

significant progress for each of these groups. 
Their Intact families 8.1 +6 2.5 +20earnings capacity poverty measurefell by from 13 per- Families headed by

cent to nearly 40 percent, showing that the:, ability to 
 persons with postearn enough to escape poverty rose substantially. secondary education 5.7 + 16 2.4 +92Another surprise is that the less vulnerable groups
experienced small increases in official poverty but Source same asTable I.
large increases in earnings capacity poverty rates. For 
these groups, generally thought to be immune fromeconomic hardship, the incidence of earnings capacity poverty in- tion not been able to realize this increase in productive capabilicreased by from 20 percent to 92 percent. ties? One possible explanation is that the economy failed to gen-In sum, since the early 19 70s, the bad news is that groups that crate opportunities for these groups to make full useare most economically secure-whites, intact families, and fam-

of their earn
ings capabilities. Another is that th'ey chose not to use theirilies headed by people with postsecondary schooling-have seen earnings capacities more fully. On the assumption that the first extheir earnings capacity poverty rate increase rapidly. The good planation is the real one, economic growth, especially growth notnews is the large fall in the earnings capacity poverty rates of the driven by demand for highly skilled labor, could yield substantialnation's most vulnerable groups. economic gains for these more vulnerable groups.
These patterns are consistent with developments and trends reported elsewhere. To begin with, the period from 1973 to 1988 
 Taking Poverty's Measurewitnessed a decline in average real earnings, reflected in the in- Clearly, one's assessment ofwho is poor, of which groups have thecrease in official poverty. The earnings decline was the greatest for highest poverty rates, and of the nation's progress against povertythe most vulnerable groups-those with little education and few depends heavily on the measure of economic position that one uses.skills-who experienced both increasing joblessness and under-

employment. But public benefits afforded them some "safety net" 
The task of developing a reliable indicator, or, alternatively, a


series of indicators, of family economic well-being is a daunting
relief. On balance, their official poverty rates changed little, even one. Decisions on fundamental measurement issues will play athough their earnings capacities rose, and their earnings capicity crucial role in determining the nation's collecive view of howpoverty rates fell substantially. 
 bad things are, on whom policies should be targeted, and whether
At the other end of the distribution, the less vulnerable .1milies or not things are moving in the right direction.sought to counter the wage rate decline by working more hours Whatever decisions the National Academy of Sciences paneland addin,- second workers. They were only partially successful, makes, it will be criticized by many, applauded by few. But theas their o.icial poverty rates did creep up. However, because of panel also has the mandate, and hence a great opportunity, totheir added work, their official poverty rates rose over the period change an important element of how we as a nation view ourfar less than their rates of earnings capacity poverty, selves. The definition of poverty, or perhaps the family of defiri-The large decline in earnings capacity poverty rates for low-ed- tions, that is officially adopted will be a crucial statistical indicatorucation, minority, and single-parent families would have been of national performance. Like the unemployment rate, the povertybetter news, of course, if the marked increase in the capability of measure embodies a national goal. The Academy panel has diethese groups to earn their way out of poverty had been reflected chance to influence heavily where the country puts its mouthin an equivalent fall in their official poverty rates. Why has the na-
on 

this matter, and, implicitly, where it should put its money. U 
WINTER 1 993 
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The 'Poverty' Lobby's Inflated Numbers
 
ByHioLMA'J.%kINIJ5 reldllVely shor" The turnover in Ue 

No mailer whdl he deides I his ew noioiIderly por is nearly 45S a year. 
aomic summit. Bill Clinton faces lie In olher wurd , a lt of what passes for 

I of a vaslIncrease onpropev in poverty 
his walch. Thits betause a move is afio 
to eapand the governiment s definition of 
poverty aind thus the numlberof "poor" 
people 

A Democratic iniliative thrown in 
George Bush s face may thus blow op in 
BillClinton's lap. Puverl)' definilion 
does more han deterniine who s eligible 
for food stamps and Medicaid Itinflu 
eme the country's image of itself and 
shares its welfare strateg). Thanks tothe 
expitsive ways inwhichwe'vedefined the 
problem over yneyear%. poverty relief has 
gtru mixed upwith acrusadeforincome 
equality 

Mr. Clinton. with his talkof "ahandup 
insrad of a handout." presumably takesa 

different view His nrw economic caridts. 

Ignie. Goldman Sacho's Robert Rubin. 

recently chaired a povertiy tsk force for 
New York s Cusnuo Commission. In per. 
sutnalpostscript, he wrote that poverly, 

fighting shuld ' l) tioi on income trans. 

ter bui rather the development of con 

struclivebehavioral norms and useful 

t.:,:. ' aP,;, ri's.rt",g, 0, Tt;
rat fc m ~ 

Among the pa ty a tradit o poverty mu 
ver. 

ImatglsltLgthee'Pool
Under their tutelage, the debate has 

longbeen dominated by something called 
the federal poverty line At S11.924 for a 
faiily of four. it's not skt money. On the 
other hand, when rnisAmericans hear on 
tIe evening news that 6 million of their 
fellow citizens are ''lsing belo,,thepov. 
ery line," the) imagine imelem people, 
urban slums. Appalachian shanties. In 
fact, Most Of the 'poor" fall outside Jis 
dire categories. 

The Heritage Foundation's Robert Ren-
for hasshown tialv; of "poor" families 
own their homes And 62%,own at least one 
car. From the Census Bureau.publisher of 
the annual poverty line. comes word that 
the poorest 20% of households somehow 
mnlLge t consume twice U much asIthey 

puverls islos th normal ebb and flow of 
1!frtime inc me An MBA student living off 
a check Iromihome is 'por ' Somebody 
who lakes a year off for navel conlempla 
[ion is 'poor," even when hes living 
cvmfiirlably off his savings or a ir 
friends paycheck. Lots of old folks qualify 
is 'poor" even tfosgh they own houses 
and oiher awts. 

Part of the problem is tha t eone-yeas with one year's uncote. 
snapshot of cash iotnoe doesn't tell very Ameria took in ala million Immi 
much about how people really live. Sav grant during the 19Ns.,many of them 
ings,assets and mincash gnvernment aid poor. ill-educled hut Lspiring Third 

we've def ed 
the problem over the years, poverty reliejhas gotin mixed 

n arsade or tnwome eqtolay 

earn And as the liberal Economic Policy poverty lobby to implicate mor voters as 
Institute wes. "smst poverty spells are potenlal beneficiares.an taxpayers 

up utt a crn 
aren t even counted when lumping people 
in puvert) ALSo. the poverty formula in 
clades a dis"retled Inflation adlstment 
thai exaggerates housing costs. 

You might think the poverty lechl 
cians would be eager to hone tis blunt~~"~al~~ ~uc At~ the proJdong oft.allal Nope. ttepod ~ ~fOaalr~ 
crals in CU irness. theNat,,nal Academy 
of Sciences is loking for a new poverty 

calclus,.anditwilllmost certanly draga
lotmore worlung people into thecoITral. 

Partcia Ruggles, a former conges. 
sional stlfer now at theUrban Inslttute, 
orchestrated funding for the NAS study. 
She favors raising the poverty income 
Itreshold by 5&dh.And she s io the only 
one with much Cilegory'Widening Lm. 
pulses. In theirbook, "The Forgotten 
America.n." the University of Arizo a's5
John Schwart and Thomas Vot.y normI. 
nate 12 million more working people for 
poverty. Others mre pushingto have tW 
line fixed as a percentage of the median 
income. That way, as long as some people 
have higher incomest oatnher'i, portiot 
would Always be puor. so matter how 
comfortably they lived 

But even given the best efflort.of the 

rTally likely to shell nutmorefor thelens 
pour? Americans are keen on poverty 
relief, ttot incume equliztlon Yet even 
this litled objective stems 1obeAfailure 
All the roney they've dumped on the 
Mtost visible and Iroubling poverty hatI 
made a dent. The utin underciuss Wn 
tinues torow. aong with cime and racial 
tension 

Maybe It's time for a new way of 
looking at poveny, one' thal's more con 
orened with someiualy's life c ances [t n 

Wolders. We an a more diverse and 
dynamic society. hot also one of greater 
extremes. Hll or more of the people living 
to many U.S.cities are minorilties. com-
pared with less than S% for motl European 
cities. Our West Euripean friends are~ ~often pained~as showcasesi!r~h ~;ca~i oidm~vnial~en,~~onlyI itechoesr npha4sisthe cu'rent welare peopleformula.in1n on suppo)rting
lighlenmeol Bul as they've ltelydemon 
airled the leveling lestheUc coat, under 

more stresslul circumstances, ayproduce
clamor toeaclude. 

The ooverty lobby isn't insensateto 
these concerns. Somehave startedtalking 
about the "befaviOral poor" or the "per 
aisiently poor."'as i poverty is shout t a 
than just having a low income. In the 
words of the Urban Institute s sabelSaw, 
hill, if somebody Is prepared to live 
responsibly, he or she it "un ikely 10 
be chlronically poor." 

How many Americans tall this test? 
The estimates ar fuzzy. Somewould olnt 
everybody who has ben "poor" for eight 
or more years.That's sbout 10 Million 
pope, or lesstin a thid of lome below 

mothers,high chiooldr.pouis, welfare de. 
pendents and obless men are ihickes on 
the ground. Between 1970 and 1a). the 
number of such neighburnods tripled to 
bo and their combined population rose 
from 750.0J Wo2.5 million, 

All sorts of culpin have been blimed 
for Moeswelling of the underclass - weI 
fare. the loss of iow'skilled manufacturing 
jobs.the free love eihic of the 1960s.What 
ever else is going on, Ihese neignbor ods 
are themselves a problem. 

They breed the benavior that breeds 
ic poerty Holding all other n 

aulc niar.yong ac me ten 
times more hiei to nla ienl when they 
crme from sth "bad' neighborhoods. In 
Chico..whichslher a housing desegregaton
Iasuil. hundreds of single motherswere 
transplanted from the proJects to me 
suburbs. Nolhing else changed, yet half 
thosewho hadnever beforeworked now 
havejobs. and S2%o(thekidsend uplong
 
10college.
 
The Importanw ot Mobfifty
 

kioilits 
yhinkigshould plays biger role not'U 

fuing aboulpoverty. The cur"rent stain 
dad.nl,preoccupie with olfae sna hol. 

heso-called poverty line. Evenso, i pullts get much helpfrom hisown pary' povery 
In many elderly and disabled peonle. establshment, 
whose problets are qite diffetc'. 

Using Census data, Ms. Sawill picks 
out atthbortboods where tenLe 

Mr. Jerohtas 
writer. 

i a Joena j edidourlwa 

povertyraslr thon sulping hem to ie 
ovts 

cherel adre etler was, wraigge,actunt sod housing vouchers, a bigger 
earned income tLx credi. flashing the 
minimum wage. But these Food things tte 
money and plilical capital. and those are 
end.ngered by people flogging an expan. 
slivedefinition of povert) and eager to 
spread fimiled money among a wider 
group of "poor" people. 

Mullie trshansty, the government 
economist who 30 years ago devised Ott 
poverty line, once quipped that "poverty is 
in the eye of the beholder " BillClinton 
talks as if hes genuinely sympathetlc;1t 
the idea of pulling the emphasis back on 
mobility. Unfortunatel,. he'snot likely to 
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The Economy's Power Shift
 
F Dt -LKu 

Powerin theeconomiesotdeveloped
By Pirrlt 

countries s rapidly shtiflniim manuac 
tarern to distributors and retailers. 

Thephetomenal successot Wa[ Mart, 
which made Ihe lateSAmWalton one o tihe 
worlds itchest men in les thin 20years. 
wasbased tlhesqirely on .saina control 
LingIheoperations of its ti1 suppliers, 
Wit Mart, rather thinie mAoultclurer-
aProcter & Ganble. for lnstance- contrnl$ 
what shlouldbe produced, in whatproduct 
mix. inwhat quantities. witvenitshould be 
deloered. ndtowhich stores Similarly lin 
Japan.Ito' kaduCo controls thepro..ct 
mix. lie manufatcuring sch ,Jule And the 
delivery of major supplies. such as Coa. 
Colaor beer, for it' 4.1s 7.Eleven stores. 
Inhardware a fewvery large disinbu, 

tosr-many of them owned by the indepen' 
dent retail storetstheyServe- actually de" 
sign the product' lor at lest itLe.tt 
specifications for them). find a manufac-

andlaydownmanufacturing sched. 
ues and dever'y times OneeximpleIs 
Servistar. a Butler. PA.bte company. 
which boysfor 4.500 across U.S 

lurer, 


stores the 
And is owned bytiem. 

Thechains of hypernariet' that have 
mneto dominate foodretailing in France 

andSpainsimilarly control theproduct 
mix,manufactunrig schedules anddelIy. 
cry schedulesof their main suppliers And 
sodo the discount chains that hakea 
growing shre of theU S marke inoflice 
pr'aucto In tile U.S..thefreestanding 
community hospital isnolonger theprci' 
patcustomer for health-care product', 
Buling is nowdonebychains - for profit 
ones. suchasHumana; voiultary ones; 
denominational ones, whether Catholicor 
L.itlheran They settheproduct specifica 
tions, find the manufacturer, negotiate 
price.and deterinne manufacturing 
schedulesanddeltivery. 
What Customers Wat 

Distributing is Increasingly becoming
concentrated, manufacturing. bycontrast, 
i increasingly splinleriig. Thirty years 
ago,threebligaulomakers sharedthe U.S. 
market. Todaythemarket is split among 
IC-Detroils BigThree. fiveJaparse. two 
Germans But30years ago &5%of all 

weredone in single-silteretail car salesdealerships; eventhree-dealership chains 
were quite uncommon. Today a fairly 
Small number oflarge chaitndealers - no 
more than 50or 60- oatsell two-fifth I 

A&P sprivate labels weresupenor value, 
Butthepublic refused to buythem.which 
allbutdetiruyed A&P. Now private Labels 
arefiounthing. 

The independent stationery store in my 
neighorhood carmet only national 
brands But the only atioial brand, car-
nedbytherecently opened localoulet of a 

itaunery disiunt chllare ocs that 
reiuire serire. such as compulen andfa 
machines. Andthey accountfor ln, toan 
haltofthestore s volume lncreasitgly t e 
retail chains use cable TVtoproimoteteir 
uwn brands. the) nologer delendon the 
manufacturers' tdvertuint on 0Yeerthe-
et networks. 

made asmuacturing decision&,They 
hid WIbeControlled bywhal gonolttn Iht 
plant, indthey hadtobe based on the only 
Inlufrmation wehodlor believed we had 
on mnufacturing costs. 

Now that we e reat time Informs, 
tiomm what goeson in the maruelplace. 
decisions will incressingl) be baed os 
what gws on where theulimile cu.l
tomers. whether housewivesor hospitals. 
takebluyingaction Thew decisions will be 
controlled by the people wtt have the 
Ilfortation - relailers and diltributor. 
Icreasingly decision making power wil 
Shift to them 

Some implicstions: Producers wtll have 
What underlies this shift is Inormia. to restructure their plants for "flexible 

tion. WItMat is built around information 
fIe" hesatesftoorWhenever acustomer 
i. IAntlhing. tle intfrmaion goesdi 
-= 

D u er 

uvuCZo1.ge..arfl 
-

In the U.S.hardwarein.
dusty, for example, h 

new distributor's !uch an 
Serftstar are doing what 
three levels of wholesalers 
used to do; 7.E.letnr in Ia. 
pa hstmnted Irye 
sw~ wholeale levels. 

rewily - In "relhme' - to themonufac-
urer's plant. I isautomatically coeveried 

manufacturing '- theburzwords for pro, 
duction organized artoundtheflowofmae, 
belinformation rather thanaround uie 
nfowofm tertals s in tLrdillto manutn 
fctouring The more we automate. trf 
more Important tihswill be General Ma 
te$ largely wasted L0 billion onautornlt 
Ingthe traditional process.which oll 
made itsplants moreexpensive, morl 
ngid and lessresponsive. Toyota land to 
Someexlent. Ford speintafraction o whaf 
GMspent. utilspent the money restruc, 
Luring production around ma et informs. 
tion-on"flexible manufacturing" 

Another imporgant implication When. 
during thepast tOor lb years, companies 
beganto organize lnteroalthemselves 
An h we nround iformion 

r on tile flowofnftatn-we . 
c it "re-engineenng' - they immedi
atelyfoundthat they did not need a gose

levels. 

res have since cuttwo-ttirds of tiel 
management ayeri Now that we ir 

many management Sote coenp. 

into a manufacturing Schedule and into beginning to organize truundcrterfsl 
delivery insinuctions- when oship,howto information. we are learning that lha 
shipand where to ship. Traiditonally, 22% economy needsfar fewer intermediares: 
or 30%of the retailprice went toward Weareeliminating wholesalers.
 
getting merchandise from the manufac- War'ebous s Chane
 
lorer's lading dock to the retailer's IntheUS hrdware industry, for ct
 
store - most of it for keeping inventory in ample, thenew distributor sucha SeA.
 
three warehouses; themanufacturer's- tWe etstarare doing what threelevelsotwtole 
wholesaer s andthe retalders.These salers usedto do, 7-Eleven inJapan Ua$ 
ost' arelargely eliminated i the Wal eliminated fiveorsix aholesalelevels. 

Mart system, which enablesthecompany this trend halonly stalled.
 
to undersell local competitors despite iLa Physical distribution ischangxng tool
 
generally higner labor cost'. In many industries thewarehouse is be.
 

In omlin redundantother-
The moment a 7-Eleven customer In itiscraninl
Japan buys asoftdrinkoracAnobeer.We otheinre l sungmneediumihe'd 

Its merchbndi'dInformation goes directly to bolt' or chan ow undieshall 

brewery. It Immediately becomesboth wtttt sioralge: di/ronlany ti noesdirerct 
production scheduleanddelivery sched. tnanufacturer tostore. Ti...- hii still 

carsi the US Yesterday's dealer han. de, actually specifying the hour when thei oes through a warehouseBut it is no 
dIed only onemake. Today's chains may newsupplyha. to be delivered and to heldthere;itaoesworehhl ous. t OQ 
sell GMcarsIn one dealership, Toyots In which Ofthe 4,300 atores. to be cuttothree - InItcasportalloa pia
the dealership acrossthe Site. and Wewould not have needed! orn. nce,thewilow has become . 
BMWsIn adealership in the next town. Aind yWrd"Insteadoaputer to dowhat WaIlMart 7.Eleven 'switchi "bhlcl 
They havelittle commitment to any ole aredoing. More titan ,oyearsAV., M " yswinl.n 
maker but go by what heicu- omerS retill chain. Inte&Spernser. the Bittishwant, grated maket informain andthemnuu this also means that te ecoesoM/ 
Itthemld-INN Se"atar Ithencalled tactrins Schedulesof Its supplierl AM seedtless ndtiess ofothfdbankring thtl 

Amet cast ilHrdware) lets Created aystem. o provided with thef bouig1 than t20 the first Jult-in.me be taenturtes bnk 
million a year Andhad60Dmember tores,mid I0, .M.Scottof Marysvitlle, Ohio, est and most lucrative business: Short, 
TodayItserves4.500storesandhasan a producer c.; fertilizer andgrns, seeds, term lending on inventory. The ero 
annual volumeof51.5 billion. Twenty pcftlcides, built rea-time market lnofn'l,drop Inthedemand for suchmoney ex 

yearsago,each current ?FEleven Both plint In targe measure whiybanksof the LionInto It' msnufacturing system. 
outels In Japan waaan Independent almostImmediately Attained Indusltry develoyed countries areseeingtheir comn 
"mornandpop"store MomandPopstilt leadership. But oncetIe computer Isthem mercal-loun businessshrink, ever it 

but they have 
frarclntes. .Egleven atorn. de- tIheIntegration of this lnformtion wtsserve thecustomers, become andprovides Mstlanl market lnrtlort, 

rus the 

cideswhat merchandise It caries Andin manufacturtng productsonak, delivery 

what quantity, buys It.stocksIt,doeshe becomes InrevLable. 

display. finances the store, doesIt' ac. Since I first saIdIt In my 195.4l"1h
boo 

people. Practice ofManagement". I ha bltcme 
These large distributors are becoming commonplace to assetithaIresult' ore 

lessandless dependent marketplace; where things are 

counting,. ad tralna ItI 

onmanuatureers' only inthe 
hrA 1o, only twovery bit. being madeor moved.Uere Areonly cost'.ida. Thirtyyears
American retailers successfully Soldtheir Everbody thesedaystalks ofWe"nia
own "privale label": SearsRoeback and kel-driven" or the"cusin~ercrfven" 
R.H. Macy. The largelt American food company. Butas tongaswedid nothave 
retller of that lime. theGreat Atlantic & rirlurel Informtion, deisions lespecotly 
Pacific T!a Co..tried toemule these two, day to-day operating decitonst had tobe 

boom times, andwhy theylve been 
tryting tocompensate by ishing lhitodubia 

to ThIriA 
World dlctlajf1. 

Butte b:lqesl Impllca.lon Is 'it th 
ecmn is gsutucte. Frombeltng 

ounresl-etate dealsandlmans 

chngin

organized around theflowof things and. 
the flowofmoney, Itbecomlng orglalatOli 

trod theflowofinformatiOln. 

Mr. Drurkrr it a priftuOr ofsocual 
atat Clto ScluaWcesncs ! Orodwiad 

ISOthiritus. 

!Y
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ByMILT.oto,Falluat. 

Brelon Woods 
1,64 to Aug. j5. 1971 

fOtll of cocrn fur th1 oder p
aed the Jrustals ru'upnrol.I uL~t the am. 

nrrow prior episoes from Diorkhal'l 
Rome (o ioridMarll) 

Theperimentfirst pol World-WarfI noble ex-ii plgged exchange roles C. 
lapsed when Prevident Nixon closed the 
gold window, suspending Checnmmitment 
that the U.S had enlered into at Brelon 
WoIs Coconvert dolldr info gold for for 
etgn central banks At t35an ounce Slated 

differently.Ing Ct the U.S was meuIngtorndera the unable Or uwilJ-woleuae thredfwaitinadeflatinaryessiwil 

able the U.S. Colive UP to It ori. 
tebe 

During W 25 years &e hnfernto.
Lional Monetary Fund was crealed at Brlt 
Con Wuoddt Comoelur a system of (Lied
exchange rates amnongmember counties,
there were numerus Changes iniexchinge 
rates The changes included in apprecia 
tin of the Getmon mark in 16 and aldin 
in 1969.major devaluations of the British 
pound in 1949 and in1967.and of the French 
franc in 1949.191h and 1969.The 19 
changes came after a major foreign es.
chane crisis Chathoganwith lhe French 
students' strtke in 1%8 andextended Into 

19.9.oForeight )ears during tus period Chore 
was also a European Payments Union de-
signed to foster pegged exchange riles 
amongEuropean countrted. It woo ternh 

hated in01958. 


All In aJf. the much vaunted Brtel 
Woods System Of pegged fichange rates 
operated as intended for only elght years 
from 1959Co167 - and even Choseyearswere not free front eschaose rue 
cta free. 

Tile SCOltl n.T11 T el 
7ceSm. lg~lonlaus ;u 11!IDncleompbetr1971t0 Febly.rsV 1973 

An Attempt woo mode to inhedtstlictA 
pigged rate system at a meeting held t 
It Si ttisuntan Institution in December 
10e1, That system lasled less than ten 
pears Even during that brief period, there 

Deja Vu in Currency Markets
 
,tembeon of the Comrnunwealth survived 

the prewar Brilifh Empire The partict 
panla pqgged Ihelr currencies Eoalerling
allrioand fuoluvoed$lerh1ogwhen I was devalued 
n I9 and 196. After many diffhcuJtles. I

finally collapsed on June 23. 1972,when 
Britain floaled the erchunge rite. 

he SuiteAprI 197? to 197J 
After te cullilive of Bretton Wooa. az 

European Economic Communitl em. 
barked on a pr.ocesa or tying to creale a 
narriower pegged rale )soem limied Co 
members of the EEC The initial at empt 

How marny more htascoesuvl i take before reiponsible 
people are /inalily conmnce tht a sys.em oj pegged ex. 
change rates i I ot a saisja tory Jfianclctl orag rientl? 

waa the snake. so (alled because it tpecl- tries. whichrequlred thatltsgods beometied wide limits for each country',
change rite 

eo. retalvey more expensioe to foreigners;above Aid below ctfntrA and thielgnoda. relatively ctAper1oGer.values. which them.elves chanet-. from many That cotld be accomplishedin onlyilne to time. one or some combunati ur ways: In 

were cues ind numetrou changes Int exltence a( the EMS All told. there werepef.ed eichage .r. 1 devautiulon or revaluatons fromEnd of Ihe Sterling A 
tll7 

mi toCO8t,some il alectungln re tian otteJuns1. 197f curency. A pertod of atability followed.A Alerting ar conalating msoity of much like Chaluder Bretton Woods from 

AsAnna J. Schwartz reltes In "Money
iln Historical Perspective" (University of 
Chicago.19871"Six codilbes fFl&ace. 
Germany. ltaly. Belgium. LaLiembnur, 
the Nelheflandl originatly joined the 
saiae. hyoe olhers joined i May197 but 

left in June IU K. Denmark. Eire) Den-marn rejoined in Ocloer 1972. lIaly left at 
December 1972 -ice left In January
974.rejoinedInJuy t975.andleft Agalinn

March 1976 Sweden and Norway. non EEC 
cintte. joined in May1972. Sweden left 
In August 19T. lAndl many changes lI 
exciaote rates the werewithin astake 

d.de," 
Faoeua Monetary Synsoel oo1zySle 

1979 '1 
The unsatisfactory snake w sc-

ceeed by a maorneLta arrangenit.uropean Monetary System, ewith nors. 
rowerlimlaonexcane rales forhema. 
jor currelcies. broader ones for oUters. 
Britain w s nollan inital member anddid 

t join until 1990.Changes in exchange
rates werefrequent throughout most of te 

111169W 1967. though even shorter Both pei 4'reemenu under the leadership of Ihen 
no" of sabilily had the ame basic 
source a mawr country - first the U S.,
tlhenGermany- that %,aswilling to inasnce 
the balance of payments deficits of other
rnembers of the exchange iaregT enl. 

The siluation changed drastically after 

[he fall of the Berlin Wall and he unhficalion of Germany To finance reunification, 
Genr.iy had Coshill from toing a large
CipiLAI tpurlter omotly to fellow EMS 
members. to becoming neutrafl or even a 
capital imirter Trial meant iat t1had 10 
Sell less and buy more from other coun. 

fLation in Germany. , Uon of Ihehe ebslofor thesubsequ-nl slock andilandlirk, depreciation or fin currencies price exfplouion in Japan. followed by itsrelative Cothemart. or"flaniooIn fellow moe recent dilfficUluesEMS members Beginning in October 1987. te LouvreGermany wu unwilling o accept In la. level gaeivway and he dollar stured to de-Cfonand the EMS riled out exchange rate prediale further. ending up by December 
changes That left only denlion in ouherEMS counutrIe britain 1981 roughly where it had started in 100 aa Frxacie in pr. level about which t has fl.ctu.teticular. but also Ialy. Spain c.and other Had the PlaL and Louvre agreementscountries. subjecled themselves Coa se- never been reached. I believe Chat [he 4,livere andprolonged recesioa and high on lAr would have roetinued the rlcline ;ememployment In order Co maintain tIeir pocanly hailed by the Louvre igroenient.pegged exchange rates with the mar. l- but would hive ended up high., than it heajly, the price becametoohigh for Blitain ually did. Thal sequence of events wouldand Italy They were unwlling to take the have been far healthier for the U.S.. JApa.fuer severe deflationary meaues Chatlnose and German economies.fute ereefiorymue 1l oe Gr nenml$ 

Secreld) of thie Treasury Jdmes Bikrr 
The 111"a conference of eptelnber 19,h 

ws held bftduse the dollar was deened to 
hive appreciated tln h,un. having nerl)
doubled in vu.ue relative t0 the1currencles 
of the G 1l from 19u o- early lss . By the 
[line the meeting was held. the dullar had
alredd)' Starltd 10 depreoidle. ard had losI 
n drlyaqudrterof lI prlur gall, Nunethe. 
less, the representitiveb of the major na 
luns agreed hitl it loouuldtie driven down 
furhler - something that did rot teem to 
reildire any plecial action on their part 

y February I07. when ioe rmore impuriat LauovreSummit held. lie do1tar had wadslost more thin threequarters of 

li earlier appreciation Thepowers thit
decydad 'hral was enough The rate wasjist righl They succeeded in holding that 

role for about eight munts. thanks to 
large purchasesofdollar, byGermany and 
tvycially Japan The Gtrman purchases
brughtl unwanted inflation and Later con. 
friction The Japanne purchases wore 
ven larger andconlinued longer. layhi 

would have been .equired. and tle house of 
cards collapued If Britain and Italy had 
StuckIt Out. rance would probably havesoon pulled the pet The system was 
dooumedonceGerinasyoi" P061uonChanged
aler u ificalton. 

Pla AndLtiumr Agrements 
/ft and IN 

i t Addition o t e fnral continuing at. 
rangemens forpegirngrencies. hardly
a meeting of the Group of Seven or to 
p oes without d scu stons f e change 
rates. The two moat noLable oul0ceo fO 
past metucogs were tho Pla&and Laluvre 

Conclusion 
How many nor fiascoes will i talke 

before resionsible people Ilike the editorsof the Jouroli are finally convinced that a 
system of pegged exchange rates is not a 
sattsfactory financial arrangement for a 
grOupof large counlrles with independent
Political syslem$ end independent national 
policies? 

Mr. rte.-,yae, utoe lte 996 Nobel 
P ieto eonomis is a flluua San/od s 
ldwwr iasittullOn Amxa J. acltz w. 
tnhltedo ts artIrtn 
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Sunnary 	 MEN 

The past year has seen important progress in the World Bank's continutheing efforts to incorporate environmental concerns into its work.1 

year was more than simply part of an ongoing process. The United
Nations Conference on Environment and Developmient (UNCED) and the 
publication of World Development Report 1992 hold important im
plications for the Bank's future work. 

Bank activities during fiscal 1992 drew heavily on the accumulatedTHE W RLD BANK and the experience and research of the past several years. During this period aE iI RTON M E N T set of principles and policies evolyed that will guide future actions. The__________I important events of 1992 can be thought of as marking the transitionfrom the first phase, one of efforts to integrate the goals of environment 

and development, to a new phase in which particular attention wil begiven to the implementation of these policies, so that actions will more 
consistently correspond to agreed principles.

The World Bank's environmental activities, which involve policy
dialogue, lending, technical assistance, research, and aid coordin-a:ion, 

have four objectives: 

* To assist member countries in setting priorities, building institu
tions, and implementing programs for sound envim-osmental stew
ardship 

* 	To ensure that potential adverse environmental impacts from 
Bank-financed projects are addressed 

" To assist member countnes in building on the complementarities 
between poverty reduction and environmental protection

" To address global environmental challenges through parficipationFiscal 1992 in the Global Environment Facility (Gu.). 

Assisting Countries with Environmental Management
The World Bank 

Washington, D.C. Assisting member countries in their efforts to improve environmentalmanagement while accelerating development is the principal obiective 
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of the Bank's environmental work. Governments seek the Bank's tech-
nical and financial support in developing national and sectoral strate-
gies, in strengthening institutions, policy analysis and research, and in 
designing and implementing investment projects. 

Environmental action plans (EArPs) are emerging as important vehicles 
for assisting borrowers to set environmental priorities and to map out 
ways of achieving them. They also facilitate better project selection and 
design, since they allow the Bank and other lending institutions and 
donors to focus support for investments in agreed-on priority areas. 

To date, seven International Development Association (IDA) borrow-
ers-Burkina Faso, the Arab Republic of Egypt, Ghana, L.._tho, Mada-
gascar, Rwanda, and Sri Lanka-have completed EAPS. The Bank's role 
in the preparation and implementation of an EAP is primarily to provide 
advice and help arrange technical assistance, at the request of the gov-
ernment. Each action plan is unique, but common goals include: (a) 
furthering environmental policy and legislation; (b) strengthening the 
institutional framework for dealing with environmental issues; (c) build-
ing national capacity and developing human resources for carrying out 
environmental management; (d) establishing ,onvironmental monitor
ing and information systems; and (e) addressing the management of key 
natural resources such as soils, water, forests, fisheries, and energy. 

The mnmber of World Bank loans for environmental management, in 
direct support of country environmental priorities, continues to rise. 
Fiscal 1992 saw the approval of nineteen projects that were primarily 
environmental, with Bank financing of $1.2 billion.2 Another forty-three 
projects contained significant environmental components. The Bank's 
Africa region had six major environmental projects, amounting to about 
$184 million, and eleven projects with significant components address-
ing environmental issues. The Asia and Pacific region had eight environ-
mental projects, totaling $495 million, and sixteen projects with 
environmental components. The Europe and Central Asia region and 
the Middle East and North Africa region together had six projects with 
environmental components, and the Latin America and Caribbean re-
gion had five major environmental projects, amounting to almost $500 
million, and ten projects with significant environmental components. 

Lending increased notably for country-level institution building and 
for management of critical natural resources such as forests, watersheds, 
fresh water, wildlife, and scils. Of the major environmental projects 
approved in 1992. ten were primarily concerned with better manage-
ment of natural re-ources and six with building institutional capacity to 
plan and implement environmental strategies and action plans. A num-
ber of projects focused on both priorities. For example, 

* 	 In Africa the $20 million Mali Natural Resource Management 
Project is designed to improve management of natural resources 
by strengthening the capacity of local commurities to manage their 
own resources, improving the management capacity of the Minis
try for Agriculture, Livestock, and the Environment, and support
ing the development of a national environmental information 
system. 

* 	 In Asia the $124 million Maharashtra (India) Forestry Project sup
ports integrated investments in the entire forestry sector, including 
soil and water conservation activities, wildlife preservation, 
agroforestry, and institution strengthening. 

0 	 In Latin America the Mato Grosso (Brazil) Natural Resources Man
agement Project allocates $205 million for sustainable management 
of key resources such as watersheds, forests, fresh water, and 
minerals. 

Environmental Assessment of Projects Supported
by World Bank Loans 

The Bank co'tinues to strengthen its capacity to assess potential envi
ronmental impacts from projects it supports. Environmental assessment 
identifies ways of making projects more environmentally sustainable by 
preventing, minimizing, mitigating, or compensating for adverse impacts. 

A new Operational Directive on Environmental Assessment, issued 
this fiscal year, requires Bank staff to classify investment projects into 
three broad environmental assessment categories on the basis of the 
potential environmental impact, which in turn determines the nature 
and extent of environmental analysis needed. For projects assigned to 
category A, a full environmental assessment is required. Examples 
include dans and reservoirs, industrial estates, large-scale irrigation and 
flood control, ana land clearance. Projects placed in category B undergo 
environmental analysis but do not require a full environmental assess
ment. The impacts of category B projects are not likely to be as sensitive, 
numerous, or diverse as tihose of category A projects. Examples include 
small-scale agroindustry, aquaculture, rural electrification, watershed 
management, and rural water supply and sanitaton. No environmental 
assessment or analysis is required for category C projects--family plan
ning, education, tealth and nutrition, and the like-since they are un
likely to have adverse envirt...nental effects. 

After two years of experience with environmental assessments, the 
Bank has completed its first review of the environmental assessment 
process. As of the end of fiscal 1992, about thirty environmental assess
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ment summaries had been presented to the Bank's Board of Executive 
Directors; of these, twenty summaries and eight full environmental 
assessments had been reviewed and evaluated by Bank staff. Although 
the Bank's environmental assessment procedures were found to be 
realistic, workable, and instrumental in improving development plan-
ning and envifronmental management, more effort is needed to 
strengthen borrowers' capacities to conduct effective environmental 
assessment. The report recommends that key borrowing countries be 
given high priority for EA training and that Bank resources devoted to 
environmental assessment be bolstered until borrowers' capacities have 
improved, 

A notable event of fiscal 1992 was the report of the Independent 
Review for the Sardar Sarovar (Narmada) projects in India, commis-
sioned in fiscal 1991 by Barber B. Conable, then president of the World 
Bank. The report reviewed the resettlement and environmental impacts 
of the projects and identified weaknesses in planning and implementa-
tion, including the lack of a resettlement strategy and the absence of a 
coordinated assessment of environmental impacts. It underscores the 
importance of good baseline data and of effective consultation of and 
participation by local people and the need for comprehensive environ-
mental impact assessments and effective national and local environmen-
tal institutions, 

Poverty Reduction anQ,the Environment 

Integral to sustainable development and the reduction of poverty is 
protection of the natural resource base on which development depends. 
The World Bank recognizes that promoting development and protecting 
the environment are complementary aspects of the same agenda. The 
Bank's effectiveness in comb--ing poverty, while protecting the environ-
ment, is the benchmark by which its performance as a development 
institution should be judged. 

The recently issued Operational Directive on Poverty Reduction and 
the "Poverty Reduction Handbook" are intended to guide staff in this 
task. They contain guidelines for and examples of best practice for 
implementing the Bank's poverty reduction strategy. The country pov-
erty assessments required by the new operational directive provide the 
basis for a collaborative approach to poverty reduction by country 
officials and the Bank; analyze country policies, public expenditures, 
and institttions; and recommend actions to strengthen the impact of 
policies and programs on poverty reduction. In turn, the Bank- country 
assistance strategies build on the prescriptions for poverty reduction 
contained in the assessmentq- Thi- acq r_mlntr frnmmari7p L-atr crv,-i l 

indicators such as child mortality, nutrition, immunization, maternal 
mortality, and fertility. They also indicate special env.ronmental con
straints and risks facing the poor. So far, twenty assessments have been 
completed. 

The Bank's st.pport for family planning and other programs to help 
countries reduce population growth rates is an important component of 
its approach to poverty reduction. As stressed in the "Poverty Reduction 
Handbook" and in VAbrld Development Report 1992, high fertility rates are 
also an important environmental issue. The Bank's approach is twofold: 
it focuses both on female education and other important determi -.ants 
of the demand for family planning services and on more available and 
accessible family planning services. In the past few yee s lending for 
population, health, and nutrition activities has increased d -. iatically
from $305 million in fiscal 1988 to nearly $1 billion in fiscal 1992. 

Addressing Global Challenges 

The Global Environment Facility (GEF). established in 1990, is jointly 
implemented by the United Nations Development Progranme (tNDP), 
the United Nations Environment Programme (UNEP), and the World 
Bank. An agreement on restructuring the GEF so that it may serve as the 
interim financing mechanism for the Biodiversity and Climate Change 
conventions was reached by GEE participants in April 1992 and was 
endorsed by UNCED. As a result, the GEF is likely to play an increasingly
important role in combating global environmentl problems-climate 
change, ozone depletion, loss of biodiversity, and pollution of interna
tional waters, as well as land degradation and deforestation, insofar as 
they relate to these four focal areas. 

During fiscal 1992 six GEF investment projects totaling $80 million 
were approved. Thtse support conservation of the environment in 
Bhutan; preservation of biodiversity in Mexico and in Poland; replace
ment of fossil fueL. .ith biomass for energy production in Mauritius; 
handling and disposal of ships' wastes in six Chinese ports; and .f ores
tation in Ecuador. By June 1992 the Facility was considering moce than 
seventy projects amounting to $50Y million. 

A breakdown of the portfolio shows that 40 percent of the resources 
allocated so far are for projects in Asia, 23 percent in Latin America and 
the Caribbean, 19 percent in the Middle East and North Ai~ica and 
Eastern Europe regions, 14 percent in Africa, and 4 percent for global 
and interregional projects. As additional projects are prepared for the 
rest of the pilot phase, the Bank and its partners-the UNDP and the 
UNEP--are making a considerable effort to bring more global-warming 
and Afriran nrnrvt,. intn ftha wrr-tfinc 
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Future Directions 

The Bank has made progress in integrating environmental concerns into 
its activities th,'ough a variety of initiatives ranging from environmental 
assessment to assisting borrowing countries in the preparation of envi-
ronmental action plans. But major tasks lie ahead. One such task is the 
development of practical analytical approaches to help borrowing coun-
tries plan and implement strategies and programs for sustainable devel-
opment. To this end the Bank's expanding research in envronmental 
economics has begun to develop the necessary methodologies for sound 
environmental management through a comprehensive analysis of the 
environmental costs and benefits of country economic policies. New 
initiatives are also under way to improve environmental indicators,
which are essential for combining environmental and economic infor-
mation in polic- development, by building on work begun for WorId 
Development Report 1992. In addition, the Bank is closely involved in 
efforts to develop a coordinated hiteragency strategy to implement the 
provisions of Agenda 21. 

The Bank must also move vigorously to implement its environment-
related operational directives and incorporate into its work the findings,
conclusions, and lessons from its evaluations, assessments, and indepen-
dent reviews. This will entail increased support for environmental projects, particularly clean water, sanitation, and energy efficiency;
imprcvement of in-house capabilities and technical skills; and more 
explicit integration of environmental costs and benefits into the eco-
nomic evaluation of Bank-supported projects and policies.

Individual lending operations and studies will, of course, continue toeipotndveings fopertis andstuieff s willtof co , sCOnuebe important vehicles for the Bank's efforts to help counuies address 
environmental problems. But the environment must assume an impor-
tant place in the 3ank's country dialogue on policies, public expendi
tures, and institutions. Preparation of environmental action plans is an 
important step in assessing priorities, formulating policies, and building
commitment, but adequate follow-through is also essential to ensure that 
the priorities identified and the approaches and policies developed are 
successfully financed and implemented. 

The association of the Bank with the operational phase of the Global 
Environment Facility necessitates closer linkages between global envi
ronmental considerations and Bank lending, particularly in the areas of 
energy planning and development and forest management and agricul
ture.This calls for more emphasis on country strategies and action plans
and for the careful assessment of the global benefits and associated 
incremental costs of local actions stemming from national development 
strategies and priorities. 

Organization of the Report 

The report begins with a discussion, in chapter 1, of the emerging global 
consensus on the relationship between environment and development
and its implications for the Bank's work. Chapter 2 reviews key opera
tional initiatives by the Bank in fiscal 199.2, and chapter 3 describes the 
work of the Global Environment Facility. 

Chapter 4 discusses in detail current environmental work in each of
the Bank's six geographic regions--Africa, East Asia and the Pacific,
South Asia, Europe and Central Asia, the Middle East and North Afr'..a,
and Latin America and the Caribbean. A new 'eature in this year's
review of regional environmental operations is a discussion of strategic 
priorities and new initiatives. 

Chapter 5 deals with new and continuing environmental research and 
policy work, grouped by the main sectors. Coordination between the 
World Bank and the international community un environmental con
cerns is outlined in chapter 6. This year's annexes contain not only a list 
of projects with environmental objectives or components, as in past 
years, but also a separate list of efforts funded by the GEE. 

Notes 

1.The World Bank, as defined in this report, includes the International Bank 
for Reconstruction and Development (BRD) and its affiliate, the Internatinal 
Development Ass-ciation (IDA,). Other affiliates of mRD are the hiternational 
Finance Corporation (Wrc)and the Multilateral Investment Guarantee Agency(MICA). The World Bank, the tic,and McA are sometimes referred toos the WorldBank Group.

2. Throughout the report, dollar amounts refer to current U.S. dollars unless 
otherwise sparied. A billion is a thousand million. 
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By MARY A. GlADE 
At he risk of being burned at the stake for the 

modern version of heresy - political incorrect-
Det- it is my proposition that George Bush has 
been the environmental president. 

What he has not been is the "enviro-rhetoric" 
president. And In this election year, rhetoric 
seems more unportaut than tangible results. 

Mr. Bush mastered the skill of getting things
done, balancing jobs and the environment, but
he's never learned to talk about it in ways that 
convey his commitment. In advertising parlance,
he has a great product and terrible marketing.

At the other extreme, his political opponents,
C-ov. bill Clinton and Sen. Al Gore, have mas.
tered the rhetorical skills necessary to s!multa-
neously soothe and scare the public about a
whole host of real and imagined environmental 
Ills. Unfortunately, while long on rhetoric, their 
records are, at best, ones tf inrction. 

EDITORIALIOPINION 

Straight Talk on the Environment
 

Mr. Bush kept his promise to break the 10- the res osibility for addressing global warming
year oeaoioca on We lean /Jr Act b 
menting the single most crea,.ive idea in pollu-
tion prevention since the Rcmans bulit under-
ground sewer systems. That isais the use of 
market forces to cost effectively Achieve soci-
ely's environmental goals., 

We have the solution to the acid rain problem
today because George Bush refused to accept old 
fashioned command and control approaches re-
quiring all power plants to achieve the samesulfur dioxide emissilons reductionsl regardless of 
cost 

Instead, all power plants as a group must 
achieve an overall, environmentally protective 
level levl. lans ale edutios a 11o ahivePlants able to achieve reductions at lesscost may be i h The end result? A eaer 
coo t abe ig.wTe enriesut ae 

Thirty million Americans brcathe certifiably
cleaner air today than just a few years ago in
cities such as Tampa, Indianapolis and San Diego 
because George Bush pushed enforcement. lDur.ing the last four years, the Buch administration 
has collected more penalties, and sent more vio-
lators to jail for longer sentences, than la the rest
of the US. Environmental Protection Agency's
Il-year history. 

Mr Bush's use of market mechanisms to clean
upthe air are being extended to smog control. In 
March, the president called for the widespreadbuying of olde ,m r o l tnfcr.y id s rebuigoler, more pollutiing cars by industriesthat must reduce their emissions of smog.produc. 
Ing gases.

Illinois and LsAngeles Are actively pusthing 

his 'cash-for-clunker" suggestion and expecting
the idea to pay off incleaner air at less cost. 

At the &&me time, Gov. Clinton backs a higher
corporate average fuel economy standard (CA-
FE) of 40 miles per gallon t, the year 2000 in an 
effort to clean up the air. These CAFE standards,
whiLh can only b2 achieved by building smaller,
lighter cars, are estimat d to result ui an addi-
tional 1,700 deaths, 17,000 injuries and 300,0=,
American job losses 

In addition, National Academy of Science 
studies show that increasing fuel economy only
make, people drive more, negating any environ-
mental benefits. Putting rhetoric aside. Mr. Clin-
ton's CAFE proposal looks like the bigger clunk-
er. 

The lifference between tangible results and
environmental rhetoric was Lest summed up at 
the Earth Summit in Brazil. While the rest of the 
wor!.i ind Sen. Gore were ready to place most of 

0of 
approach that W,uld achieve U.S environmental 
goals and prcect American jobs. 

First, Mr. Bush challenged the rest opfthe 
world to control all greenhouse gases, not ;-At
carbon dioxide. assunog that Europe does its fair 
share in reducing methane, the most persistent
greenhouse gas.

Second, Mr. Bush called for concrete nationl 
action plans, not arbitrary deadlines and stand-wihnut and 
comrmtment to progress in controlling green-
house gases.

Third, the president wanted an approach on 
gloalclmate change that is based on logical 

ulfsardsrdwih t enlcbatadwthorelbasis with noreal 

global 

. 

-


._
A 

,ar. 

modifications to our economy. Others, above all 
Sen. Gore, have called for heavy taxes on all 
carbon-based fuels (oil, coal, natural gas, wood)
and taxes on virgin materi.Ls to address their 
fears of impending ecological disaster. So much 
for middle-clas tax relief. 

In the end, it should be noted that every
nation signed - most with relief - the version 
of the t-.aty adanced by Mr. Bush on behalf of 
the United States. 

His opponents basking in environmental cor
rectness, would have signed the first version 
regardless of its consequences here in the United 
States and Its failure to address the real prub
lem. 

While the list could go on, one final illustra
lion shows Mr Bush's ability to deliver tangible
environmental results whll- reconciling U.S. eco
nomic and environmental goals the North Amer
ican free-trade agreement

Thi landmark accord will create hundreds of 
new, high-patying lobs in this coun

th agreeent has b crtid bytry The agreement has been characterized by
William Relly, the Environmental Protection 
Agency's outspokenadrmnstrator, As the gree-

Mr. B,,eh t r raginto uty the ght of any 

state to set higher standardi than the federal 
guvernment on such things as pesticide residues 
on farm produce The only condition s that the

incftetwecutre 
of which o the countries is the place of 
ow rcientific stepaeostandsrds a ply equally to all produce regardless 

o tigin. 
jngWhile the president fought for this job--reat-
Igagreement, Bill Clinton says he isn't sureabout the agreement, partly over environmentalconcerns. This from the governor of Arkansa, 
whose environmental record and laws Are much 
worse than those of Mexico. 

Where.= the hallmark of the Bush appronrh
has been balance, Messis. Clinton and Gore opt
for a classic baby boomer 'have it both ways'
program. Mr. Clinton tLr..a a blind eye to filthy
rivers in Arkansas but decries the fate of the
Amazon. Mr. Gore wraps his arms around an owl
In Oregon but votes to bump off the er 'aigcred
snail darter in his state of Tennessee to buld a 
dam. 

I'll opt for guy who does something andc'l ot ita guy s o arecan't talk abo ut it rather than tw o guys priio are 
out to sweet talk me - and then leaves a e r on then ev . 
mental Prolecto oen:y. 

mentl PrtectonAency 

http:materi.Ls
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Bush's Nonsense on Jobs and the Environment
 
By Curtis Moore 

rosie t ettingtheir jobs iand EkeS eeni~-o 
runenJ be a hab i t fo r Pre s is t-litauabit. 

k W dent Brush ond Vic;e 

betan D for Presi-. 
Prei dentle sh dVi-. 

Pastweek. itwa thehaples spot. 

weeksago, t was those "envrnpen-
exrmsswho.-suggesois'hov ir-ene n ~adexte m es"w om'ed sugges1.~tan 

gine. What's strange is that A m en-

ca's twoJapa andprimaryGlerma.economictake pr-rivalswltap 	onppects vl"ew 
Wheposie i ere 

Ic policy. not environmental policy,'"Edde MUller, a senior oficial oftheGerman Government. toldme last 


year in explaining why her country's
enlrem t~ ds~lart stricterenvironmental stendArd ar ti 

tathsofteU.S. A few mnh 
later, 11atuo Seiki, then an official in 
Japan's powerful Ministry of Interns.ilan' Traerad Indsr more'"' 

circumspect. Global warming affordsJapanese companies a "very big 
challenge." hesaida n 

" 

Amertca's competitat a know what 
fullr potic in oh e yn iet : nta 
fua l pbl tecton omi11a11lo thatdoes Itbeteenironwill enbe pel-

toed tocaptureeco tomit
suprema 

cy 	 in the 21st century. But here. 

'A-here environmentalism was born,
Ve coninue to labor uner the Ilia-. 
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son that, as George Bush saysbecae 
"Am~~~tics'=ij
reodInlmmnl
"America's record an environments'. 

protectlan Is second tonone." 
The President is wrong.
That may have been true 10or 23 

years ego, but not today. Environ-
mental leadership has passed to Ger. 
many ar1 Japan. where officials sea 
environmental protecton as an op-
porunity for ecoromic development,
not as %barrier to growth.

Air pollution limits In Japan and 
Germany are nearly four times asstringent as those in the U.S. It should 
come as no surprise then that lapan,
followed by Germany. has the world's 
cleanest, most efficient power plants
and steel mills. The U.S. Is third and 
falling last. 

The same can be said of gasoluse
mileage. Of the large&! car makers in
each of the three nations. 7nyota Is 
the leader In fuel efficiency, followed 

Curtis bioore was counsel to iheSen-
ate Com-illee on Enviriamen and 
Public Works from 1978 to i0. 

by Volkswagen. General Motors, t.he 
largest American car company. Is a 
dl'ittthird. The world's most strir-
gent controls on toxics? In Europe.
The tougest recycling programs? 
Ditto,

in only one area of environmental 
protection cen It be fairly said that
theU.S. remains the worl- leader 
tallpipe controls Octcars And truckt. 
Callfornia's requirements are the 
world's strictest, followed by the rest
of the U.S.. Japan. UtienEurope. But 
European standards are nearly as
tough and getting tougher. Consider 
al;, that the Swedes hays adopted 

nlluutl'n taxes to curb driving, while
the Dutch. Germans and others are 
banning autamnbtle traff:c in city
center& "Yu elmer walk or take 

' \-~ 

• 


- ',, 

. -4 

public transit." said JorlsAl. a senior 
ficial ivth the Dutch Ministry of 

Environment. The cleanest car I one 
that isn'tdriven, and compared with
that standard of zero pollution. U.S. 
limits are high Indeed.

To seize competitive opportunities. 
the Japanese have launched orstrengthened business-lgvernment
partnerihips aimed at accelerating
development of technology and pro-
moting its ale abroad 

The Germans have adopted regula-
(ions mandating a wide range of pol-
lotion-cutting measures from Indus-
tries and citizens One program re-
quires car riakers to p~ck up and
recycle vehicles that in the U.S. would 
be junked BMW's, Mei'edeei and 
Volklswayens now ;olt oil the assen-
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bly line with bar-coded parts to speed
disassembly somrting and recycling.
Soon. this policy will be extended to 
computers aaid cameras, then to everyshing from cardboard boxes to 
yogurt containrs.

But that's not ail. In six years, 
every power plant Inthe country Isrequired to reduce air pollion by 90 
percent, with most using scrubbers 
that remove acid rain-causing pollut
ants. Scrubber byproducts (consid
ered waste to be thrown away in the 
US.) are dried and made into gyp-
sum board and construction mortar 
In Germany. 

The Germans. Inother words. liter-
ally build homes outof pollution. The 
system Isso succes:ful that Knout 
Gypsu).m a German company. opened 

a plant in Britain with 1991sales of 

The results
are economies thatare 
cleanand leanspecializingin just thesorts of programs and technologie

the rest of the world isseeking to 

The-U.S. economy meanwhile, cantinues to be fueled by the twin policies
of cheap oil ar.d deregulati, which 
were initiated by Ronald keagan and 
have been continued by Presidlent 
hv be cotud yPsin

Tharnc eutha en
enormous trdnsfer of U.S. technology
to other nations. Consider this: 

anuacthe os o la ,t 

voltaic cells. which produce electrici-5,tofsoaP~(~L
ty from sunhght. Today, the U.S. has 
fallen behind Japan and will soon be 

Japan and Germany are the leadproducers of a multimillion-dollar 

tsystem forpower plant reduc.Fllutin conrotcUlle Selective caitalylic 

Lion. The technology was developed wn 
the U.S. by Corning. Unable v! itod a 
lystSnc!-.Crigsupatents h aso Miltsubishl, which then 
icense d German ma nufacturers , 

Now. makers in both countries areforth grwg U-.maret 
n o te r boowin mart. 
S Fuel cnlla are clean, quit aind 

extraordinarily efficient devices that 
create electricity through a chemicil 
reaction. The cells, developed by the 

space program , are now rolingofftwo assembly lines: one in Japan.
owned wholly by Fuji Electric; the 

owned sub

stinlally by Toshiba.
 
These and dozens of other technol.
the ovrete In ten onbecause the Government IsIntent onogles can't get started In the U.S. 

Ignorig environmental problems
 
and even their solutions. Products 
created through American innovation 
and financed by tax dollars are being
systematically auctioned off to for
eign bidders. 

Germany and
 
Japan prosper 

from stricter aules. 

Environmental protection is a glob.
al reality. America. once the world's
environmental leader. Isnow a ful
lower. To claim otherwise is not only 
untrue buta disservice to or cf.
dren. Sadiy. ItIsthey who will pay -
with their health, their quality of life 
ani' their Iohn 11 
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EDITORIAIo- THE TIMES 

Bush vs. Clinton: What Is an Environmental President? 
To cope with the nation'smounting ecologicalchallenges, the two candidatesoffer substantiallydifferentpolicy perspectives 

From time to time before Nov. 3, The atrktiona on U.S. production of carbon 1988 that there would be "no net lossTimes v-U examine Mie sands of Ov, diaxiade. This month, speaking to log- of wetlands" during his Administra-two main presidential candidales on gers in the Northwest, Bush said that Lion. last summer he proposed a wet-same of the outaanding issue he wanted Congress rewrite the landsof the to redefinition that would have
aimpaign.Today. the enwronmnen. Endangered Species Act to require elinunated protection for up to half

balancing the benefits of species pres- the wetlands. In nmaking judgmentsP'erhaps no two presidential can- ervation against potential job losses,. about the preservation of threateneddidates ever have devoted more The continuing recession has land and animal resources, Clinton
attention ta the issue of envi- pushed the Clinton-Gore team toward would rely more on scientific thanronmental protection than George a very different policy model on the economic assessments. For example,Bush and Bill Clinton have In recent environmenL Gov. Bill Clinton and he supports preservation and restora-months. But despite the continual particularly Sen. Al Gore, who has a lion of wetlands targeted for redefu-

jostling between the two, and between strong record~as a moderate 
their running mates, over which team but committed environ-
has the be-tter environmental record. mentalist. reject the notion -ish 
voters are still confused about the Implicit in the President's 

prt~taiwaeaurlis ato policyetoaio . '"',health of our environment,ad the effect recent sd statementsl-~- - ,j tP' ... ,.-• .-
of•rovtexistingair. regulationswater and designednatural -"e-to vetion and restoration al-thaL environmental preser- . ,fii-

sources, and tlie best direction for ways cost money and jobs. 
 U . I 

future environmental policy. They argue istead that the 
 ' 1 " .NAn 

D~iag has posed aoibagAdministratione choice" between en
C"falsemad of Tr~ylag to Do EvorythhW vironent proton a.-


George Bush campaigned in 1988pon n and 

a promise to be an "environmentaj economic growth and con- COMPARINGTHETWOCANDIPATLa proise tbeu eo h tend roted nauronmenta d endhata cfdw przid.nda/ramr ePresident."Indeed, he got high environmentaltakra protection
Za: his environmental record in his strategy" will reward con-
first tno years as President. He chain- Lion as developable property and of 

*whichpitic trengthenedthe Aircontrols onof virtu- rices while penalizing poliuter&Clean Act 1r- ancient forests on federal lands. 
ally every source of air pollutmio. IPreserving Our Resources Global Warming: An IssueZhalted oil exploration off both coasts Without Grounding the Economy Where the U.S. ItsVulnerable 
and ordered a government-owned The argument over how beat to The Earth Summit in lioi de Janeiroelectric utility to reduce pollution that protect anid mianage the nation's wil- last summer highlighted the growing
clouded the Grana Canyon. Moreover, derness and the remarkable variety of International concern about the accu-
his Administration rapidly added fe within it has become a lightning mulatioi of "greenhouse gases"--in-plants and animals to the endangered rod for debale over other environ- cluding carbon diox,de, chlorofluoro-

species list. His appointment of cor- mental Issues. Faith in the endle.s carbons, methane and ozone--that are
rervatinist William K. Reilly as chief abundance of our natural resource:;- slowly but steadily warming our plan-of the Environmental Protection Including forests, wetlands, range- et. If It continues unchecked, globalAgency was widely applauded, lands and deserts-s a part of Amer.- couldwarming produce drought InBut In recent months, as the reces- can mythology. But now Americans some places, flooding in others and
sion lengthened its shadow over the are paifully confronting the reality widespread ecosystcm damage. Al-nation's economy, the President has that our natural resources are finite, though there is Still considerable n.-
favored a different apprbarh to envi- and that, long-term, our best econon:- certainty about the pace of this cli-ronmental policy, one that measure Ic interests lie In their conservation mactic change, there is little doubtenvironmental rules against potential and management rather than deple- that the United States, with only 5%jb loses. The shift was fbst evident tion or privatization. Careful husband- of the world's popilation, produces
when Bush approved a proposal last ng of these resources is vital not just more greentouse gaies than any oth-
sunmer that would open half the because of thelr scenic value or as er country.nation's wetlands to developmnt. He anmai habitat. Wetlands, for exam- Even so, Bush has consistentlyremoved restrictions on logging in the pie, ct as ground-water filters and refused to commit the United States to 
hational forests, approved efforts by provide natural flood protecton. targeted reductions-or stabiliza-the Justice Department to relax en- Bush has continued the Reagan-era tiun-of carbon duxide ein;saiuas,forcement of strip-mining laws and policy of recormmending tiniber har- even tough most other industrialized
managed to remove from an interna- vesting at unsustainable levels in U.S. nations have done no. Moreover, his 
il n n o n ar 3. - ,- A - . .avl o 1 t1,' - - , . . . 

this year, offers some financial sup-
port for renewable energy but gives
much bigger subsidies to the oil indus-
try and does little to curb demand for 
domestic oil. Moreover. Bosh opposed
extension of the -.olar tax credit and 
expansion of that credit to wind,
geothermal and biomass energy de-
velopment. 

By contrast, Clinton propoees to 
linut C02 emisions to 1990 levels and 
Improve America's overall energy ef-

ficiency by 20%. all by the 
year 2000. He would estab-

revenue-neutral incen-
4 Lives to encourage energy 

conservation and then useu ofy draie tfewal e 

renewables,ras th fue and would 
' standards for auto makers 

o 40 miles per gallon by the 

year 2000 and to 45 miles 
per gallon in the next cen-
tury. These steps make 
senseCan Ecssomic Forc-

Be 11liame" to 
Energize Recyclin 


Each day, American industries pro-
dcth eqianto 1jl30 
dcnee 
poundrof toxic waste for every perCno 
duce about 180 million tons of solid 
waste every year, about four pounds 
per person per day. 
per es pr day. wor
ly on new voluntary reductons of 

industrial toxic waste and on solid 

waste recycling. Chiton's approach

emphasizes econom c incentives for 

recycling, the use of recycled materi-


lisand ource reducton, a natenal 

bottle bil and stricter enforcement of
nfaecexstng regulations regardig toxic 
waste d poal.aoth Ci nton ald uh 

have called for reform of the low and 


caled foerefrf theclan d

cumbersome uperfund cleanup pro-


tae how hew can e th 

togram.n wopot thew 
program. 
A Good Start on the Clean Air Act 
-- and Then Regression

More than 100 millmon Americans 
now live In places where U.S. clean air 
standards are violated at some time 

cause about 120,000 deaths annually
and cost up to $100 billion a year in 
health care and lost productivity.

Bush can take much credit for 
passage of the tough Clean Air Act of 
1990, which, wheni fully implemented, 
will cut air pollutant emissions by .53 
bqhon pounds annually. But his own 
Council on Competitiveness has in 
effect stalled its implementation and 
weakened its substance, claiming that 
the act is burdensome to business. In 
contrast. Clinton has promised to en
force the Clean Air Act. 

The Clean Water Act of 1972, which 
was intended to have eliminated U.S. 
water pollutionwepr.e byBt 1985, has signifi-therikn dat fom 

cantlydrinki.n. improved the quality of ourwaer Butdaatfomth 
Environmental Protection Agency in
dicates that rivers and lakes in as 

many as 35 states are still polluted. In 
recent years, the Council on Competi
tiveness has intervened to weaken 
laws protecting ground water anddrinking water from contammdation. 
By contrast, Clinton supports new 

standards for "non-point" water pol
lution sources, such as htilside erosion,and creation of incentives !or bust

et, fenrmofeland famtineoto reduce 

s reT oldate ver tC n 
camp has provided no cost estimates 
for such "non-poit"programs. 

such " pi"oa
In places. both Bush and CInntn's 

environmental propoAls lack speci
ficoty. And both are predicated on 
some unproven aumprpr: Bdich too 
often blames environmental pocies
for economic decine wthout ffi
cient jus ation, Clinton metimunderestimates the short-term nea
tive econnue cohequences that en
vtronmena rcstrctoncs may. in oe 
Instances unpoae. Nonetheless, manyof Cinton's propoalsparticularly the 
new, inore substantial tax and fiscal 
iow he for 
incentives he forsupports nirgy
could imaginatively and meaningfully 
reward environmentaiy sound prac
lices by business, government and 
lndiviouala. That tNin Amerira's te.t 
econc.'iic, and environmental. inter
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North American 'Green Trade'
 
My JAMES M. SHEEHAN 

The Not.h American free-trade 
agreement is expected to face an 
uphill fight for ratification in Con. gres.s Several congressional critics 
have pledged "o oppose the treaty
unless it is modified significantly
charging that it is not attentive 
elou'h to environmental protection.
In realitv the trade pact has 
n'erged eni rnr.'ent and trade poli-
cies more than any otner such 

wla oeemet treatyiprved, thewileateetsipprvey stringent b 
reaucratic and regulator% controlsoeurthe end rento whichntresoer the enironment, which areprofoundly lnmiuc, ts free trade 

Some in the environa,2ntal e;tab-
lishment are :ndeed confident the 
trale agreement will further their 
goal of uniting environmental reg-i-
latory authority across national bor. 
ders Wilham Reilly. administrator 
of the Environmental Pc:ection 
Agency. contends the agreement has 
more sophisticated environmental 
provisions and triliteral cooperative
arrangements tnan exist between 
any nations anywlere. The trade 
agreement's preamble, he notes. 
commits the countries to environ
mentul -sustainable development. 
an important phrase not found in 
any comparable document. 

Sustainable development is a con-
cept that President Bush. along with 
other heads of state. embraced Atthe L'.N Earth Summit It holds that 
free markets fail to prote-t the envi-
ronment. so governments must in-
tervene to detet mine what kind of
industrial activitv is sustainable 

As a rcsul of this watershed com-

mitment is the North American free-

trade pact. Mr Reilly has ecstatical,

ly pronounced it -the greenest inter-
national trade treatv the world has 
yet seen-

For the first time. a trade agree-
men, has linked environmental pro-
tection to wternatianal trade poli-cies. acci.rding t- Thom&3 Wathen.
author of a recent report -A Guide 
to Trade and the Environn., - t" and 
program officer of the Pew Lnaritahle Trust. Mr. Wathen notes at 
'the environmental impact will be 
felt as the fre'-trade agreement af-

fects all kinds of regulation on prod. 
uct standards and Vilohtion." 

In fact. the trade accord could 
dictate L'S environmental regula-
tion over such policies as forest har-
vesting agriculture. pesticides food 
safety product labeling. biotechnolo-
gy and even energy use Congress.
Mr Wathen claims. is likely to 
'change a lot of environmental laws 
to bring them into compliance with 
the agreement. 

oeThtintreaty contains umrnumerous 
- rOVis ons the environmental lubbywill celebrate The pact obligateseach nation to enforce trade sanc-tions in three existing international 

environmental treaties the Montre. 
al Protocols on substances thought 
to deplete il., ozone layer. the Con-
vention on International Trade in 
Endangered Species. and the Basel 
Convention on trans-boundary ship-
ments of hazardous waste The 
agreement also allows governments. 
even on the state level, to prohibit
the entry of consumer goods not
meeting health. safety and environ-
mental standards ifrequently perceived as lacking inTo firmly establish bureaucratic strong scientific foundation." Rathercontrol over regional commerce, the than safeguarding scientificallytreaty establishes a North American based standards. the trade commis-trade comnission to 'monitor and sion is likely to perpetuate unscien-oversee- continental trade One pur. tific environmental regulations tbat 

[ ozoc! i . 
UAV 1/0. 

' 

NOmCo 

A 
"Unlortunately nobody pays any attention to her since she toldeverybody the sky was falling." 

pose of Lhecommission is to prevent 
the re;axation of environmental reg.
ulations that would attract foreign 
investment or otherwise enhance a
nations competitive advantage

The commision will be autho-
rized to appoint conflict arbitration 
panels to resolve dLsputes over trade 
barriers created by environmental 
restriztior U S Trade Representa-
tive Carla itills has explained that 
these panels will heavily favor therestrictions. as long as they have an 
identifiable scientific basis. And. re-
assures Mrs Hills. *we won't quar-rel with the science so long as ascieni,fic methodology has beenrved to develop the standards" 

Historically. U.S. "scientific 
standards have not inspired eonfi-
dence A government panel of ex-
perts issued a starthing report earli. 
er this year entitled. -Safeguarding 
the Future Credible Science. Credi-
ble Decisions.- which evaluated the 
use of sound sciece at EPA. 

The study fou:nd that -EPA sci-
ence is of uneven ,ualitv. and the
agency's policies and regulations are 

mask their true protectionist pur
poses By creating arcane rules that 
companies must decipher, the trade 
commission will confer competitive
advantages on larger firms already 
more proficient at such tasks then 
entrepreneurs 

To ultimately achieve uniformity
in environmental regulations. the
pact requires the appointment of 
two committees one dealing with 
health and safety issues and the other with sanitation standards These 
committees will pressure the gov. 
ernment perceived as having thelowest standard to raise it in accordance with the other two na'tonsThe trade pact will also result i, 

unprecedented international coordi. 
nation between the environmental 
agencies, which are rapidly growing
in personnel, enforcement budgets
and prosecutorial authority They
will convene periodicallv to conduct 
inquests into the environmental 
practices of each of the three coun. 
tres Such measures to contralize 
env,ronmental prntetirin wll .-ur-
La, the advantag.s of flexibility. ex. 
pecimentation an innovation that 
our 50 states enjoy 

The trade agreement's con:tnen
tal common market - heavi!,' laden
with bureaucracies, panels and con
missions - bears little resemblance 
to free trade. which aims to elimi. 
nate obstructions. Instead. it is be.ginn.ng to resemble the supra.na. 
tional structure of the European
Community. in which the unification 
process weakens the ability of its
nations to attract foreign invest. 
ment improve competitt.'eness.

Free trade is better for the envi
ronment than managed Envidrade.ronmental risks are more dramati
cally reduced through economic 
growth. technological innovation and 
wealth creation than by bureaucra
cy. Even EPA's Mr. Reilly admits 
that "the future of environmental
improvement will not be ensued by
foreign assistance - it will be en
sured by trade.' 

James M Sheehan is a research 
associate with the Competitive En. 
terprise Institute in Washngton. 

http:supra.na


THE WALL STREET JOLtRNAl. THURSDAY OCTOBER S. 1992 

Bush Biodiversiry Policy Risks Dangerous Side Effects
 
Pfesident Hush hasspent muchofthe 

current campaign drawing a distirction 
between being pro-business andproenvi 
rOnmentOn behalfor U S business, the 
administraiton stoodalonein opposition t0 
ile Biodiversily Convention at the Earth 
SummitButbusinessmaylose more than 
Il gainsfrom that decision. Other conries 
arelikely to retaliate by sharply restrict 
Ing USSacress to keyraw malenals- the 
genetic andbiorymeical resoures used In 
afrcuture, medicine andindustry 

The genes and chemicals found In 
nature are important resources for the 
American economy.All of themajor crops 
grown in the US ongnated in other 
countries. and all depend on infu ions of 

Courterpoint 

By Waiter V. Reid 

new genes fron tUie countries Sone 25% 
of all U.S drugs arestill derived from 
natural products, and recent advances in 
biotechnology hive etihanced phrmacu 
ilcal companies' interest in screening 
p:uno ad animals for ne%drug. Taxol. 
derived from thePacificyew tree. is the 
not promising cancer drug discovered in 
thepast15years. Overall. morethan 200 

free now of genetic resourceswill !>e 
erected. Th- Bidiversity Conveniion 
didn I anticipate the prospect of a trade 
noratonum, bit other trierndtioni.] 
agreements have The19b-Montreal Pro-
locul on Suastarces That Deplete the 
OzoneLayer includes an aricle banning 
alltradeof ozone-depleting chemicals With 
rcnslgiatorf nations Vicenle banche. 
chair of tht' International Negotiating 
Cormttee for the Bodiversily Cunvrn 
lion. his notedthat aler theconvention 
enter% into force. It can be amendid to 
include provisions suchas those in the 
Montreal Protocol. 

Individuil couotrteu could be even 
fougher Ore by one. they could bar 
biodiversity prospecting f) companies or
Individual cilzens of nations not party to 
theconventtn. Theycouldrefusetoexpos 
tononsigner: geneuc material tirchemical 
extracts used in the searchfor pharnmiaceo-
iclas. Or. they could simply require that
corporations andpublic agencles meet Use 
terms of the convention in order to gaon 

companies and research istit tUions considered oy CostaRicki National As-

accessto lhebtiodiversilty thecountry. 
Soonafter the U.S. decision was an. 

ocanced. Venezuelasusperded colliors, 
tion with the U S bOdivers:1) collectors, 
and sevenCentral American presidents 
signed a resolution ercouraging te enact. 
ment of laws regulating acceuto genetic 
resouurces.Similar Irrts1attcn is nowbeing 

worldwide arescoutingte wealth of 
plant and ilmal sp '"" for newdilgo. 

The genetic re. .:ces at ile will 
disappear raptdly if countries have no 
economicincenl toconserve them. The 
Biodiversity Convention proposesI Simple 
solation: Countries andcoinparles ahould 
payfor theLse of the resource A chemical 
companywouldn't espect tooblin oil free 
ofcharge - shouldn't thebiotechnology in-
dustry pay for as raw materials s well? 

TheU.S. sid "no." Aridnow there is 
fgod reasonto think that bairers to the 

sembly Other countries, such Iu Chile 
AndEthiopia. have LUreadyaricy rep.' 
leted the expor of genetic resouires. 
When these countries are facedwith re-
quests fc.r collecting permits. preference 
will be gtven tosignatory countries. 

Multinational companies will nodoubt 
consider In end run around sun tactics, 
colecting material through Europeansub-
lidiorles and then developing and patent
Ilg thefinal product in the U.S.But the 
negotiators were alert to this possibilitly. 
The convention stipulates thataccess to 

genetic resources will be on "mutuall) 
agreedterms Developing countries are 
sure to stipulae that genetic resources 
collecte in tl country cannot be sold or 
transfered to nonsignatory nations 

The most obvious casualty will be the 
drugscreening programs or the US Na 
lional Institutes of Health TheU S. .11I 
see no more painstlcrs like Epihalidine. a 
chemical found inEuadorean frogs a-id a 
productof NIll work And the U million 
National Cancer Institute drug screening 
program-which receni) Ioated anti HIV 
activity in an extract from a vine in 
Cameroon-will bedealt a major blow. 

TheUS Alrculture Department s in-

The US. w see 
raorepankfertlike Ep ba, 

Mdine, a chemrrical jorund Ins 

Ecuadoreanfrogs. 

ternaltonl planicollecting activite will 
iso be brought up shor. Breeders of 

our major cropsvwillbe forcedto Mearch 
ever shrinking pooltsof diversity for new 
di ease resistant and yield-improving 
genes And oiwwill the U.S pliarniceut;
caland biotechnology IndustrIs compete 
with European and Japanese firms Ifhat 
willhavefar greater access to the resource 
bae of bimdiversity? 

Thesupreme Irony of theU.S position 
ia that thepublic andprivate institlioPs 
that the administration thought it was 
defending were already meeting the con. 
ventlon s requirements. TheNational Can. 
cer Institute s draft policy on collecting 
activities, for example, atl.es that "NCI 
wishes to promote the caiservation of 
biologicl diversity, and recognizes the 
needtocompensate source country organs 
stalons and peoples in tLe eventof com. 
merciallittonoadrug developed fromin 

organisir, collected within their country 
Simiarly, in late 1991Merck agreed to 
provide Costa Rica with 11 milton and 
royalties on any commercialized prooucts 
in return for accessto its hlodiversity 

The U 5 biotechnolog) and phacota 
ceuticalindustries hive taithfuly up 
ported the decision not to aign. thouogh 
thedecision apparently loo them bystir 
pri' The Pharmaceuticat Manufacturers 
Astociatlon. for example. did not .wn 
discs the conventioi until one weelt after 
theU.S.administration Laidno 

Theadministrlion hasargued that the 
convention wouldforce companies toIvie 
up patented technologiesand trade se 
cre's Yet.Arlicle 1kstates +Inthecaseof
 
tehnology subject to patents and other
tehnology pr,erly rights, such accesr 
andtransfer shull beprovided on torma 
which recognize sid are consistent with 
the adequateandeffective protectlio ef 

mnsnlectual property rihts. lbtded, tossttement wasviewed by the negOtis 
as a major concessionto US. concerns 

Industry in Europe - homeof six of the 
tip 10pharmceulicilfirnms - has noprPol. 
lem at all with Ihebliudlversity convention 
Glao Pharmarcuticals' new policy is to 
share profiLswith countries in which rare 
plant products are ,liscoveied. And BaM 
ain' Hlolnlustry A1olm.itlOn officially 
lauded thetre.ty for reconnirzJ the im 
portance of maintaining genetic diversity 
asa source for prruu:rs in the future. , 

In sf,trl. there is ever reLso.,to be 
Ileve that the U S. biotechnololry Indusry 
and Amencintobs-as weliastheplane-*. 
rich natural endowment - will be be$t 
served b) signing, notshunnin-, tie Biod" 
versify Convention. Ourpresident ahould 
take another look. 

Mr Rand.a Lam prnsdet of WurLd 
Reti'etr shtstltl. ,napltry restesrcAitefr 
in ashinto,.D C. Is cnouthnr of "Giblet 

liudliseltpiSiroeej fWJ, IMh). 

WASHINGTON POST, September 1,3, 1992 

CarolynRevelle Hufoauer 

Global Warming: What My Father Really Said
 
Contrary to George Will's "Al 

Gore's Green Guilt" lop-ed, Sept. 3j 
Roger Revelle-our lather and the 
'father' of the greenhouse effect-
remained deeply concerned about 
global warming until his death in July
1991. That same year he wrote: 
'The scient.ifc base for a greenhouse 

warming is too uncertain to justIfy 
drastkiaction at this time." Will ad 
other critics of Sen. A] Gore have 
seized tese words t suggest tet
Revelle, who wa also svre',- profes
sor and mentor. renounced his -Iice
in nodalwarming.

Noian could be farther from th 
tulsh 

When Revelk inveighed against 

"drastic" action, he was using that 
adjective t its literal sense--s-
ures that would cot trillions of dol-
lars. Up until his death, he thought 
that eatreme measures were preu-
ture. But he continued to recon-
mend immediate prudent steps to 
mitigate aiiJ delay climatic warming. 
Some -( those steps go well beyond 
anything Gore or other national pob-
tacianshave yet to advocate. 

Revelle never failed to point out 
that there are both established facts 
and remaining uncertaites about 
greenhouse warmng. 

'We're clearly going to have a rise 
in temperature anthe next 100 years 
because of ... greenituse gasses 

.. . 1butl we don't know how big it is 
going to be," Revelle said in a video-
taped interview with University of 
California at San Diego biologist Paul 
Saltman in December 1990. "We 
can't say whether the temperature
rise will be 2 or 10 degrees." 

While avoiding the word "catastro-
phe,* Revelle argued that the long-
term effect of the predicted warming 

L b 

Exe ption 
would be -quite serious bec.use of 
the effecl on water resources .. . 
We're eto wat re contnen-

tal area, particularly in the interior of 
the North Arerran continent. 
where it gets drier and drier and 
drier." lie also thought that a small 
probability o an extremely ai. -se 
event, a I0.degree temperature ris, 
warrar'-d serious action now. 

So in recent speeches and writ-
ings, he recommended several kinds 
f action, includsng: 

a Change Ile mix of fossil fuels to 
Va more methane sad less coal and 
oiL 'Combustion of methane produc-
es about twice as much energy per 
gram of carbon dioxide as doss the 
combustion of coal, and about 50 
percent more than comoustion of oil. 
It is also a clean, reltively non-pul-

luting fuel. We need to expand great-
ly and to conserve the world re-
serves of methane. particularly those 
of the Uni,ed States." (American As. 
soctatin ior the Advancc,,-..t of 
Science. February 1990.) 
mConaerve energy. Revelle advAtdi-
ed conserving energy by using the 
price mechanism (the polluter pays 
principle)-- ., example, by increas-
ing the tax on gasoline (Cosmos, 
1991). Inprivate, he often spoke of a 

$1.00 a gallon tax as eminently rea-
sonab~e. not "drastic." Who was the 
last national politician to advocate a 
$1.00 gasoline tax? 
a Use ao-fostl energy sources. In 

the Satman interview, Revll ret. 
erated: 'I want to see us cut down on 
use of fossil fuels-coal, oil ;nd natu-
rIl gas-especially coal... a nasty, 
dangerous substance." He advocated 
instead nuclear energy, which he ar-
gued has been safely generated in 
France because of good engineers 
and ; single d-sign. Agon. the s,:tch 
from coal to nuclear ene i;y was, to 
Revelk-, not a 'drastic" step. Hut who 
was the Last national politician to 
speak a good word for nuclear e ser-
gy? O" a bad w.. ' ".r coal? eevelle 
also recommended that we deve;op 
Ibaomasa energy from trees, plants 
and agricultural wastes. 
a Sequoster carbon in tress. Revelle 

noted favorably President Bush's 
proposal to plant a billion trees a 
year for the next 10 years. which 
could accumulate ,ulistantial 
amounts of carbon dioxide from the 
atnosphere. Revelle would have 
been happy to sie public spending of 
sever;,I billion dollars a.;nually to pro
mote tree growth worldwide. 

All of us remeerber our father'a 
frustration at the White House award 
ceremony in November 1990, when 

he received the National Medal of
Science. Tcld he would sit next to 
John Sununu. a well known advocate 
of the "wait and si'e" approach, he 
was delighted at the prospect of bend

n g Sun mu's ear. WhenSununu faed 
to appear Revelle was dsappoied 
saying. "Ihad hoped to tell him what a 
dim view I take of the adntsunistra
tion's environmental policies." 

Roger Revelle proposed a range of 
approaches to address global warm
itg. Itaction was not one of them. He 
agreed with the adage "look before 
you leap," but he never said "sit on 
your hands." 

The writer am airnrtedia ee
 
AreParaionoftisahticlebyother
 
members of herfamy: her mother,
 
Elen, her sisters, Anne tShumaay
 
and Mary Pari, and her brother,
 
William Roger teswille.
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COMMENTARY: WHERE DO WE GO FROM RIO? 
AN AGENDA FOR REDUCING WORLD HUNGER 
WHILE PROTECTING THE ENVIRONMENT 
As the United Nations begins to grapple with monitoring the implementation of 
Agenda 21 of the United Nations Conference on the Environment and Develop
ment (UNCED), developing and doveloped countries alike need to focus their 
attention on the links between environmental sustainability and food security
access by all people at all times to the food needed for a healthy life. The first is 
not possible without the second. Poverty and, one of its symptoms, food insecu
rity, are root causes of environmental damage in low-income countries. 

During the past two decades considerable ..ogress has been made in 
reducing hunger in the world. However, most of this progress has been in Asi. In 
Africa, the number of households that do not consume enough food ccntinues to 
increase. Globally, the absolute number of malnourished children in 1990 was 
higher than in 1970. Meeting world food demands ovor the next 15 years will 
require that agricultural producion increase by about 40 percent. Unless a major 
change in trade and aid patterns occurs, 75 percent of the increase will have to 
be produced by developing countries. Not only will such an increase in agricul
tural output be difficult to achieve, but if it is not achieved through appropriate 
moans, it could take a massive to!l on the natural resource base of these 
countries. 

World hunger can be further reduced while protecting the environment by 
focusing on six areas: 

1. There must be global responsibility to develop sustainable agriculturel 
production technologies. Population growth and the associated need for food 
during the 1990s, and beyond, call for accelerated growth in food supplies. The 
technologies necessary to increase production while preserving the ratural re
source base are complex and expensive and cannot be developed by individual 
countries alone. Such research investments can be beut addressed by a division 
of labor between international and nationsJ agricultural research institutions. 
Although a commitment to reducing population growth rates will also be in order, 
reducing these growth rates will not negate the need for increased food produc
tion in the near term. 

2. The developing countries must increase food production in order to provide 
jobs and raise incomes while meeting the growing demand for food. Currently, the 
developing countries cannot be expected to meet their projected needs by the 
year 2000 of about 800 million tons of additional food. Technically, the shortfall 
could be met by surpluses from industrialized countries, but many low-income 
developing countries are unable to take advantage of such surpluses because of 
an increasing decline in purchasing power. In addition, they need to raise employ
ment and stimulate econoi ric growth, which, because of their agrarian-based 
economies, cannot happen without food production growth. Without this there 
could be a need for expansion of food aid to these countries. 
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3. Economic and agricultural policy reforms must occur In industrialized and 
developing countries in order to facilitate efficient food production growth. Since 
the Uruguay Round of the General Agreement on Tariffs and Trade (G.ATT) began 
in 1986, 45 countries have substantially liberalized their trade policies. Thirty of 
these countries are developing countries that have reformed their agricultural 
trade policies. These bold reforms by developing countries must now be matched 
by industrialized countries. 

4. Developing countries must diversify and commercialize agricuKure inordor 
to capture tho economic benefits cl trade and to cope with rapid urbanization. 
Subsistence production, which i3 practiced in most devskoping countries, will not 
be a solution to the food problems of developing countries. Developing countries 
need to move subsistence agriculturo toward expanded agricultural production 
for domestic trade and export. Commercial (rops need not damage the environ
ment. But policies that are single-mindedly oriented toward self-sufficiency can be 
damaging to the environment when they encourage the spreAd of low-technology 
food crops into environmentally fragile areas. 

5. Food security must be part of any onvironmental policy. Only people who 
are "food secure" can care about the future and the generations to follow. The 
"food insecure" are forced to focus un survival today at any cost, incudiig
environmental destruction. An environmental policy that does not put food secu
rity first will be unsustainable. Ensuring food security for the poorest populations 
in developing countries can be accomplished inthe short run by a combination of 
employment programs, targeted food subsidy schemes, and health interventions. 
Programs that provide jobs to the poor to build roads, construct terraces on 
hillsides, plant trees, and the like, can be a key instrument of public action to 
Increase food security of the poor and improve the natural resource base. 

6. Aprecondition to environment-related loans or grants to developing coun
tries should be that tie ccunti9s have in place a comprehensive national policy 
for household food secu~ity. UNCED has mobilized limited new reso' es for 
environmental loans ard grants. These monies will be inefficiently used If,the 
problems of food security and the environment are not addressed simultaneously. 
In the poorest developing countries, providing for food security and ensuring 
environmental sustainability will require external assistance. But without the 
precondition of food security, the poor themselves will have no chance to be 
partners in environmentally sustainable development efforts. 

Joachim von Braun 

Joachim von Braun Is director of the Food Consumption and Nutrition Division at IFPRI. 
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THE RIGHT CLIMATE
 
FOR CARBON TAXES:
 
Creating Economic Incentives to 
Protect the Atmosphere 

Roger C. Dower cwxu 
2nd 
Mary Beth Zimmerm2n 
(Allance to se.c I.ocr) 

I. INTRODUCTION 

International concern over the potenil for car-
bon dioxide and other "greenhouse gas' emissions 

to change the world's climate has generated nauonal 

and international debate over the most appropriate 

policy responses for reducing these emissions. In 

panicul2r, countries are sa.rching for emission-

reduction tools that me cost-effective, consistent 

with continued economic growth, and equitable with 

respect to both costs and benefits. 
Any number of studies have ,hown that a poilu-

tion t on carbon dioxide, a "carbon tax," is the 

most cost-effective means of reducing carbon diox-

ide emissions, the major greenhouse g2s.' But the 

United States and many other .ounres have resisted 

pollution taxes in gcneral, and - rbon taxes in panic- 

ular, u cnvizunmenta policy tools. Much of this reti. 

cence sterns from the aleged impacts of a tax-based 

pollution control strategy-in the case of a carbon 

tax, slower national economic growth, reduced inter-

national competitiveness, and a dispropordonate bur-

den on certain income groups and reg~ons. 

In fact, virtually all of '.he basic approaches to 
controlling CO, emnission! entail economic costs and 

make some people or regions better off tha others. 

Certainly, any effective CO-reduction program will 

raise the price of goods =nd services produced from 
carbon-based fuels. LJke carbon t=xes, regulatory 

strategies (often called "command and control" poll. 

cies), and pollution permits for carbon emissions can 

reduce economic output and generate regional and 

Income disparities. These effects may be harder to 

trace in a regulation or permit system than in the 

case of carbon t xs, but they are no less real. 

Compared to alternative approaches, however, 

carbon aes have several clear economic benefits. In 

partcular: 

a Cabon taxes offer a practical and administra. 
tively manageable means of encouraging "least 

cost" approach to achieving any given level of 

reduction in carbon dioxide emissions. Compared to 

regulatory alternatives, they could save significant 
economic resources. 

a A portion of the revenues generated by a car

bon tax can be returned to the economy by lower 

Ing other taxes, providing net gans for the U.S. 

economy; and 

a Some of the revenue. from a carbon tax can 
also be used to compensate groups adversely af. 

fected by the t. 
Of course, dollars diverted to compensation pro

grans may not be available to fiace Lx reform in-

Itltives. and desires for economic efficiency must be 

balanced against those for fairness or equity. In the 

end, how tax revenues are allocated between the 

competing goals Is a political call. Nevertheless, 

res-rchers c;n and should narrow the range of 

choices. Current economic modelling work helps 
policy-rnakers grasp the economic implications of 

recycling a large part of the revenues from a carbon 

tax and leaving the rest for other programs. In the fu

ture, a better understan'ding of how various alloc. 

tons would affect various states could help build a 
firmer policy foundation and make it easier to deter

mine the size and allocation formula for a block-grant 

sheme. 

AU the economic meriLs of a pollution or carbon 
tax norwithstanding, political bamers impede their im

plementation. The public is leery of new taxes. But 

pollsters' findings that the kmerican public is willing 

to pay more for environmental protection imply that 

a pollution tax might be more politcflly acceptable 

ta other types of t=xes. A pollution = Lhat offsets 

other taxes would presumably be even more tolerable. 

The biggest hurdle to more sensible tax policy is 
an underlying distrust of the system. The public does 

not believe that the government will raise one set of 

taxes only to lower another. Instead, It expecLs that 
any Increase will result in more net spending. Any 

pollution = strategy must be accompanied by poll

cy initiatives for addressing this suspicion. 
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WRI REPORT LINKS SEVERE ENVIRONMENTAL DETERIORATION
 

TO ECONOMIC POLICIES PROMOTED
 

BY INTERNATIONAL LENDING AGENCIES
 

The economic policies supported throughout the developing world by the World 

Bank and the International Monetary Fund can undermine long-term economic progress 
if environmental consequences are not taken into account, according to a first-of-its-kind 

analysis by the World Resources Institute. 

At a time"when many developing and formerly communist countries are 

undergoing sweeping economic transformation, the report's findings are particularly 

relevant. It is being released on the eve of the joint annual meeting of the World Bank 

and the IMF. 

This pioneering analysis, The Environmental Effects of Stabilization and 
Structural Adjustment Programs: The Philippines Case, is significant because it 
demonstrates that macroeconomic policies included in stabilization and structural 

adjustment programs can have pervasive ecological effects. Analyses of such policies 

carried out by international funders and national governments have largely ignored 

environmental factors. 

--more--
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"Macroeconomic policies have momentous but little understood environmental 
consequences," conclude authors Robert Repetto, vice president and senior economist at 
WRI, and Wilfrido Cruz, a leading Philippine environmental economist who worked on 
,he study while on leave from the University of the Philippines. "In regions now 
undergoing dramatic transfonmations, environmental degradation has been as obvious a 
symptom of the failure of previous policies as economic ccllapse." 

Repetto and Cruz examined the environmental implications of macroeconomic 
policies in the Philippines before the onset of a debt crisis in the early 1980s, and the 
consequences of the ensuing stabilization and structural adjustment programs financed by 
the IMF and the World Bank. (Stabilization policies are short-term measu',es aimed at 
reducing total expenditures, shifting rso-rces to produce trade goods, and refinancing 

debt. Long-teqr-il siructural adjustment policies target changes in the exchange rate and 
trade pblicies, government expenditures, and government control over the economy.) 

From 1970 to 1987, the analysis reveals, the Philippines' balance sheet 
deteriorated more from depreciation of natural resources than from foreign borrowing. 
Depreciation in just three sectors--forests, soils, and coasLal fisheries--averaged more then 
4 percent of gross domestic product (GDP) per year, 0.8 percent higher than the annual 
rise of external debt as a percentage of GDP. 

The study shows how development strategies, often supported by international 
donors, worked to create this long-term pattern of environmental degradation. In the two 
decades leading up to the debt crisis, economic policies in the Philippines encouraged 
immediate consumption of natural resources while the nation piled on more and more 
external debt, thereby dimming future economic prospects. 

Misguided development strategies and government mismanagement failed to 
effectively convert resource assets into productive capital, resulting in the decline of 
investment productivity throughout the economy. Over a 25-year period up to the early 
1980s, the raw materials and energy required to produce a unit of output actually 
increased by about 40 percent, raising b th production costs and environmental pollution. 

.-more-
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Philippine industrial and trade policies discouraged investment in forests and 
agriculture, and promoted capital-intensive industries. Distorted price signals provided 
Philippine industry with incentives to become more materials-intensive while fiscal 
policies heavily subsidized such polltution-prone and energy-intensive sectors as pulp and 
paper, mining, chemicals, and petroleum products. Because government policies favored 
industries closely tied to constmer markets, there was a pronounced concentration of 
relatively inefficient, pollution-prone processing industries in the metropolitan Manila 
area, causing severe environmental degradation and congestion. 

Amid rapid population growth, Philippine policies retarded job creation and 
penalized agriculture, thus perDet,,t-g ,e ,cre incoiac iic 1alities and poverty. Tens of 
millions of low-inr~rLcI, aid landless households were pushed into small-scaie coastal 
fishing or into shifting cultivation in upland forests, overtaxing those fiagiie natural 
resources. The cost of living increased more than 50 percent in 1985, undercutting wages 
and leaving 58 percent of the populatioin below the poverty line. When the Philippine 
government sharply contracted the economy to meet IMF stabilization targets, migration 
into the upland forests accelerated markedly, as more than 2.5 million new migrants fled 
from unemployment into subsistence farming. 

Repetto and Cruz argue the need, especially among the major donor agencies, for 
analytical models that relate natural resource use and environmental impacts to 
macroeconomic policy changes. "As countries in Eastern Europe, Asia, Latin America, 
and Africa work to undo decades of state intervention and market distortion, the 
international community is being called on to provide advice and support for structural 
reforms. New economic policy packages must address and reverse ecological as well as 
economic deterioration," Repetto said. "It is crucial that these policies focus not jist on 
the immediate crisis, but also on the requirements of longer-term sustainable 
development." 

Building environmental factors into macroeconomic analysis might provide an early 
warning of ecological as well as economic losses -- a critical issue particularly for 

2PU
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countries heavily dependent on their natural resources for employment, revenue, and 

foreign-exchange earnings. 

Based on their analysis, the authors conclude that external adjustments must be 

accompanied by domestic policy changes to ensure sustainable use of natural resources. 

Measures to reduce the adverse impacts of stabilization policies on the poor are needed 

to prevent increased over-reliance on fragile environments for subsistence. Resource 

royalties and energy taxes should be used to correct fiscal imbalances while eliminating 

incentives favoring unsustainable resource use. Reforms to create more equitable and 

secure tenurial arrangements must be put in place to ensure that shifts in demand for 

resource-based commodities don't lead to boom-and-bust exploitation. The authors find 

that such adjustment measurec cc'!Ad have p. z.:,,',r growth, employment, and poverty 

alleviation whiie reducing environmental pressures. 

The Environmental Effects of Stabilization and Structural Adjustment Programs: 

The Philippines Case builds on the authors' earlier work in Wasting Assets: Natural 

Resources in the National Income Accounts (WRI, 1989) and Accounts Overdue: Natural 

Resource Depreciation in Costa Rica (WRI, 1991), which challenge the validity of 

traditional indicators of economic success because they fail to account for the depletion 

of natural resources. 

The World Resources Institute is an independent policy research center based in 

Washington, D.C. 

-30-

Copies of The EnvironmentalEffects of Stabilizationand Stnctural Adjustment Programs:The 
PhilippinesCase can be obtainedfor $12.95 plus $3.00 shipping and handlingfrom WRI 
Publications,P.O.Box 4852, Hampden Station, Baltimore, Md. Complimentary copies are available 
for journalists. 
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A Global Forestry Initiative
 
Roger A. Sedjo 

As evidenced by the recent Earth 
Summit, interest in protecting the 
world's forests is growing. Turning 
this interest into action is difficult 
due to concerns that an effective 
international forest protection effort 
would entail a binding agreement 
that might infringe on national 
sovereignty. Recognizing that the 
global environmental and ecological 
outputs of forests can be protected 
only through international coopera-
tion, researchers at Resources for the 
Future have proposed a global sys-
tem of tradable forest management 
obligations that would internalize 
the benefits of forest conservation 
to forest owners, thereby providing 
incentives for sustainable forest man-
agement. Modeled on the U.S. sys-
tem of tradable emissions permits, 
the proposed system could emerge 
from a recent forestry initiative, 
which envisions voluntary forest 
partnerships between the developed 
and the developing countries. 

T ust before the United Nations 
Conference on Environment and 
Development, the so-called Earth 

Summit held in Rio de Janeiro in June 
1992, President Bush announced an ini
tiative that would commit the United 
States to substantially increasing its cur
rent expenditures to prot-ct the world's 
forests, particularly tropical forests. Far 
from being a feeble last-minute effort to 
gain credibility with the environmental 
community, the "Forests for the Future" 
initiative was actually the outgrowth of 
the Houston Communique drafted in 
July 1990 by the Group of Seven (G) 
member countries-the United States, 
Canada, the United Kingdom, France, 
Germany, Italy, and Japan. The commu
nique called for negotiations to be 
completed by 1992 on an international 
convention or agreement to curb defor
estation, protect biodiversity, stimulate 
positive forestry actions, and address 
threats to the world's forests. 

The forestry protection efforts urged 
by the Houston Communique appear 
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to be more concrete and substantive 
than the highly general set of "forest 
principles" that emerged from the 
Earth Summi:. These principles 
express concerns, goals, and iatentions 
regarding forests, forest management, 
and forest protection. The nonbinding 
"Statetment of Forest Principles" adopt-

ed at the summit stresses that "torest 
lands should be sustainably managed 
to meet [the] social, economic, ecologi-

cal, cultural, and spiritual human 
needs of present and future genera-
tions." In addition to affirming the 
responsibility of countries to ensure 
that forestry activities within their 
jurisdiction or under their control do 
not cause damage to the environment, 
the statement explicitly acknowledges 
the sovereign right of individual coun-
tries to exploit their own forest 
resources. Indeed, it was the reluctance 
of countries to relinquish sovereignty 
in domestic activities that precluded a 
binding agreement that would pre-
scribe, for example, specific forest 
management efforts and the quantity of 
forest each country must protect and 
preserve. 


Although it appears modest, the 
'Forests for the Future" initiative an-
nounced by Bush may prove to be a 
greater catalyst for increasing protec-
tion of forests than the "Statement of 
Forest Principles." On the surface, the 
initiative consists simply of a unilateral 
pledge to increase the current sur.. of 
$120 million for forest conservation 

efforts in the developing world, Eastern 
E ,rope, and the former Soviet Union to 
$270 million in 1993, and to further 
increase monetary assistance in the 
future if other countries also contribute 
to these efforts. When viewed in the 
context of the Houston Communique, 
however, it is clear that the real import 
of the initiative is not the pledge of 
financial assistance but the intention of 
precipitattng major commitments to 
forest conservation by the other indus-
trialized nations. 

To avoid the problem of encroach-
ment on sovereignty that has plagued 

most attempts to develop forestry pro-
grams that could be accepted in the 
context of I global agreement, the 
"Forests for the Future" initiative envi-
sions voluntary forest partnerships 
between developed countries and devel-
oping countries. Through these partner-
ships, the developed countries would 

finance forest protection, conservation, 
and restoration projects proposed by 
the developing countries. Since it is 

unlikely that all of these projects could 
be funded, donor countries would allo-
cate money to the countries they felt 
had developed the best proposals. To 
bring potential donors and recipients 
togeth,.r, the initiative calls for the con-
vening of a forest partnership forum as 
early as the end of 1992. 

E- -"".. 


The impotLance of the Bush 
initiative lies in the intention 
to precipitate commitments to 

forest protection by other 
industrialized nations. 

,,-. 


The concept of partnerships between 
the developed and developing countries 
was echoed in a communique issued at 
the G7 summit in Munich in July 1992. 
This communique calls for "rapid and 
concrete action" to cre.,te "worldwide 
partnerships" to follow through on the 

initiatives emerging from the Earth 
Summit, and it specifically mentions the 
"Statement of Forest Principles" in con-
nection with these partnerships. 

Global environmental and 
ecological outputs of forests 

Why should the world's forests need the 
special protection urged by the "Forests 
for the Future" initiative, the Houston 
Communique, and the "Statement of 
Forest Principles"? The answer is that 
not all of the outputs of forests can be 

captured and allocated by markets or 
nonmarket actions on the part of mdi
vidual governments. Those that cannot 
be captured and allocated are underval
ued and, as a result, are likely to be 
degraded over time. 

Two types cf forest outputs 2re like
ly to be valued and thus protected 
within national economies These are 
commodity and direct service outputs, 
such as timber and recreation, and local 
environmental outputs, such as local 
watershed protection. Markets provide 
incentives for the efficient capture and 
allocation of commodity and direc' ser
vice outputs, with socially desirable 
results. Local environmental outputs, on 
the other hand, often require nonmarket 
interveritions such as government regu
lation if they are to be caprurcd in any 
orderly way. These interventions can be 
made on a local level and would not 
benefit from the involvement of other 
countries. 

In contrast, the capture of two other 
kinds of forest output-global environ
mental outputs, such as carbon seques
tration, and global ecological outputs, 
such as biodiversity-requires interia
tional cooperation. It is the realization 
that neither existing markets nor actions 
by individual governments are likely to 
protect these outputs that have led the 
G7 to seek a global forest agreement. 

Alternative approaches to 
global protection of forests 

Several approaches to preserving the 
global environmental and ecological 
outputs of forests have been suggested. 
The basic dilemma of these approaches 
is to achieve real protection of forests 
without undermining national sover
eignty. 

One approach would be a binding 
agreement that sets forth (for example) 
country-by-country forest-cover quotas 
and prescriptions for sustainable forest 
management. Such an agreement could 
substantially increase forest protection 
because it could impose tough compli
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Under the proposed system of tradable forest man~agement obligation,;, industrialized countries might fulfill their "surplus"
obligations by investing in efforts to curb destruction of the Amazonian and other rain forests. 

ance and monitoring standards. 
However, many' countries view the 
imposition of such standards as unac-
ceptable due to considerations of 
national sovereignty, 

Another appioach would be a series 
of nonbinding prnciples or expressions 
of intent. While avoiding tne politically 
unacceptable constraints imposed by a 
binding agreement, su.h principles and 
expressions are often shallow and typi-
cally, lead to little, if any, action. Thus 
thc forest principles agreed to at the 
recent Earth Summit ate likely to gener-
ate litle forest protection. 

The problems with the two above 
approaches suggest that if any interna-
tional system of forest protection is to 
be effective without infringing on 
national sovereignty, it must meet four 
cntena First, such a system must create 

incentives for producing global environ-
mental and ecological goods that will 
balance the already existing market 
incentives to produce commodity and 
direct service goods and the political 
incentives to produce local envirnnmen-
tal goods. Second, it must allocate 
responsibilities for forest protection to 
all nations. Third, it must allow flexibil-
ity in how these responsibilities are met. 
And fourth, it must promote cost-effi-
cient ways of meeting them. 

Applying the concept of 
tradable emissions permits 

The system of tradable emissions per-
mits that is increasingly used in the 
United States to control air pollution 
could provide a model for a global sys-

tern of forest protection that satisfles the 
criteria noted above. The permit system 
is implemented by fixing an acceptable 
amount of pollution, issuing emissions 
perrniits equal to that amount, and 
establishing some system for fairly dis
tributing the permits to the entities cre
ating the pollution These entites are 
allowed to emit more pollution than the 
amount specified by the permits they' 
hold, but they' are free to sell their per
mits or buy those of other entities~ 
Because the permits can be traded. they 
become an asset. Even though~permits 
are initially received free of charge. their 
use precludes their sale and thus 
involves oppo! .unity costs. 

The number of permits created and 
thus the amount of pollution allowed is 
a nonmarket decision, as is the distrbu
tion of permits Once the permits have 
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been distributed, however, the market 
reallocates them so as to penalize 
increases and reward reductions in pol-
lutzon. In this way the polluter is forced 
to bear a cost that had been borne col-
lectivcly by society. This cost creates an 
incentive to reduce pollution. 

Under a global system of 
tradableforest protection 
obligations,poorcountries 
would, in effect, be compen-
satedf",r the environmental 
and ecological benefits
provided by ttheirforests. 

., ., 

The concept of tradable pollution 
permits could be applied to forestry 
activities with the objective of internal-
izing the benefits of forest conservation 
to forest owne,'s, thereby providing 
incentives for th. sustainable manage-
ment of forests. To do this, researchers 
at Resources for the Future have pro-
posed a global system of tradable forest 
protection obligations whereby coun-
tries would voluntarily accept theresponsibility to maintain or improve

the quality of forests within their 
ow 
junsdictiors, within other countries, or 
boih. This system would be implement-
ed by cr.ating a set number of obliga-
tions and distributing them among 
countries. Like emissions permits, 
the obligations would be tradable, 
Countries could fulfill them directly or 
induce another country to assume 
them, presumably in return for pay-
ment. 

One of the attractive aspects of the 
proposed system is that, through the 
distribution of obligations, poor coun-
tries would be compensated for the 
environmental and ecological benefits 
provided by their foresLs. Poor coun-
tries, particularly those with large 
amounts of forested land, would 
assume obligations to protect less 

forested land than actually exists within 
their boundaries. Wealthy countries, on 
the other hand, would assume obliga-
tions to protect more forested land than 
actually exists within their boundanes. 
TI" .,iey would fulfill their "surplus" 
obligations by protecting forests in 
poorer countries, 

To fulfill these obligations, wealthy 
countries could provide payments to 
poor :ountries to facilitate efforts to pro-
tect :ritical forests. These efforts could 
include the establishment of forest pre
serves, the restoration of forest habitats,or the introduction of sustainable man-
agement practices. In some cases, pay-
ment might be made only after countnes 
were successful in maintaining theintegrity of protected areas for some 
specified period of time. Thus the pay-
ments could be tied to actual perfor-
mance and not simply to promises. 

Under the proposed system, protec-
tion of any one acre of forest would tot 
necessarily be equivalent to protection 
of any other one acre of forest. In fact, 
the system would be fairly complex in 
operation. It would recognize that 
forests differ in type and in condition 
and managemient, and therefore differ in 

. 

The proposedsystem would 

recognize thatforests differ

in theircapacity to generate 


global environmental and 
ecologicaloutputs, and thus
would make distinctions in the 

value of protectingdifferent 
types offorests. 

.. ,, 

their capacity to generate global envi-
ronmental and ecological outputs. Thus 
the system would make distincLions in 
the value of protecting, for example, ten 
acres of virgin wet tropical forests, 
which are rich in biodiversity, and the 
value of protecting ten acres of northern 
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boreal forests, which are !ess rich in 
biodiversity and fai more abundant 
than virgin wet tropical forests. This 
means that if a country fulfilled its 
obligations by prctecting tropical 
forests, it would ha,'e to protect fewer 
acres than if it fulfilled its obligations by 
protecting northern boreal forests. 

Transition to a system of
 
tradable obligations
 

A global system of tradeable forestobligations would have to be imple
mented gradually because it would con
stitute a sharp departure from the usual 
manner in which foreign assistance isallocated and because initiall, .i ily the 
wealthy countnes would be - a finan
cial position to assume obligations.
However, Bush's "Forests for the 
Future" initiative could be the first step
in the transition to such a system. 

The major achievement of the initia
tive is that it encourages the partacica
tion of the G7 countries and other 
industrialized countries in forest protec
tion efforts that are in the spirt of the 
"Statement of Forest Principles" that 
emerged from the Earth Summit. Like 

the proposed system of tradable obligations, the initiative calls for these coun
tries - make investments in forest man
agement in deveoping countnes. While 
the initative only proposes fixed mone
tary expenditures (as opposed to fixed 
obligations) for this :'ianagement, it is 
similar to the proposed system in that it 
considers forest conservation to include 
not only the creation of protected areas, 
but the promotion of broad multiple 
uses of the world's forests. Moreover, 
the forest partnership forum proposed
in the "Forests for the Future" initiative 
could serve as a clearinghouse for facili
tating creative investments in these 
uses under a global system of tradable 
obligations. 

Roger A. Sedjo is a seniorfellow in the 
Energy and Natural Resources Division at 
Resourcesfor the Future. 
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INDIGENOUS PEOPLES' SURVIVALCRITICAL TO SAVING ENVIRONMENT
 

Human cultures, like plant and animal species, are becoming extinct at
 

unprecedented rates. In addition, the fates of cultural and biological diversity
 

are closely linked, reports a new study from the Worldwatch Institute.
 

Of the world's 6,000 languages--representing approximately the same number of
 

cultures--half will likely disappear within a century as their speakers are driven
 

off their territ'ries and assimilated into dominant societies, according to
 

Guardians of the Land: Indigenous Peoples and the Health of the Earth.
 

"Far from a vestige of the colonial past, the extinction of cultures has
 

accelerated in this century as the modern economy has scoured the globe for
 

resources and markets," said author Alan Thein Durning.
 

As indigenous cuLures vanish, so do vast numbers of animal and plant species
 

unknown to Western science--as well as intimrate knowledge of their use. Native
 

peoples' homelands encompass many of the planet's last tracts of wilderness-

ecosystems that shelter millions of endangered species, buffer the global climate,
 

and regulate hydrological cycles.
 

"Even without considering questions of human rights and the intrinsic value
 

of cultures," said Mr. Durning, "indigenous survival is a matter of crucial
 

importance. We in the world's dominant cultures simply cannot sustain the
 

earth's ecological health without the help o' the world's endangered cultures."
 

--MORE--
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The report contains hopeful news as well: Native peoples are poised as never
 

before to defend their resources and cultures. Hundreds of indigenous communities
 

have joined forces to struggle for their rights.
 

Indigenous peoples encompass 4,000-5,000 cultures, and total between 200 and
 

600 million people, depending on how "indigenous" is defined.
 

Descended from the original inhabitants of an area taken over by more
 

powerful outsiders, indigenous peoples remain distinct from their country's
 

dominant group in language, culture, or religion. Their social relations are
 

often tribal, and they commonly maintain strong ties to a subsistence economy.
 

They are, or are descendants of, hunter-gatherers, fishers, nomadic herders, slash
 

and burn farmers, or subsistence cultivators. Most consider themselves custodians
 

and caretakers--not owners--of their land.
 

Whereas indigenous peoples exercised control 
over most of the earth's
 

ecosystems as recently as two centuries ago, the territory they now occupy has
 

shrunk to an estimated 12 
to 19 percent of the earth's land surface. Whole
 

peoples have disappeared: Brazil lost 87 tribes in the first half of this century
 

alone.
 

"But around the world, where there are still indigenous peoples, you'
 

usually find healthy ecosystems. And where there are healthy ecosystems, you'll
 

usually see indigenous communities," said Mr. Durning. "That's true from the
 

coastal swamps of South America to the sands of the Sahara, from the ice floes of
 

the Arctic to the coral reefs of the South Pacific."
 

Infact, native cultures remain the day-to-day stewards of an area of the
 

earth larger than all the world's national parks and nature reserves put together.
 

Indigenous homelands also shelter a disproportionate share of the earth's
 

biological diversity. Of the nine countries that together account for 60 percent
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of human languages, six are also what biologists call "megadiversity" countries-

those with exceptional numbers of unique plant and animal species.
 

Native peoples maintain a body of knowledge about nature that continues to
 

astonish Western-trained experts. Their understanding of medicinal plants alone
 

has aided billions of people elsewhere. One-fourth of presrriptin drugs
 

dispensed by United tates pharmacies are derived from plants; of those, three

fourths have similar uses in traditional herbal medicine.
 

Native peoples cultivate unique varieties of the world's major food crops.
 

These varieties form the gene pool that Western crop breeders use to protect
 

modcern strains against pests and changing soil and climate conditions.
 

Women of the forest-dwelling Kpelle of Liberia are representative: They sow
 

more than 100 varieties of rice, making their Fields jigsaw puzzles of genetic
 

diversity. According to the International Society for Ethnobiology, "native
 

peoples have been stewards of 99 percent of the world's genetic resources."
 

Indigenous peoples are not hands-off preservationists. But the way they use
 

forests, grasslands, farms, fisheries, and wildlife usually sustains those
 

resources over the long term. Witness the stewardship techniques practiced by the
 

Tukano people of Brazil's Rio Negro: Tribal law sets aside broad areas of the
 

watercourse as fish sanctuaries, where fishing is strictly forbidden, the
 

prohibition is backed up by the belief that the ancestors of the fish will kill
 

one Tukano child for each fish caught in a reserved stretch of the river.
 

However, the study finds that when pressed by the cash economy, modern
 

technologies, and encroaching groups--or, occasionally, by their own numbers-

native stewards are likely tn find their traditional approaches collapsing.
 

Indigenous systems of ecological management persist in places where native
 

peoples win legal control of their laid and other resources, organize themselves
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to withstand outside pressures, and find allies in the dominant society.
 

"Progress has been slowest in securing land," said Mr. Durning. 
 "Soaring
 

consumer demand among the world's rich, and burgeoning populations among the poor,
 

form a juggernaut that is driving into native pioples' territories. Loggers,
 

miners, commercial fishers, small farmers, plantation growers, dam builders, oil
 

drillers--all come to seek their fortunes."
 

Indigenous peoples cannot stem this tide without legal backing. 
 Yet native
 

peoples now have rights to use at most 6 percent of the globe's territory, and in
 

many cases those guarantees are partial, qualified, or unenforced.
 

Guardians of the Land points to several promising ways to aid indigenous
 

peoples in the early nineties. These include:
 

* demanding respect for basic human rights;
 

@ mapping and demarcating indigenous lands;
 

@ establishing legal aid groups to exploit unenforced pro-indigenous laws;
 

@ pushing for passage of a strong U.N. Universal Declaration on the Rights of
 

Indigenous Peoples to establish a high standard for state actions;
 

a pressing for implementation of indigenous peoples' policies already on the
 

books at the World Bank and other development agencies.
 

Indigenous peoples may be the first to suffer, but no culture is safe from
 

degradation of the global environment. The report concludes with the words of a
 

Guarani elder from Argentina, "When the Indians vanish, the rest will follow."
 

- END -

Alan Thein Durning is a senior researcher at the Worldwatch Institute, a
 
Washington, D.C.-based global environmental think tank.
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Donella Meadows
 
Modeling aBetter WorldDvlaMcasdow who hods aP.D. bnbiphssfvm 

HaashM' ', aund aDo uthtis'an a ,f-r 
Howdnikl str i 'an un profesisogrmatDartmuth .. 
College wEnvmwalStudiesPgran~ Forthepo.st 

20jearsshe has hem generatco modegstudis -. 

ofsocial erwro-menta4 eneryty and agricuftrol systemsII.V

She istheawardwinbVaL horo'Thw Global Ctizen,"a f .
 
nationwide syndicated column, and she is the principal : '"..", ; 

author of the best.selingembook,t The Limits toMawGrowth.aae-lo
pubhse i 1972 AlV ro . ,, ..oawth DennisL.Meadom.i andJorg~ '"publshebiI92Aka~th~imsL.e~dwswda.. ' 

acclaimeseueltoTheLimits throw tahDr. hl ,'d
recentlyspoke with ZPCJenerMa,il eph to - ,,,.- ."lyet7"-u.rer 

"a".Maos a/swh. ~ 
'fzp : with the publica"o of Beyond w y ' 

srguusngthtrsoucesandForhmansodey i nothat human scety ibeuemow usng refgter ad 
producing waste at ptes beod te,,egeW ative
abies of many of the planet's ecosystems. What hasooA. 
chanGed inthe 2rat sincepthe publi c el? 
to Growth that would prompt you to publish a sequel?

l so inmonetaryterna.butthe physical termsare theMeadows The human economy has doubled, in physical 

ones that are importantl n eal, human bei - taking 
twiceasmuchrymmaelsm n r d m 'rep u t fromti g otheeco-ystenu t mtwicew as wee.t , 0)'e a u h s5 goand, , a s t easm u c h p ollu

tonandwaste.Andthalhasta=zusaboveawholelotof 
limits. 

ZPG: Whit do you mun, cpedflcally, by the term 
eeocomy"7 

MadowdImeanalhumanactrviteiFnMmypoointofvieW, 
itis the physicalthroughput. The efect on the envi-ontr enL 
Timv"i ul mci AMri from the enviro mt,&als encag 

dieting then through humatiite tsn, dtc, 

cas, televlion sets, whatwvr-and then the return flow out 

ofthe human economy inthe form ofs old wastes. gaseous 

wastes and waterwastes. 


ZPC: How signlficanta eifor Ishuman population Inthe 
current and future erlronental and economic health 
of the plane? 
MeadowwsThatflowofmaeralsandenergydepens ontwo 
things: how many peoplethere are and how much of aflow of 
material and energ each person geneate . 'lether tose 
factors make up the impact and define our limits. Whether 
we're overpopulated depends on how much material and 
energy flow each person nsists upon havig. 

ln the last 20years human population inceased byabout 
50 percent, but the ncrmease inthroughput per person was 
even more significant. I don't mean to minimize the impor. 
lance of that 50 percent increae inpopulation, from 3.6 
billion in 1970 to 5.3billion in 1990; that's abig change. But 
let's look at througtiputin ten.sofautomobiles, for emmple. 
In 1970, there wer 250 miion atomobles; in1990,60 
million. That's more than a doubling in the number of 
automobiles, and more cars per person, in 20 yma.i Lots of 
people would say, "Great! That represents i"creased 
affluence,'And that's tr-n Buit'sa soincm',edoiluse and 
emisns, steel use, ribber us, glass us, and road mileage 
and SoOo 

ZPC. In Beyond &e Lhud you outline scderal futuir 
economic and envdonmental scenarios that differ 
depending upon when and what kinds ofactions pele
take to mltigate evirkonmental stress. Pleae brkiy 
describe the best. and win -am lenaroio, 
Meadows: Very bddt, the worst is collapse, ard the best is 
a sustainable, sufficient lifestyle for everybody. 'king into 
account the computermodel we used, and considering what 
world population isnov, we think 8 billion people living at a 
roughly western Euopean level of affluence, though with 
much more efficient useo fenergyand materials than western 
Europeans now use, is possible. But if you try to take that 
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population up to 12.5 billion, which iswhat the World Bank 
AndtheU.N.projeCtislkelyin erisofcurrentgrowthtrends. 
we cant make it We either have to really cut down on lifestyle, 
or wecget into the othe scenrio, wh' is collas&terc 

ZPG: And tiat means. badlcl that ecosystems simply 
topfufctlo*aC 

Mea owL-No, actiay,ecosystems don't stop functioning; 
what stops functioning isthe human economy.This isnot to 
say there couldn't be ecosys.em collases; there are many 
going on rilht now But according to our model, what causes 
the collapse ismultiple human problems coming so fast-
becauseoftheexponential V hofboththepoplationand 
the economy-that there just isn't enough capital, attention, 
technolog. political will, organization, and skilled human 
power to take care of the pollution p.'oblem and the food 
problem and the reinvestient problem and the resource, 
depletionproblem and so on all at once. What you really run 
out of when there's exponential growth is time. As the 
problems come on fastera"dfaster thede's less and less time 
to solve them and there's less and less problem-solving 
capacity to allocate to each problem 

'"...We think 8 billion people living at 
a roughly western European level of 
affluence, though with much more
efficient use of energy and materials 
than western Europeans now use, Is 
PossibW e 

Three things are absolut essenti to mach our best. 
case scenaro. First, much greater efficency of use ofng
admateials, Tha illgetusbelothe limtstgivusime 
to do the other thing We am now above the limits, we am 
unsustainable- We've got to stop draining the resources and 
producing pollution at the rates we're doing it now, and 
technology alone can'tdo that. 

If we keep on growing well undo the technological tine 
we gained. So the other two necessary thingsarepopulation 
stabilization as quickly as possible and, let's call it,' ffluence 
stabilization": a decision that there's a cetain amount of 

material suffciency that we will define as enough. We mig
change the way our affluence looks, get more vane 
diverse..but we won't be inthis search for ever more maten 

n o 

ZPG: You describe the transformation to a sustainab 

an adetyurutiona~ln aturenisito r clbehvkand attitudinal changes do you envision iodlvidua 

Medows: I acompletely dfferent min setorphilosopl
orwhalever

see
youwanttocall] itthan the one we've been ta ,gto have by our materialstic, advertising-diven society. Ar 

that's why Icall it a revolution; it's on that scale- I mean 

"click" inour minds to awhole new way of seeing things 
ecmple. our whole indlustrial system has been iUiPof sucking materials inone side and spewingthem out tf 

other into a planet that operates instead by recycln.
mstpwple in this country now understand tt 

w%can recycle resources and why we should. The only way v 
can fit on the planet is for our own economy t3 operate I 
er:cycluig What'sihoportant isaskingth~ rght question. itcin ha' or unw te right quetnI 
taking each of our little daily acmities and asking; "Froi 
where this originated to where it ends up when Ithrow itou 
what efec amIain?what e ect am lIh a ving " 

But there's another click that has to take place, and Us 
etsustopopulation growth. Firstweneedtorealize th 

growth is a major factor inenvironmental impac 
Rather than worry about whether to use a disposable or 
washable diapr,we shoud worry about whether to have tt 
child inthe first place; that's the big deision. Secondly, we 
the rich world need to realize that population growth 
happening mostly in the poorer world, or among the poor 

ot.wccwn-.actem ~ad whm 
there are the fewest job opportunities, where women dot 
have the technology of birth control o; in many case- tI 
empowerment in their culture to make that decision fi 
themsves, and where children are viewed a net econom 

The onlythingthat anybody has figurd out todotobrir 
birth rates down, and what has always worked to bring birl 
rates down, b to give people the t .hnilog the power and U 
economic rationality to have fewer children. And the t% 
things that make the most differwce, apparently, aekfami 
planning progmms and the education o women. 

Ifthe rich people of the world coulddick thatpovertyar 
population growth are thei problem, as well as the probl 
of the pooir and that the whole Earth's future depends c 
solvingtheseproblems, thenmaybewed getalttlemorecor 
passionate and f'el a little more partnership with the po 
people on Earth. You wouldn't allow girl children ii yoi 
family to be uneducated and unempowered, not to mentic 
starve to death. And we shouldn't let that happen to at 
human being. 

ZPG:eyouopt.mstcthatthis kndofa Yllc"",
occu? 
Meadows: Yes, of course tcan. It happened to me I was 
born knowing these things Not only me, but thousands ar 
millions of people have already ween this click and are woe 
ing on creating asustainable life for themselves and a su 
tainable society.Nobody reallyknows, af theickk how I 

'make asustainable society; that's amatter o(cipaimentaic 
and try But you don't even try if you haven't got t0 
messa 

ZPG. What Isyour New Year's wish? 
Mladowu I can't think interms of)ear; I thinki tum 
centuries. I need a year 2000 wish, and that's ery dea 
Wouldn't it be wonderful i by the year 2000 the commilme 
to sustainability and sufficiency and equity had happened I 
alloftheeducated peopleoftheworld, andtheywe,.wellc 
their way to the experim ent and the adventure ofdesigning 
sustainable world economy 
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Brazil
 
Cctober. December, 1992 

People versus the 

environment 
Most visitors to Rio de Janeiro In tt.e new village of Sao hardship, only one of the original 52 

would be surprised to learn that Brazil Francisco, in the municipality of families gave up and left." 
is a recipient of WFP food aid. The Cristinapolis, a group of villagers is Periquito is proud of his position
famous beaches are full, shops are determined to escape the grip of and very proud of what his village has 
well stocked, restaurants serve poverty. Mostly landless farmers, accomplished so far. Each family has 
overmhelming portions for all but the they joined together a few years ago a house - some built of wood and 
heartiest eater and, at least during the to persuade the State to give them clay and others of brick; each family
recent United Nations Conference on some land. Eventually they has a well: and in August a school 
Environment and Development, the succeeded and 52 families were will start in the new community 
poor are out of sight. given communal land for crops and centre. 

However, in the northeast of the grazing, and a hectare of land each The villagers work well together.
country, a short drive inland reveals a on which to build a house and a On the communal land they have 
different story. Large families live in well, three kilometres away from planted fruit trees and there is a 
very small houses, many made of their native village, well-established grove of coconut 
wood and clay, without water or "It has been hard, very hard," trees. This year's harvest wkas good
sanitation; roads turn to tracks and recounts Periquito de Oliveira, the and with the proceeds from the sale
 
then disappear. In these areas the community leader. "Until the houses 
 of coconuts and fruit, together with
 
literacy rate is often as low as 15 per built we slept out in the open
were funds from the State, they bought

cent and the most that a labourer can on our new land, covered only by roof tiles for their houses and 52
 
hope to earn is cz$8.000 a day, sheets of plastic. Nearly everyone cattle. The milk from the cows
 
US$1.6. a third of the cost of a meal went hungry. Ye! despite the makes a valuable addition to their
 
in a coastal restaurant- meagre diet.
 

Yet Brazil is one of the world's All decisions concerning the
 
largest producers of coffee, sugar 
 village are made together. "So far."
 
cane, soya beans and orange Periquito says, "there has been no
 
concentrate and a major exporter of 
 fighting and we all help each other."
 
iron ore. The country also has rich 
 They have achieved much, but life 
reserves of bauxite, manganese, tin, is still far from easy. The 
natural gas, oil and timber. However, seven-metre deep wells are already
Brazil seconomy is crippled by one . 7 starting to dry up and the water is 
of the world's largest external not safe for drinking; the first crops

debts - US$115 billion - and the planted gave apoor yield because
 
income fror exports mostly goes 
 the seed was poor; there is no 
towards paying the interest. mnedical care and although there is a 

The government of the northeastern tdoctor in a nearby village, the 
State of Sergipe is trying hard, despite settlers do not go because they
a lack of funds, to improve the lives . cannot afford to buy medicine.settlers 
of the poor. Sergipe is the smallest tf- All the families in the village are 
state in BrazilBrzla- stnarssmall, that is, by .large and most families have at leastwit an are f".44 04mlie.aeaes larfand
Brazilian standards; with an area of children..six According to the men, 
22.000 square kilometres it is bigger k- O the women are jealous of their
than El Salvador, Israel and 1 . husbands, which is why they like to 
Swaziland. Most of its land is low -D be pregnant". The women are more 
lying and, as a result, suffers from WFPianireticent and shy of strangers, butsalinization and both a lack of, and The food isdelivered 

to the village in bulk. It isthen up judging from their tired faces theytoo much water - heavy rains at to the settlers to arrange the probably have a diftlerent tale to tell. 
times follow droughts, destroying distribution, measure out the rations Their lives are hard and their daysand ensure that everyone receivesroads and flooding agricultural land. their fair share. consist of working in the fields, 
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..WFP helps Pronese, the State 
organization responsibie for 
resettlement projects in Sergipe, by 

VV lnnenzo Batuiano providing food rations for the settlers.Maria Lucia dos Santos's Until the village is es tablished and the 

most modern convenience isthis sink in which to wash clothes, new settlers become self sufficient, 
family rations of cassava flour, rice. 

looking after the house and the without more land the village has no sugar, oil and tinned fish are given in 
children, and collecting drinking future and their hard work will be in return for time spez t constructing 
water. vain. houses, wells and community 

One of 1he settlers, Evangelista Periquito is hoping for a buildings: planting trees, and working 
Alexandre dos Santos, and his wife compromise. "We don't want to on the communal land. 
Maria Lucia. built their brick house in destroy the forest but we need land." The local market price of a family 
January 1991. It is small -just 17 The problem still has to be resolved, ration for ten days is cz$25,000 
square metres - for a family with six It is certain that at least 90 hectares of more than three days wages - so the 
children and another one on the way. the forest will be preserved, but the food is very much appreciated by the 
However, it is theirs. State hopes to find more land nearby new settlers. 

On the land around the house they for the villagers. However, they are not the only 
gfuov papaya. cassava, maize and ones to benefit from VFP aid. ).Fp 
beans but they need more land to buys the cassava, sugar and oil 
become self sufficient. Whenever locally. mostly from small-farmer 
possible, Evangelista finds work as an cooperatives, and has spent 
agricultural labourer but he says that US$97,300 so far this year - a 
without the food rations supplied by. valuable boost to the State economy. 
the World Food Programme they", Roberto Alves, the head of 
would go iiungry. ~Pronese, is well aware of the 

Despite the difficulties, Evanelista .- problems faced by Sao Francisco and 
is convinced they made the right the other 15,562 villagers being 
decision in moving. "This is our helped. Realizing that food aid alone 
house and our land. Now we need cannot solve all the problems, he has 
outside help because we cannot grow asked other State agencies to provide 
enough to feed our families, but in "-- the villages with technical assistance 
two years time we will be ,.-_- for agriculture and irrigation, health 
independent." 01 .. care, training and education. 

The biggest problem the village" -- due to the lack of funds, not,.However, 
faces is caused by Brazil's new all the villages can be helped. 
measures to protect the environment. In the new village of Sao Francisco, 
When the new settlement was first Peiquito's eyes light up as he tells of 
approved, the villagers were promised his plans for the future. "When we have 
467 hectares of land. However, some more land we will produce more and 
of it is classed as Atlantic Forest and a sell more; maybe we will be able to buy 
preservation order was placed on it a k to reach more markets" 

" 
two years ago. If hard work and determination are 
In a fight between "-- .. enough, then the villagers of Sao 

environmentalists and large , Francisco will succeed. They deserve 
multinational companies, there is little WFPNincenzo eattaglino all the help they can get. 
doubt about who is in the right. In Evangelista dos Santos, 
Sao Francisco c. As more complicated; happy to have his own land at last. by Diana Dixon 
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Economic anld demographic J urkey is a large country: with annum, the highest for any OD country.
developments in Turkey T 800,000 km2 it is bigger than FranceL~ s as otcn g19.mrtDrcoae Turkey's population of 57 million isexpectedduigthe 1980s have U and the United Kingdom combined, to reach 65 million by the year 2000, andduringIt isthe major land link between Europe 92 million by 2025. Its rapid populationgillirevealed, despite some and the Middle East. It is the major eastemn- growth - an annual average of 2.2%O/ over 

..progress, shortcomings Mediterranean country, with international the last ten years - combined with heavyin Turkey's environmental responsibilities for the waters of the Medi- migration from the countryide, means 
policy. Its improvement terranean, the Aegean Sea, the Straits that all urban areas are undergoing majorth Bosphorusisfocucil welareof and the Black Sea. The expansion, often through large-scale unofcuiatheos elfe, Euphrates and Tigris both flow through authorised construction.

eopeTurkish
for the future economic major routes for migrating birds. utilstohsldt i n ae
development of the countiy, Economic growth during the second half pollution, as well as to the generation ofand for the Mediterranean of the 1980s averaged over 6% per wasteandnoise.In manycitiesthequality 

of he urksh territory. It also lies on one of the This urban growth, combined with in

1. Environmentarea as a whole. I Polcies in Turiey, OECD Pubhica- Ferenc Juhasz is a consuiltant in me OECO Environ

I 
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of the ambient environment is so poor that 
the required standards (Turkey aims at EC = . .. -
standards) will not be met before the year . " ., 

= 
2000 (the EC S02 guidelines for winter " " " 
months were exceeded in 24 cities). i3C .t 

Although 560/ of the urban population is 
served by sewerage systems, moreover, .- '4 
only 6% has adequate treatment of waste- , .

.
water. By contrast, the air quality in parts A-- ..
 

of Ankara has been improved considerably .
 

through the introduction of natural gas for A l.
 
domestic heating.
 

Coastal areas, Turkey's main natural re- tu,.-
source (coastal provinces provide 60-
70% of GDP), are developing fast through 
urbanisation, industrialisation, tourism 
and shipping. Population density in the 
coastal areas, between 130-40 people ) 
per kin, is twice the national average and 
is growing twice as fast. Net tonnage of .i.,-'-. 

goods landed in Turkish harbours has . -'
doubled over the ! st ten years. Coastal - - ""- -

Waters near major settlements, particularly ' A,- . 

in semi-enclosed bays and estuaries, are -41: 
badly polluted by domestic waste, indus- '". 

trial discharge, agricultural run-off and .. 

ballast water from shipping. Pollution from 
industrial activity has reached critical ,' Z'-.- 4 
limits in some areas such as Izmit, Izmir on • • , 
the Aegean coast and Iskerendum on the 

The South-Oast Aratoa Project takeS Shape.Mediterranean. Fish catches in recent 
years have declined dramatically, largely a total of 14 dams and 11 hydro-electric 
because of the pollution of the Black Sea. plants and covers an area equal to Belgium 
In addition, the number of foreign tourists and the Netherlands combined), the total 
arriving in Turkey has increased fivefold - irrigated land area of Turkey will increase 
to 5 r tillion- since 1982, adding consider- by 40%, and hydro-electric cao3city will 
ably to the pressure on coastal areas.2 double. 

Turkey is well endowed with water re-
sources - unevenly distributed, perhaps, Whit 
but enough for hydro-electricity to provide 
more than 40%/0 of total electricity supply. Pand 
Water use per capita is relatively low by The Turkish economy has a tradition of 
OECD standards: it is, for e tample, substantial governmentalless involvement in 
than half of that of Spain or Italy. The all sectors: governmental planning in 
largest use of water is for agricultural irri-economic development, and a sizable 
gation. Over the next ten years total water degree of state ownership in industry, 
withdrawals are estimated to rise by about mining, transport, energy, and all economic 
140% (average annual growth in con- infrastructure. During the 1980s, there-
sumption in the OECD area is about fore, a major effort was made to liberate 
1.1%), in large part because of the pro- market forces and to decentralise govem- 
jected South-eastern Anatolia Project mental power. The high degree of centrali-
(GAP), which is intended to develop the sation allowed a legislative framework of 
basins of the Euphrates and Tigris rivers. environment policies to be developed 
When the project is completed (it involves rapidly. Yet the state ownership of industry 

2. See Sergio Arzeni, 'Tournsm in Mediterranean simultaneously ret *Jed the implementa-
cites'. The OECD Obww,No.164,JuJun y190-0. tion of environmental regulations, partly to 
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maintain the operation of outdated, pollut
ing plants, particularly in areas of high un
employment. 

The Environmental Law of 1983 provided 
the basis for a range of regulations to con
trol air and water pollution, and to limit 
noise and solid waste. Since then other 
laws have been passed, to govern water 
products, tourism, conservation of cultural 

natural assets and the coast, that are 
intended to be complementary - yet in 

sor cases they are contradictory or in
compatible with the initial set of environ
mental policies. Other important regula
tions, on the assessment of environmental 
impact and on the handling of hazardous 
waste and chemical substances, are under 
preparation. 

The Prime Ministerial Undersecretariat 
for Environment, first created in 1978 with 
a simple co-ordinating role, was up-graded 
in 1991 to become the Ministry of the En
vironment. It is expected that its duties will 

be diversified and expanded to supervise 
and implement policies aimed at controll-

IT7&sVSepiember 1992tha OECD OBSERVER 30 
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ing and preventing pollution and conserv-
ing natural re, urces. 

The passing of environmental legislation 
and !he creation of the Environment Ministry 
are examples of the adoption by the Turkish 
government of sustainable development 
as the guiding principle of their environ-
mental policies. Progress towards sus-
tamable development has also been 
achieved with the design and launching of 
major development projects in water re-
sources; with initial investments in sanita
tion and waste-water treatment facilities; 
with reinforcing public transport as a 
major mode of urban transport; with sub-stitutmng natural gas for dirty fuels; and 

with rehabilitating inner cities. 

What 

A report prepared by the OECD offers a 
set of recommendations for consideration 
by the government of Turkey, and suggests 
that recent environmental measures be 
followed up - by integrating environmental 
and more specifically economic policies in 
all sector- of the economy - and by vigor-
ously implementing existing laws and regu-
laticns through institutional and financial 
improvements. These recommendations, 
when put into practice, would lead toa 
significant improvement in policy formula
tior, and implemen'ation. 

Policy integration could reduce economic 
and environmental loss now and provide 
preventitive policies for the future. An in 
Turkey, with the prospect of high popula-
tion and economic growth, preventitive 
policies are even more important than in 
other OECD countries. The relentless pursuit 
of tourism in co°ztal areas, for example, is 
already in conflict with industrial devel-
opment and has produced environmental 
degradation that threatens tourism itself. 

The integration process would have tobe carried out at various levels of the 
state. First, the central government would 
have to demonstrate its commitment to 
sustainable development by adopting for
mally a number of explicit principles of en-
vironmental policy and concrete object-
ives in the reduction of air and water pol
lution, possibly in the framework of a 
'White Paper on Environmental Strategy'. 
Such a document, covering a ten-year 
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perspective as a minimum, would set out 
strategic planning (for land use, for exam-
pie); project planning (for the GAP, for 
instance); recommendations on the state-
enterprise sector; and proposals for inter-
national action (not least for the Mediter-
ranean Sea). 

Second, the respective impacts of 
economic and environmental policy would 
have to be reconciled in the Cabinet itself,
for instance through the systematic par-
ticipation of the Minister for the Environ-
ment in all Cabinet committees that deal 
with economic development, 

Third, economic and other forms of expert-
ise should be used to reinforce the abilities 
of the Ministry of the Environment to help
it fulfil its role in integrating environmental 
with other government policies: evaluating
the economic impact of environmental 
policies and vice versa; maintaining a con-
tinuous working relationship with the State 
Planning Offinp and the various economic 
ministries (of Finance, Reconstruction and 
Housing, Agriculture and Forestry); and 
servicing the inter-departmental commit-
tees. Standing or ad hoc inter-departmental 
committees should be further established 
as the venues for integration. The environ-
mental expertise of the State Planning Office 
should be strengthened and environmental 
considerations incorporated into major
public-investment projects before approval
by the Planning Office. 

Fourth, to ensure policy integration in 

the country as a whole, the governor's office 

of each individual province should be 

strengthened with environmental expertise.
Current laws governing co-ordination be-
tween the central government and muni-
cipalities and between municipalities them-
selves should be re-examined for their 
effectiveness, and associations of muni-
cipalities be created to improve co-oper-
ation between them. 

Pursuing Sustainable 
Development 

Implementing policies that promote
sustainable development could be consider-
ably strengthened in Turkey by institu-
tional changes in the management ofen-
3. SeeJean-Pt~ippeBaro 'The EconomicAoproach
3. 	 Se JEnie, ' OEconomier proach5to the Environmeni' Tito ECD Obsrv, N. 158,
June/July 1989. 

vironmental resourceg, by improving both 
the existing mechanism for implementation
(through monitoring and enforcing regula-
tions) and the finance of environmental 
protection and conservation, 

Improving the technical ability of the 
Ministry of the Environment will not be 
enough; institutional changes are re-
quired. Various options might be pursued
to this end. One is to expand the scope of 
its current enforcerment agencies and its 
supervisory role. The second is to transfer 
all regulatory and enforcement powers to 
the Ministry and enlarge its responsibi;i-
ties for legislation and integration. Re-
gional directorates of the Ministry can be 
created, as could agencies for managing
river basins. Management councils for 
coastal zones could be established, with 
the Ministry as the main agency charged 
with the implementation of integrated poli-
cies, thus overriding administrative and 
institutional boundaries, 

The existing mechanism for implement-
ation could be strengthened by clearly 
defining the enforcement roles of the 
appropriate agencies and making them 
accountable to parliament and to local 
and regional elected bodies for their per-
formance. The range of economic instru-
ments used could be enlarged - their en-
vironmental application is currently rather 
limited - through more use of pollution
charges, user-charges, resource pric;ng,
fines and tees.3 

The Environmental Impact Assessment 

Law should now be implemented as a mater 

of urgency, particularly where major

changes in the use of land and industrial, 

energy and tourism developments are in
volved. Resource development should from
 
now on be based on economic demand
 
which takes account of the environmental
 
cost of these developments. Mechanisms 
for public participation (through public 
nearings, for example) could be extended 
without undue cost or legal obstacles (by 
providing access to courts or legal appeals).
The Environmental Information System,
which is already in place, collecting environ-
mental data, should publish relevant and 
timely information. 

Financing pollution-control measures 
and environmental infrastnjcture (water-te n dwre tmtreatment and sewerage sytems, forrxex-
ample) is crucial. Turkey should first aim at 

emphasising preventitive policies in order 
to minimise financing requirements in the 
future. Second, funds could be released 
for environmental purposes by abolishing
uneconomic subsices to industrial and 
tourist developments - which also con
tribute to pollution. Thir j, full financing of 
the investment required could be obtained 
through user-charges for environmental 
services by charging the iong-run social 
costs of supply. The capital and operating 
costs of water and sewerage systems, for 
example, should be covered by charges
that also take into account the depletion 
costs of water resources and the environ
mental costs of building the dams and 
pipelines involved. This would mean a 
substantial increase in present charges for 
water, sewerage and waste treatment. 

The use of public/private partnership 
could be extended from transport projects
to environmental investments (reforestation
and sewerage, for instance). Aiternatively,
these public services could be privatised
with government control over price and 
quality. The 'Polluter-Pays Principle' would 
have to be applied to new plants - includ
ing state enterprises. Turkey could also 
make fuller use of official international 
lending facilities for environmental invest
ment. 

0 

In the aftermath of the Earth Summit in 
Rio de Janeiro on 'Environment and Devel
opment', Turkey could show an example
in implementing a model of'clean and green'
development for countries experiencing 
rapid population and economic growth. N 
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famine in Somalia nowflooding our living- ITonA 
roomnL possess an urgency and immediacy Against such = "menu of dis.ster, is 
that belies the long-standing problems there there any hope for Somalia? If so, then
and, in fact, *nneighbou-ing countries as what lessons can we learn from the past to
well. Ian McLeod, who is reporting from avoid a repeat of the situation in a few 
Som,!ia for the United Nations Children's years?
,Fiund(UNICEF), has been in aposition to The thaw in tile Cold War may have 
see the trageuy unfold in slow motion. From provided the snlition to the most blatantly
his point of view, the complicity of the inter- obvious error of the past.
national community is a key to understand- For 25 years Somalia was a pawn in
ing what has gone wrong--and what can be the Cold War,strategically important
done to avoid such horrors in the future. because of its 1xccess )the Gulf of Aden,

the Arab states and -iiopia.While itsAlmost the entire Somali population allgiances shuffled , East to West, them"
of between six and seven million has been 
severely affected by the civil conflict and goverment built up A. ias.ive stockpile of
drought. There is no central, regional or military hardware tz." ie country survived 
local administration which can realistically on continued injectia- f foreign "devel-
claim to be in control; no wage income sys- opment assistance toprp up its limitedter; no electricity; no comnunicatiops; export earnings. The recent changes around
nd little
access to potable water, food oro 	 er t tbasic medical services , 	 no repetition of such extravagant strm.gic 

The prolonged conflict and insecurity, assistance, at least in the short term, 
along with poor rains, have devastated Classic ruling style
agricultural activity, the livestock sector 
and cowme-cial trade. At least 1.5 million A superficial examination of the
Somalis are at immediate risk and an addi- former government's ruling style during
tional three million require access to basic this period is necessary to learn the second
services and food. Child malnutrition rates lesson from previous mistakes. It repre-
are at previously-unheard-of levels: up to sented a classic example of the traditional 
95 per cent in many towns in central and Somali concept of power, political or other-
southern Somalia. wise, as a prize to be captured for the bene-

tosand control of stae-owned, but
oreign aid-fude, business were
 

prizes treasured by the president's circle of 
supporters. Despite being from a rural

Xfl 	 background, these Marehan and other sup
porters became further institutionalized in 

-Motiscio towns. 
.h 	 This led to an extrerc inequity in the

•distribution 	 of wealth between urban and 

"' •0 O CEAtN' weJalth, power and development inI C A N rural pwrea n de veomention 

Mogadiscio and corresponding impoverish
, 
 ,. ment of rural areas led to a marginalizatioa

tHORNO@FAFAWPA of large sectors of rural youth in the less 
. foured regions, and to an acceleration ad 

u r gion. dst a 	 xcer -

The niral-urban 
bated by official development progranmes

supported by donors. Some 81 per cent of
 
development investment during 1987-1989


fit of the individual and his clan. In effect, 
 was for Mogadiscio and other favouredthe traditional raids of rival clans and loot- regions, which covered under 45 per cent
i'zg of livestock were reflected in the force- of the population.

o h muain
 

fiul appr3priation of the national The growing inequity in wealth distri
government and the distribution of jobs, bution was a significant contributing factorcontracts and other befefits to the presi- in the ruc unrest and outbreak ofrcivl 

dent's Marehan clan. 	 conflict. By the end of 1990, around 95 perThe progressively intrusive security cent of Somalia's negotiable assets were
forces and adoption of "scientific social- controlled by residents of Mogadiscio.ism" saw leaders of otsher clans attempt to Such a scenario again points the finger 

reduce the president's influence. However, at the international community-both Eut 
the president was a master of using the clan and West-for taking or allowing such asystem to his advantage. Even the mildest blinkered approach to development
public dissatisfaction ended in generalized assistance. Some critics say that if donors
repression of the offending clan, and often had been more responsible, the conflict 
inthe arming of rival clans to attack and which has led to the acute nutritional emer
destroy their properties. gency rould have been avoided, or at least

As the threats grew, so did the rewards minimized. 
to the president's clansmen, as he relied 
more on their support. Government posi



What lessonscanwe learnfrom thepast
to avoida repeatofthesituationin afewyears? 

If this is true, then surely donors must 
become more accountable for the direction
in which they channel development 
assistance. A simple statement, oft 
repeated.. but how often heeded? 

There is certainly no prospect for 
major development programmes in Somalia 
at present. However, despite the necessity
of addressing the needs of severely mal-
nourished people with emergency aid, the 

international commu-nity must ensure that it 

takes a responsible 
approach to attacking 
one of the major under-
lying causes of the 
nutritional emergency 
and mass displacement 
-a lack of household 
food security. 

While massive 
injections of food aid 
may provide wonderful 
television, a "life-
saving package" of 
basic medical suppli.s, 
specific food for rial-
nourished children and 
provision of potable 
water is essential at the 
household level. A mal-
nourished person is a 
sick person: food alone 
will not prevent mass 
deaths in Somalia. 

The increased media attention being
given to Somalia and co-ordinated strate-
gies of UNICEF, the World Food Pro-
gramme and the ILternational Committee of 
the Red Cross indicates that such an 
integrated approach will be realized. It then 

becomes the responsibility of the interna
tional community to continue to remember 
Somalia, the mistakes of the past and the 
lessons from previous nutritional emergen-
cies in Africa. 

Ultimately, it is in the interest of the 
donor community to support interventions 
that promote household food security. The
re-establishment of agricultural pnoduc-
tivity and the livestock industry will reduce 
the potential of a "dependency" syndromedeveloping, particularly anongst the large 

displaced population. By providing an 
incentive for the displaced to return home 
to productive activities and thereby reduc-
ing the need for continued huge inputs of 
food aid, a causal factor in the security and 
geo-political situation will also be 
eliminated.
'Responsible' assistance 

The proposed methodology for this 
"responsible" development assistance is far 
from complex: targeted food aid allied to
provision of seeds and tools, basic veteri-
nary services, resettlement support, and 
low-cost primary health care, nutritional 
-y'rport and provision of potable water. 
Food aid is the necessary prerequisite to the 
success of such a development or rehabili-
tation strategy, at least until the first harvest 
or livestnck reaching an adequate level of 
health. 

Unfortunately, many thousands of
Somalis will perish before such an 
integrated programm can be properly
implemented. It is only in the past weeks 
that many of Lhe interior regions of 1entral 
and southern Somalia have become 
accessible. However, now that they can be 
reached safely, pre-positioning of seeds and 

Donorsmust be 
accountableforthe 
directionin which theychannelassistance. 

tools and forward planning can 
commence-if the commitmet and funding 
are there. 

So them is some hope fr Somalia, if 
the interetioa commitment remain. If 
the use of Somalis in the Cold War games
and the blinkered approach to development
assistance mean that the international corn
muntycontributed largely to the currentditr inomithen urgelyt uturren 

bear the responsibility for ensuring that the 
country is given the opportunity to move 
forward. Apart from a commitment to 
providing large amounts of targeted 
roi re amnts arget 

learn from the mistakes of the past is 
essenftial. 

But if neither is forthcoming and the 
world forgets Somalia as quietly as it was 
remembered, will anybody really point the 
finger of blame? If so, at whom, and for 
how long? 

Fortunately there are many highly
skilled and committed Somalis who will 
continue to devote their lives to assisting
their people in the struggle for survival and 
development, whether the world continues 
to support Somalia or not. 's 

I Maefod. anA d L 
UNICEbi on offi r ba dii Moadigda 

prrsedsai am am(nw "e" Cmik necsar*
a-eofoUCEF) 
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Jim Hoagland 

Stumbling 
Into 
Africa? 

LONDON-Eurot's former colo. 
nial powers have long viewed Ameri-
ca's flickering involvement in Afria 
with a jaundiced mixture of suspicion 
and amusement. President Bush's 
sudden decision to put ArencJAn 
troops in Somalia has created a new 
set of Euro-reactions, dominates this 
time by wanness and puzzlemenL 
These are appropriate responses. 

U.S. intervention in Somalia is New 
Age intervention, i-n invasion for self. 
less purposes only. It does not fit the 
stereotype of America as interloper 
that is dear to nations that tried to 
conquer Africa before going home in 
exhaustion and disillusionment, 
America's quick embrace of African 
independence three decades ago 
rubbed ualt into Europe's oen 
wounds, which have still not com-
pletely healed, 

But in Somalia there can be no 
suspicion by the old-timers that 
Americans are trying to elbow Euro. 
peans ou of mineral rights or other 
economic advantsgea monopolized by 

the punc 
a se, EE o, a 

seem skeptical Sfully 
colonial settlers. And the situation is 
too horrific and dangerous for there 
to be any amusement over atereoiyp-
cal American innocence abroad, 

There is instead concern that 
America i stumbling into Africa's 
vast store of troubL-s without having 
thought through the consequences 
andwithout realizing that patience is 

the Dark Continent's principal weap-
on against foreign invaders. One 
feared consequence is a lessening c 
U.S. attention and co'rnitment to 
Europe at a crucial moment in the 
escalating criss in the Baltama. 

Bush caught Britain. France and 
the rest of Europe flat-footed by com-
mitting a division.plus of determined 
warriors to establish 'a secure envi-
ronment" in Somalia so its terrorized 
and starving population can be fed. 

Like President-elect Clinton, Lon-
don and Paris were notified, rather 
than truly consulted, and then invited 
to come along for the ride. 

French President Francois Mitter-
rand overrode the advice of his de-
fense minister, Pierre Joxe. and ira-
mediately said yes. Determined to 
show that France is a major player in 
the new military era of peacemakin, 
and peace-keeping, Mitterrand autho-
rued a 2.000-man contingent to join 
the U.S.-led task force, 

Britain is lending four air cargo 
planes. But London is sending no 
troops, and the British press is pre-
dicting that Americans will quickly 
learn how heavy and unrewarding can 
be the "white man's burden" (Kip-
ling's phrase about American inter-
vention in the Philippines), 

British Defense Minister Malcolm 
Rdkind explains that Somalia repre-
sents an international division of labor 
indthis new era. "We have nearly
2.500 troops iii the former YugosLa-
via" while America has none, he point-

out to me afew days ago. "We are
stretched with existing military

commitments." 
Britain also participates in peace-

keeping missions in Cyprus and Cam-
bodia, nd has nearly 15,000 troops 
comrmtted to Nortiern Ireland. 

Behind the j ublic applause for Op. 
eration Resto 'e Hope, other Europe-
an officials see-n keptical that it can 
be ended as q.iickiy and easily as 
President Bush and Nas plitical 
pokesmen have indicated. 

French commander are telling 
their units to expect a minimum stay 
of three months and expect it to take 
foul to sx months to establish a 
,secureenvironment for the distribu

tion of relief. 

Defense Secretary Dick Cheney's 
stated critera for ending American 
involvement is the ability to turn over 
a kinder. gentler Somaija to "normal 
U.N. peace-keep,ng forces.' This 
means the already overburdened 
United Nations will have to create, 
fund and field a force that would get 
the Americans off the hook. Cheney's 
sudden faith in the intention and abili
ty of the United Nations is a marker 
of the changed tumes in which we Live. 

I detected no questoning by of!'
cials in London and Paris of U..'. 
motives or of the proposition that #,i 
American division, aided by Frenci: 
and other troops, will be able to rout 
the gangs of Mogadishu and Baidoa 
with ease. The gunmen will piobably 
fade into the desert, or into Ethiopi 
or Kenya d they are chased and out
wait this latest expeditionary force 
that has come to separate warring 
dans for their own good. 

Because Europe colonialism failed 
does not mean that America. with a 
much more limited and laudable agen. 
da, will fail in Somalia. The risks 
Operation Restore Hope poses-and
the allied concern that America will 
be distracted from the rapidly deteri.
orating situation unBsnia-are man. 
ageable, as long as they are. rec,-
tued and anticipated.

Bringing peace and food to Soma
l'sa people may require more time 
and resolve than Americans expect 
today. European advice to Americans 
to think seriously about what they are 
getting into asthey go in is sound and 
friendly caution that comes not from 
eivy or spite, but bitter experience. 
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John Lewis 

AShort-Term Corranitment IsNot Enough 
The situation inSomalia isunlike anything else in 

modern hitori. I recently traveleo toSc:.,alua with 
several of my cungressional colleagues. We saw 
suffering, misery and starvrton on .%scale that is 
incomprehensible to those who hae rot seen it 
wi:h their own eyes. 

Perhaps the most dramatic moment cfmy visit 
was meeting a mother who carried her toddler 
daughter inher arms. The child had literally with. 
ered away. There was nothing left to this bte girl 
but skin and bones. She barely had strength to 
move her head or her limbs. I looked at her, and I 
was stunned. How could this be? How could this 
happen? I still think about that little girl, and I 
wonder i she survived. If she did, it would be a 
miracle, 

I was deeply moved by that little girl and by the 
many children I met. I was moved not only by their 
suffering but also by their spirit and their ability to 
smile and laubh in the midst of all this desperation, 
When we reached out to them, they reached back. 
For them, and for all the Somalis. I am driven to 
find away to put an end to the suffering, 

I returned from Somalia beheving that the United 
States can and should take a leadership role in the 
United Nations to help solve this tragedy. There-
fore, I supported President Bush's decision t send 
U.S. rpacekeeping Lroops as a part of an interns-

tional force. I believe we have amoral obligation to 

help the people of Somalia. I also believe we should 

not back away from committing ourselves to work 

with the L.uted Nations ushelping to restore the 
government inSomalia. 

We cannot just put out the fire. We must also 
rebuild the building. As much as I hope that our 
troops will beable to restore order and then turn 
over the longer-term peace-keeping duties to other 
international forces, I believe that our commitment 
and attention to Somalia cannot lessen aftet U.S. 
troops leave. The United States must take the lead 
in the United Nations by supporting t presence of 
peace-keeping troops and by bringig warlords and 
clan leadeis together under U.N. aegis to work out 
apolitical solutao. 

The country isinchaos. There is no government, 
no unitation and no order. Young boys with ma-
chine guns who belong to no particular group roam 
the country. Multiple clans are fighting each other,
and different warlords control different parts of the 
country. No one is safe. 

The situation had deteriorated ever since Siad 
Barre, dictator of Somalia for 21 years, fledthe 
country. Barre used animosity between clans to 
strengthen his rule. The damage from this div de-
and-conquer strategy and from theensuing chaos 
will not be easy to solve, 

Over and over again we heard from relief work
ers that the most important problem in Somalia is 
the lack of security for the humanitarian relief 
effort. Food and supplies cannot be safely transport-

I~ 

ed to the people and places in need. Relief workers 
risk their lives every day just to feed the starving 
Somalis because there is almost no security for 
them. 

The United Nations must restore order to Soma
isa.With the end of the Cold War, the United 
Nations is entering a new era. Somalia represents 
L - type of problem the international community 
wil fice in this new world. I believe it isappropriate 
tht these problems be solved collectively by the 
community of nations rather than by an individl 
country. 

Unfoutunately, the United Nations has been slow 
to respond to the crisis in Somalia. U.N. agencies 
are not effectively coordinating their relief efforts. 
and private relief organizations have expressed 
frustration with the L-ck of U.N. leadership. The 
United Nations is having difficulty expanding its 
responsibilities. As the only remaining -uperpower, 
the United States must take a leadership rote and 
work with the U.N. to help it develop the -bilityto 
cope with Somalia and similar problems elsewhere 
inthe world. 

If we simp!j allow the situation to deteriorate, I 
believe the whole region isthreatened. Kenya, for 
example, isburdened with refugees from Sudan and 
Somalia as well as with its own dro.'ght victims. 
Several other countries in Africa face famine and 
civil strife. Ir Addition, there is the threat that 
religious fanatics may gain a greater foothold n 
these countri- that are inchaos. 

Today if... crisis is in Somalia. Tomorrow itcould 
be Mozambique or the Sudan. However, if we can 
help the U.N. adjust to its post-Cold War role, it can 
respond to situations around the world before they 
reach these tragic proportions. 

I do not take this position lightly. I know this is an 
important commitment by the United States, and 
every time a crisis In the world i.rises I do not 
necessarily want our young men and women put in 
harm's way. However, I believe U.S. involvement 
can make a difference in Somalia, and so we must 
become acttiely involved. What Is happening in 
Somalia isan affront to humanity. When people are 
denied food and shelter, when their human rights 
are violated, none of us can stand by. An estimated 
300,OUO people have already died. Another 1.5 to 2 
million are at Creat risk. We cannot stand by while 
hundreds of thousands of people-including the 
very young-suffer and die. 

There are no casy answers. However, the United 
Erates, working with thecommunity of nations, can 
and should help the people of Somalia. The threat to 
human dignity there isa threat to all of us. We are 
one community-the world community. We cannot 
let this continue to happen. 

The writer, aDemocratic repra'entativefrom 
Georgia, returned on Nov. 21from leadinga 
congresmionaldelegation to Somalia 
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Binging Somalia Back to Life
 
By MILTON ALLIMADI Last January. the two warlords 

President Bush's offer to commit who now terrorize the country drove 
as many as 30,000 American troops former dictator Mohamed Siad
under US command to a multina- Barte from power. Ever since then
tional force in Somalia givesthe they have feuded over which of
United Nations an opportunity to r,.- them is the rightful successor
solve a conflict that has turned tht For months, the U N.special rep-
Horn of Alnca into a killing field. resentative there, Mohamed Sahn-

oun, pleaded with the warlords andSuch an oper~tlon is a much- their armed, teen-age followers io
needed measure to restore law and allow UN. troops to protect relief
order to a country that has gone OuL shipments.
of control. But let's foolnot our-
selves: The United Nations rescue 
mission will not be a quick one. The 
task goes far beyond getting food to 
hungry people. if that were the only
problem, a series of air drops of 
supplies would be sufficient. 

Instead, the nmsion is to bring
back a legitimate government and 
restore order to the east Afncan 
nation. Somalia. sadly, isno longer a 
sovereign nation with its own gov-
eminent in charge. Economic activi-
ty has ceased, incoae is virtually
non-existent. 

What remains of the nation La Ignored Somalia, and added thatunder the dominion of two warlords "sometimes 
- Ah Mahdi Mohammed and Gen. 
Farah Aidid - whose followers are 
Impeding iiternational relief efforts, 

The promise of the U.N. interven-
tion is that It may estabish secured 
zones that ulLmately could extend 
to cover most of Somalia. The war-
lords, trapped In the ruined capital
city, with no one to subjugate and no 
food supplies with wich to exert 
their "sovereignty," would then ei-
ther disappear or meet the justice
they deserve at the hands of 
Somalis. 

Frustrated with their intransi-
gence and their disregard ior human 
life, finally ,hargedMr. Sahnoun 
that the United Natios itslf was 
not doing enough - an outbirst that 
cost him his job. 

Nevertheless, Mr. Sahnoun's re-
mark was well founded. He bad 
worked in Mogadishu, the besieged
capital city, under fire. His com-
ments were perhaps unusual for a 
diplomat; yet U.N. Secretary.
Ge:ier&] Boutros Boutros-Ghah him-
self said in August the West had 

you have not to be a 
diplomat." 

Perhaps it was the plain talk 
from Mr. Sahnoun that opened the 
eyes of the world to the necd to deal
directly with the warlords. The Unit-
ed Nations must not repeat its glar-
ing mistake of coddling the warlords 
and the U.S. should not allow itself 
to be a part of any operation that 
bestows legitimacy on them. 

Instead, the world body should 
unequivocally declare a trusteeship 
over any territory that U.N. troops 
are able to secure. The secured ter-
,ituries could then be safely supplied 

with food and medicine. Somalis 
who surrender their arms could be 
issued identification cards and ad. 
mitted into secured zones, where 
their safety from both warlords and 
starvation would be guaranteed. 

Secured territori.e can become 
more than sheltera and feedingJtations They can include schools,
clinics and eventually administra-
tive agencies run by Somalis. In ef-
fect.
the seeds of a renewed, indige-
nous government can be planted in 
U.N -protected territories, 

This alternative is far preferable 
to requiring the prnspective multi-
national force to grovel before two 
warlords wh, have sered control of 
the country Imagine, for example,
the absurdity of asking representa-
Lives of a multinational operation to 
present their credentials to local 
warlords who can readily be Ac
cused of gcoocide. 

Certainly, these two dicttors andothers like them will complain that 
their national sovereignty has been 
violated. But if national sovereignty 
means the power to deny starving
citizens access to food and relief
supplies, then the United Nationsshould be proud to override it. 

Putting the United Nations in 
charge of secured territories may
lead many of the youthful gunmen to 
abandon the warlords. Many of them 
probably resorted to banditry for 
lack of alternatives: Some have no 
family left and most have no pros-
pect of other employment. 

And what of the likely military 
opposition of the warlords? Would a 
U N gambit to secure certain tern
tories lead to even more bloodshed? 
Probably not. With their light weap
onry, the warlords would be no 
match for well-equipped and well. 
trained U.N. troops, should they be
foolish enough to venture into thefreezones. 

To ensure the peace, the United 
Nations also should secure Somalia's 
territorial waters and airspace, thus 
curtailing the flow of weapons into 
the country. 

Such a mission in Somalia could 
restore not only that nation but, in a 
sense, rescue the United Nations it
self. Despite recent successes - the 
organization won a Nobel peace

prize for its peacekeeping effort in
 
Namibia - the United Nations has
 
bogged down.
 

In Cambodia. for example, its 
elaborate peacekeeping plans lead
in.tWfice d,;L1 i, ai j
by the intransigent Khmer Rouge.
And in the former Yugoslav region,
Serbian forccs repeatedly have 
foiled attempts to solve the bitter 
ethnic and religious conflict. 

Now, in Somalia, the United Na
tions has another chance. It should 
seize the opportunity to restore both 
Somalia's independence and its own 
position as world leader and peace
eeper.
 

Milton Allimadi Is a special corre
sponden for The Journa of Com
merce. 
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Why the U.S.
 
Is Destinedto Fail
 

In Somalia
 
ByRoamrrJ.BuAno 

Thebest thingthat canbeMid about 
President Bush'i decision tosend troopsto 
Somaliaistiai hisworst pouc)error i no 
longer in Ue domestlic arena 

Until now, wehadbeenoperating un-
der thereasonhble principle thai military 
intervention ws juStiled onlyin the intet-
ests of national securitl) Reaonablepeo-
plecoulddiffer about whether this prial 
pie wasbroad enough to ratsonalize the 
U.S.involvement inVietnam. Greniada. 
Panamaand Iraq. bit no one has yet
advocaied mission thethe Somali on 
ground of national securily It sgnats 
itnsleadthe Amenrcanascendancy to I 
position of world policeman,'welfae 
agency - in eflecf, in extension tothe 
internatIonal sceneof thekinds of gnvern.
mentl[ responsesusedfordomestic emer- 
gencieliketheSdnPranciso earthquake, 
the LA not andHrumcane Andrew. 

Thefamine in Somalia iUnotunique. It 
i a recurring prolem thaiapplies also to 
other African countries. suchasEthiopia.

.Sudan.LberuIand Mozambique. As 
Amaya Sen han stressed (hee his 1969 
book."Hunger andPublicAction." with 
JeinDretei. famines do nof typically stem 
from ashortage offood. per se.but rather 
reflect agovernmental breakdown that Is 
often accompanied by civil war The probs 
lemtn theshorlrun represents a failure of 
government to provide resourcesfor sod-
ety's neediestMoreimportant. in the long 
rusit involves theabsence ofof Useride 
law. ctvil older and economic freedom 
that can provide the foundation forfrae 
markets andexiomlc developmen. 

Thecre I;Soeis&sa andmany other 
aoorcountries u not simply ashort-term 

mission of mercy, butrather the stalla-
Isol of a central that wouldauthortiy 

ensure poliltical Lability and properly
rights. But there is no evidence that an 
effective domestic government can betm-
posed by an external authority. Britain 
probably performed this role best - even t 
nol out of alriuism and with substantial 
conflicts - during Il nowunluhbtomnale 
clojual days. TheU.S.,however, doesnot 
have the will or the ability to play this 
game.Consider our fallurt to provide law 
andorder td thebasis for economic 
development to many owown clues, 

Even lea plausible is the reliance
 
oninlernatn sul oganlaits, whichhave 

mainlyprnnoled indcorruption
socialism 
In Africa. ItisIstdirrous to Imoine 
thai the U.S. will be able to 'hand-off" 
authority Na-in SomaliatoUseUnlied 
lions-the ullimate socialist enterprise-
which wouldthen provide efficient, pro-le, 
velopment administration. 

The polenlial for mercy missions is 
east becauseit includes all theworld's poi 
countries. SomaliaI1Indeedoneof the 
poorest. Lied for third withTanzania in 
1990t a per-capita Income of 1540.just 
held ofEthiopiaand Chad It use estI- 

matedvalues of per-caplasgrossdomestic 
product thatadjust for crossCountry dif 
ferlncel in purchasing power.)

The full list of placeswith per-ca,
pita Incomes below ,000In 190 - thal 
Is. less than ,!.of theU.S.level - con. 
slatsof 25 countries wily a total popu" 
laton in 199 of 19 million, only seven 
million to eight million of whom reside 
In Somalia Twenty-one of those poor-
estcount'rie are in sub-Sabiran Africa. 
arWtheothers are Haiti. Afghanistal. 
Burma and Nepal. Ifwe expand the income 
level-s4y, to l$. -then we add 1.1 
billion peoplewho live in India. Bangla. 
dsh and eight more ab-Sal arn oson. 
tries, including Nigeria. 

AmMrly Senhas Argu'd that roldi-
with lQ0million people- hasdemocratic 
Instllunon thai would never tolerate fai. 
ineButltthard tobeoptlmisticeven here 
with the recent civilstrife and the govern. 
ment's long-term failure to encourage
economic developmenL Wear fortunate 
that China, with t.1 billion people, has 
beenperforming relatively well. Evenso, 
the overall population ofcountries that are 
potentialtnterntUainajwelfareclientitl 
ealt1.5billion. 

The Interrelated topics of economic 
development andImproved government in 
the lesser de:eloped Countriesare key 
lasues. Indeed they are a priority In tMe 
researchagenda of many economistswho 
are studying the determinants of economic 
growth. Butthe Importance of these prob. 
lemsdoes notmean thai It would be 
useful for the U.S. and the other rics 
countries to divert a lot of their re
sourcestowardthepoorer countries, even 
If they were willing to do so. 

To paraphase chPrme Minister 
Vaclav Klaus, the role of foreign aidaid 
foreign advisers in prmol ing economici i

development has been v )ovetrraled. U00
 
the localpeoplewill notprovide the neces. 
ary leadership and framework for eco
nomic growth. improvement In ving 
standards willnotoccur 

Although thelntervenlion In Soma. 
lIa wasa bad decision for theU.S..Itis 
a brlliant political movefor GeorgeBush. 
He %ill be credited with a magnificent 
humanitarian gestte and will likely 
achieve sometemporary successesinelim
iating hardship At the lame time. Mr 

Clinton will facea political dilemma that 
ranks in dificuly with Jimmy Carter' 
tranian hostage crsis 

Aquick U.S exit will leave theunfortu
nlte Somaliswith their famiiam long-tern 
problems andbe viewed a politically 
incorrect, whereas a conlinung involve
mentwill becomeincreasingly unpopdlar. 
iOn the other the preoccupationhand, 
withforeign policy maydivert Mr. Ctin. 
tons attentions, which I surely lucky for 
the domesllc economy.) The only way Out 
would be for Mr. Clinlon to estlblsh a 
asetul permianentAmerican presence In 
Somali- a naval baseand mililary inatal
lation. Infact. If that wasthe true ralion. 
ale forMr inlervention.Bush's then I take 
back everythng that I said in tI artl-
Cie.
 

Mr. Barra, a JUiral conrriha edior. 
s aprO'qmessonaliarLwd. 
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The US Had to Act Good Motives Aside, 
Moral leadership, not self-interest, was paramount The Mission Is Likely to Fail 

- Somalia and Yugoslavia to be overwhelmed believe the US should not attempt forcibl)by an order ofjustice imposed by the world to solve Somalia's problems African intel-BDy HolB~wd aeaeacommunity. -. R lectuals like Ghanaian economist Dr 
How littlei would take tosave so mny! George Ayi , an American University

The bullies willor Mogahu
A NUMBER of those 	 surely retreat professor, vehemently protest the treatwho question in the face or a genuine organized force. A S Simon Barber of Johannesburg's ment of Afnca by the West as patronizingour sending American troops to And for all the talk of "quagnures," I am Business Day suggests, Amencans and racist Africans must grow up, hehelp save 2 milhon Somalis from conviced that had the world community appear desperate for somestarvation ask: How does this crists on the 	 action urges, and learn to help themselves.displayed genuine resolve, instead of mere destgned to remove from their televsion Why. he asks, doesn't the OrganizationHorn of Africa concern our national inter- rhetoric and haid-wnnging, the Serbians screens visions of emaciated African ba- of African Uruty try to resolve the Somaliest?This is the wrong question. It may could have been deterred from their on- bies and mothers that threaten to spoil crisis? Dr. Ayu.ey maintains that many ofhave been right in the old world order of sLaughts. Gunships could have protected their Christmases Inn char mensuc s ye- the argument,internationa anarchy. But tIs habitual Dubrovnik. and au-power 	
Westerners use to justfy incould have over-substance, ,,ca. dnen geLw,way of thinking is now the greatest imped-	 w e,wvenUon In Sonalia are the same onesstopped the assault on Sar;evo. President Bush has launched an ill-con' European powers gave for colonizingment to our creating a new,far better kind Cnpli.mng habits of thought are also re- ceived plan with no stated strategic objec- Africa.of world. vealed by that recurrent question: Is the tive tla may reckless4 risk American ca- Michael Clough, director of the WorldFor the past year - as thousands have US going to be the world's policeman? sualties.perished from the rule of the gun in Soma-	 Policy Institute and an adviser to Presi-No. A Paz Americana would not be a Americans Imagine the United States to dent-elect Clinton,liaandintheformerYugoslavia-theworld 	 argues in his booknewworldorder, butanew versionofthe be on a mercy mission in Somalia. Will FYee at Last,' oncommunity, including the United Stales, old game of power. 	

Africa policy after the
they support Mr. Bush's gesture when US cold war, thathas conmuitted on a global scale the same It is in 	 the main effect of internathe interests neither of our ra- soldiers are killed and wounded? tionaJsin thai 	 involvement in the post-aidepend.three decades ago this country ion nor of the world for us to impose our Somalia is only one of a number ofcontemplated with borror in the maiter of 	 ence era has been to assstAfrican rulerswill on weaker countries. Not the US alone, famine-plagued African nations. Famine to consolidate their power and insulateKitty Genovese. but the world community as a whole ..- st and civil conflict !n sub-Saharan Afnca's them.elves from the denmands and pres-Ms. Genovest, as many will recall, was work to substitute justice for the rule of un- largest cotut~ry, Sudan. cost 250,000 sures of civil society... Africans are neithera woman murdered _ restrained force.

in New York in the 
deaths in 1988. Two mhlon Sudanese re- hopeless nor helpless.'


The rest of the main in danger of starvation, more than A cogent case can be
early 1960s. The 	 made that long.Perhaps the time has come, world, however, is 	 are at risk in Somalia.crime provoked also 	
standing aid reduces the accountability ofna-

outrage 	
mired in old Feeding the hungry is, at best, a short- governrments for their mismanagetonal 	 ownbe. nOW, when we cfn afford to habits, and 	 the term solution. Following a two-track pro- ment - delaying needed reforms and allow.cause of the failure recognize that every person on 	 world community gram to deal with the crisis, the US Agency ing them to ignore basic human needs.of a number of by- the planet is n 

oxanders to do any-	
will evidently not for International Development and its Of- Consider Ethiopia's deposed tyrantmove without flee of Foreign Disaster Assistance are pre- Mengitu, who squandered $150 million tothing to rescue the leadership. No one occupied solely withfood relief,while thewoman - even to call $200 million to celebrate his 10th anniveris better situated to State Department is responsible for han- sary in power. His celebraion coincidedthe police - during her prolonged agony lead than the IIS, by virtue of both its mili- dling the political impasse. There Lsthe thhceip!They get i.o, of doiLi. 


plight, in their v~ew, was not any of their 
thorny political question of northern So- of international food donations, which ei

didn't want to involved. Her tary and its moral power. 	 of .. worth 

The US can appeal to Its fellow nations maliland, formerly a British colony, whichconcern, to join - through the United Nations 	
ther rotted on docks or fed his brutal army,- in declared its independence from southem while his people continued to starve toTheir inacdon raised the question: What paying the relatively small price it will take Somalia, once anItalian colony. A resolu. death.kind of society have we become? to bring salvation to some of the world's tion of the complex political problems IsNow that the cold war is over and we most defenseless people and a more be- the key to the humanitarian crisis and HE same critics railing now aboutire no longer invo- d in a global chess nign moral dlinzre to civilization as a should be the US's primary emphasis. sta ving peasants ,nd blaming the
lame, there are probably billions of people whole. At last, now, revealing one of the At present, looted food, amounting
.hat no longer concern us. They can no under-apnreciated characteristics 	 to T. US for the reign of Sd Bae will 

onger serve as 	
of the 80 percent or overall humanitarian food undoubtedly be demanding that the USpawns in our struggle lame duck presidency, President Bush has supply, is sold at a 500 percent price mark.igar9un 	 overthrow whoever becomes his successor.a superpower rival. Neither Soma- exerted such leadership in behalf of up, while merchants hoard food to inflate Moreover, If the US appears to select theian starvation nor the e'.xuuc cleansmng" Somalia. prices for the Somali middle class who ran next Somali strongman, it should expectif the Bos nians are central to narrow caI- The millennium is not at hand. At this,ulations of our national self-interest point in history, for example, the world 

afford It. Food is also ,old on the intena- that he will be destined to be contional market for weapons. Food relief thus temptuously labeled aUS puppet. HoweverBut if this is the way we decide what corrnurty will not force the Chinese to exacerbates the fighting, by providing well-intended Bush's initiative, the lack ofmncems us, what land of society are we? end their tyranny over Tibet. The price off it is those with arm.s the means to fortify their concern of Somali warlords for the plight
a sn ofomisson to let our neighbor imposing justice would be too high. But It weaponry. of their starving countrymen, coupled with
erish wilhin our societal borders, why is would be abig step forward if we could put The backdrop to this imbroglio isafeud the proliferation of Soviet AK-47s in theless r sin for nations to stand by as a just the smaller wailords and tyrants out of between two former members of the country and readiness to use them, doesrhole people - be they Somalia or Bored- business. 
ans - are wiped out? 	

United Somali Congress, each belonging to not bode well for the country's future.Never before in history have the possi- rival i;ub-clans of the Hawiye clan, whichWhy is it politically dangerous for an 	 Unlike Iraq, Somalia isan inappropriatebilities for significant movement toward a helped oust stronrigman Maj. Gen. Mo- testing groundAmerican president to risk a handful of just world order been so great. What 	
for high-tech Pentagona hamed Siad Barre from power in January weapons yielding minimal American casu.Amencan lives to save many thousands of tragedy it would be to squander that op- 1991. Mr. Siad Barre's government once aliles. Enemy forces will be mostly teenagelives oi people from the other side of the portunity simply for lack of moral courage

-a.th? 	 was backed by the US, seeking to offset So- boys and multiple rl gangs with Russianand vision. vietsupport for Ethiopia's Marxist dicta- arms whose unscrupulous commandersIt may be amatter of boundaries. In a Kitty Genovese's death under the indif- tor, Mengistu Haile Mariam.world where It has frequently bien amat- ferent gize of her neighbors was a fornm. Siad Barre disrupted 
have opposed a UN peacekeeping mission 

ter of 'us* against them," we 
the traditionally and authorized attacks on relief convoys.
have been tve event of my youth: I promised myself decentralized
brought up to feel a responsibility for I would never be such a bystander. At this 

government and homoge- The rules of engagement are yet to be nous society by sowing dissension amongsomeone who is 'one of us." 	 decided: Wll American forces be restrictedPertaps the formative moment in the history of the in- clans and dispensing political favors to his to firing when fired upon, or handicappedtime ha. come, now, when we can afford to ternational system, I hope that our nightly
recogniz, 	 own Marehan sect. After Siad Barre's by political restraints as they were in Vietthat every person on the planet viewing of the dying of Somalis and Bosrd- departure, the country slipped into anar- nam? Seldom broached isthe delicate subis one of us. 	 ans can similarly crystalize the resolve of chy. Two Mogadishu-based warlords, Gen. ject of whether US Marines would feelWhy now? The very circumstance that the world community. Mohamed Farah Aldeed, a former ambas comfortable in a defensive deploymentmakes the world less infused with our im- sador under Siad Barre, and Mohamed All mode which parallels Beirut inmediate self-interest now allows 	 1983 andus to U Andrew Bard Schmookler Ls the au- Mahdi (who professes to be Somauia's poses equally dangerous risks.bring to the ordering of the planet our thor of everl works concerning wold president), continue to slug itout in thehigher, a'lfless interests. With the end of order, the most recent of which is'Mhw capital. U Margaret Calhoun is senior Afr'cathe cold war it becomes possible for the IUusion of Choice,' just pub.ished by/ While few Africa analysts object to ur. analyst at Inermaional Freedomnbrutal play of anarchy insmall arenas like SUNYpre, gent humanitarian aid when feasible, some Foundation in Washington 

KVi
 



TULSDAY. [ECE.
LO ANGELES TIMES WASHINGTON EDTION 

COLUMN RIGHT/ 
TOM BETIELL 

In Somalia, the 
U.S. Leaps Into 
the Unknown 
s Bush's open-ended dispatch of 
troops without debate may cost 
Clinton his domestic agenda. 

Itseems extraordinary that a mission as 

large. complex and unprecedented as the 
U.S. 	 intervention in Somalia should have 
been launched with so little debate or 
discussion. Characteristically, President 
Bush told the nation about his plans only 
after thedetails had already been worked 
Out Once again the United Nations has 
shown itself to be a remarkably pliable 
institution-willing to do America's bid-
ding so long as the appearance of U.N. 
control is maintained, 

Among Bush's aides, it has been report 
eQd.the belief is that this military actioi. 
could give the President a way to leave 
office in glory. There is much talk of 
America finally acting in a "noble cause," 
of an intervention that is for once "high-
minded." Peoole who talk this way-and 
they tend to be liberals-have apparently 
forgotten that the same language was used 
a generation ago, with respect to Vietnam. 

President-elect Clinton has alao declared 
his support for what he called a "clearly
defined humantaria, mission." Perhaps he 
felt that he had little choice. But if 
problems lie ahead, they will hurt him 
more than Bush. It is now recognized that 
getting into Somalia is likely to prove
easier than getting out. 

Images of tearful dockide farewells may
well become the hallmark of the Bush 
Administration. The mission to Somalia has 
of course been driven by images-harrow-
Ing photographs of starving children in a 
barren and hostile landscape. It isimpossri-
ble not to be moved by them. Their impact 
issuch that it isequally difficult to think of 
reasons why we should not undertake a 
rescue. House Speaker Thomas S. Foley 
noted that Bush acted "in circumstances 
where he had very little choice, without 
grave hurnjtan consequences result-
Ing." 

But surely the United States should be 
particularly wary of conmittng itself 
under such emotional circumstances. Un-
intended consequences are certain to ensue 
when the military is used in unprecedented 
ways. Because no organized opposition is 
anticipated, we are told, there is no reason 
not to proceed. The idea, a Itrange one, is 
that armies can safely be deployed when 
they are in no danger of encounterui nval 
armies. 

The mission is not well defined, contrary 
to what Clinton said. For how many weeks 
will American soldiers be expected to stand 
guard over Somali food lines? Jeep-driving 
teen-age gunmen will no doubt have 
disappeared into the scrub by the time the 
GIs arrive. Weapons will no doubt be 

'Unintended consequences are 
certain to ensue when the 

military is used In
unprecedented ways.' 

buried. Food convoys will get through, and 
the problem will seem solved-until pres
sure mouns to bring our troops home. 
Maybe by then the U.N. will be able to take 
over. we are told. Perhaps we should now 
be asking what took the'n so long. 

Liberals have been notably enthusiastic. 
particularly ahout the prospect that the 
U.S military may now be transformed 
from a fighting force protecting the nation
ai interest to an armored care agency, 
performing missions of mercy wherever 
desired. They should be more circumspect. 
One or two conservatives of my acquaint
ance. suspected in the past of "'isolationist" 
sentiment, have even indicated a muted, 

.Machavp'liin Pnihij.,i; f!r'hi latet 
show of federal activism. Central govern. 
merits have shown sigfs of collapsing in 
vanous parts of the world, and some 
small-government enthusiasts would like 
nothing more than to see the federal 
government follow suit here. It isalready 
greatly overextended. Some hope that with 
one more foreign intervention, one more 
display of compassionate activism, the 
Feds might finally tumble into terminal 
bankruptcy and disarray. 

Some liberals recognize the danger of an 
overextended federal commitmenL Alice 
Rivhn. former director of the Congression. 
al Budget Office and a possible member of 
the Clinton Administration's economic 
team, has even suggested that the federal 
government should relinquish its interest 
in education, restoring it to the states. For 
the most part, however, liberals continue 
to demonstrate what the Hoover Insutu
tion's Thomas Sowell has called an "un
constrained vision" of government. 

Clinton was derded during the campaign 
for his lack of foreign-policy experience, 
but like "lonald Reagan he recognized that 
domestic policy holds the key to presiden. 
tial success. When he is sworn in next 
month, not only will he be commander in 
chief, but he will already find himself 
saddled with an overseu commitment, 
which at that point might not look qute as 
straightforward as it does now. 

Nothing could be more distracting to 
Clinton's domestic agenda. If niore such 
engagements are to be added to his plate, 
this agenda will surely be postponed. A 
country that is dispensing free health care 
abroad is unlikely to be able to afford It at 
home. 

Tom Bethels Washinlon correspondenl 
ofttieAiierwanSpectator. 
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Peacein Somalia
 
May Require
 

New Colonialism
 
PTe&Ident Bush 5 swift deciSlon to tend 


2b.uui1 S Ino un10 save lives in Somalia 

ISa welcome if surprising changeof heart 

Itdbe even more consequential Itit meant 

arenewalofwhatl.lnmoreoptimlsticdays. 

Mr Bush once called the New World 

Order. 


In immediate lerr, of course. Mr. 

Bust' sdeploymenl servesr
anolepurpose.
The Srmlh wariors, ragtag butvicious. 

ar, denying Aid tothe starving. Only a 

military presencecan cut through the 

chaos to prevent a tragedy. And only the 

U.S.hWthe diplomatic andmilitary clout 
to cut though the tlmidii) of the United 
Nations TheAfricans have provided even 
less leadership in their own neighborhood 
than theEuropepis nhe in Bosnia.UthbecBtoynia
U.S.doesnothing, nothing happens. 

Theimmediate U S purpose is humani. 

Itnan t i e it ri nAiinvpl
xfralwi Ther 

Interest in Somalia of the r that must 

usually beat slake to warrant U.S.mill-

tLry intervention Yet at wime point, 

espectall) in today aworld of TV camerts 

andinstant coenmunicallOrt,
Ahumnltaa 

tan purpose does wurrii the risk of 

lives Juslt becausewe don I intervene 

ev-rYihere when people are starving 

doesn't meln wetouldnI intervene any

where 

In World War U, the U.S. decided not to 

bmb therail linestoAuschwiut(to borrow 

from writer Joshua Muravchik's alogy) 

because we couldn't be sure what was 

happening. But with satellite piclurme, 

Potomac Watch 
By Paul A. Gtgoi 

wewould kowAndbeobhged. lnSomai,we knowand Ik . Therethe worl sl 
some cowlInbth se d ,t eIS 
somdog noth sTaureiacost.Iusect 
f hat 
whalfnatly causedMr. Bush to override 
hit mtiorecaisU O liry ad . 

we wki'J liw. AOdOr oliged 1 ofiai1. 
ue ktnowAnd tie world sims Tlwre is 
soimecoit in blh siltture and cunx.lene 
for dog nuthieg Thai cut. I iuspeds. ia 
what finally causedMr. Bushto ovemde 
his more Caulious military advi'ri 

Wt's lessobvious. and more wom 
some. is whether Mr. Bush itends this 
depli)mnt Aspart of any broader stIt 
eg- Marfin FlIZwAler. the While louse 
spokesman,.sy thesolemilitary purpose 
is to openaIrports. secure highways and 
deliver aid - then gel out by Jan 20 

There will need to be somnekind of 
follos up U.N. prenence."he says,with 
notiabie Ambiguity. 

But Sen.Sam Nunn tO.. Ga.l, whomay 
retory of tate.i 

to ask: "1Hw can you pull" U.S. troops
"back with the tragedy that may en.ue 
alter they leave?"Theliberals thu, cheer 
tog for Mr. Bushto "intervene" to soothe 
the". :onsciences have tgnored thupoint.

The BostonGlobe wants the U.S to 
intervene butavers that "under nocircum. 
stance shouldthe United Stles seek to be 
thearbiterotSotliati'sfuture."Whaldoes 
the Globe think wearedoing now' Doesit 
think Somataswill be happier it they sre 
left to the whims of leenagers with . 
chine guns? Some liberals want the U.S.to 
become,literally. the"world'i policeman" 
they've long decrted; they jlustdon'twant 
It to act like a superpower. 

A more realistic. If riulle.s, Interven. 
lion is suggested by histonan PaulJohn. 
son in Naltlora Review magIrne. He 
writes that "op to now"theU.N.has fatted 
nAfrica "because it treat sytopto ns. no 

causes ." It treatts (Lne but uit the 
underlying political disorder.Mr. Johnson recommends - i pr
dicto - that "the Security CouIl. usrig 
one or more advanced powers As ItoagenLs.will begin ",movig Into the busl. 
neas of government, tajng countres into 
Its truleeship for earytingperiods, and 
beconing itself an architect and esemptr
of honest. effictent admintstratton." This, 
he yi,"'itplainly itedod In Somalland 
11W." 

There isa word for this: oloinaltam. It 
would be vlstly dlfereni froin IM cen
tury otoonilulm In part becauselrd be 
multliateral. Sult. It is a taboo word. 
especilly amnonig and It wouldliberals. 
require a belier U.N. lhan we now have. 
But somethln like II may be the only
policythat can prevent more suchtrage
dies InSomalia. d 
maybe elsewhere In 
Africa. 

Themoe fundas
mental point here 15 . 
that mlitar) torce 
It suppo.sed to serve 
political etds. Gen. 
Coinl Powell's the
oyrrigttof usIng maL.u 
sive fore andthen 
gelling outquickis 
desiened to achieve 
military successbul - A f 
canleave the poiU
calgoaLshanging. Presdet B&L 

This i what happenedit Ila end of 
theGulf War. when the military's lid 
President Bush'sl Impulse todeclare vl
lory left Saddam Hussein In power. A 
chanceto create a more peaceable, demo
crtic government In Iraq wLs &ban 
doned- andwith It the chancesfor astable 
MiddleEat. Maybe the warlords of SOMA-
It&.or Ite Serbs now "cleansing" Bosnia. 
werepaying attention tothat abdicatio. 

Mr.Bushmight tell uswhy therules of 
postCld War Interventlon differ In Somo. 
IA from Boanit. Bushofrciall my It's 
becauseil's easier Ibetter terrain, lct. 
But no Is cnterventiocost-free u witness 
Beirut. Ir'sa mesur e of how little Mr. 
Bush has exptained any of this to the
nation that some Democrats L'ik Itoo 
cynicallyl tie moved is Somalia now to 
pre-empt having to actiflens of tLtousadsofBo.nian stlare this winter. 

JeaneKirkpatnck my% that, like Mark 
Twain reading the dicetmury, the looksat 
theworld's current dtsorder and seaeches 
for "a pov."ThetoceserU.N.ambasador 
is (like al of usl looking for a way to 

explatn, aid a stralegy to copewith, what 
it happening trmm Bounia to Rusia tothe 
HornolAfrics Beore he leaves office, this 
most uhrhetsncAt president stilt hassa 
chanceto explain how he thinks the plot 
should unfold. 

lip 
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Exit ideological wars
 
enter ethnic conflicts
 

Mr.Andrew Natsios,
 
Assistant Administratorof the
 

With the Cold War now over, do you BureauforFood and the Russians have bought a lot offood 
foresee a decrease in emergencies HumanitarianAssistance, commerciallyfrom the USA. 
arising from civil conflicts? UnitedStates Agency for How crucial is food security? 

As we move awayfrom the ColdVWar, InternationalDevelopment Nothing is more destabili:ingthan
 
a lot ofcountries will be moving (USAID), was in Rome food insecurity.During the Sahelian
 
towards democraticsystems of
 
government andfree market economies, recentlyfor the 33rd famine of 1983-85, 11 of the 13 
These changes will inevitably cause meeting of the CFA, governmentsaffected were overturnedbyd:sorder. That means there may be civil WFP's governing body, coup d'etats because theirgoverrments

STmdid not respond adequately to the 
strife and convulsions in the political and was interviewedfor the drought. It can be very destabilizing 
system that could causethe Journalby FrancisMwanza. politically,to have a drought or a famine. 
requirementsfor emergencyfood aidto in this respect Ibelieve that HFP does 
increase.This has been the case in the 

lnot have just a logistical role to play inlast threeyears and we think itwill get, 
 terms ofthe development portfolio,they 
worse. 
 have a politicallystabilizingrole to play 

Win countriesundergoingpolitical andWhy? i economic structuralchanges.
 

The kinds of conflicts we are now . e
 
seein. in Yugoslavia, in Armenia andin V . After 30 years of aid to Africa. the
 
certainAfrican countries are going to continent still appears to be in dire
 
increasebecause the Cold War tended J straits.
 
to depress ethnic, religious,racialand Through the Development Fudfor
 
national internal conflicts infavour of Africa, USAID has, each year for
 
ideology. Now that this ideology is severalyears, increasedby USS200
 
gone. we are likely to see ethnic million the amount of development
 
conf7icts all over the world rise. So .ssassistance to Africa. Our commitment
 
there will not be internationalwars, to Africa has been growing on the 
there will not be threatsof nuclear " ' development side; but on the reliefside. 
exchanges but there will be localized , it has grown more rapidly because of 
wars andcivil strife thatwill require ., ,4: the deterioratingpoliticalsituation. 
more emergency assistance. .. ' . While we regardthis as being ofcentral 

W.'7 . ~ importance, there must be some 
With the end of the Cold War, has the , analysisdone as to why things are 
fr'.'ion between American foreign , .- ." , j deterioratingratherthan improving. 
polk1cy and rood and development ~The answer, it seems to me, lies in 
polk:y ended? WFP the politicaldecisions made by man), 

During the Cold War,because the countriesto move towards an 
cor..ainmentof the expansion of Soviet The Commoneea , of Independent autocraticpoliticalsystem and socialist 
power was a central focus of American States (CIS) seem to be stealing the centralizedmarket system. Those two 
foreign policy for45 years,the issue of limelight as far as foreign aid is decisions, I think, were disastrousfor 
geop/litics was not unimportant.It was, concerned. Africa. Peoplearepaving the price now. 
infact, a powerfulmotivatingforce that In terms offood aid,we aresending Politicalstabilityandchanges in the 
affected each year how we allocated 500per cent more grantfood aidto economic structureareessential in 
foreign assistance,includingfood aid. Africa than to CIS. This year we sent overcoming Africa's problems.In the 

The end of the Cold War has 100,000 tonnes offood aid to CIS, absence of these central issues, we are 
profoundly affected Americanforeign worth aboutUS$165 million. To Africa going to see more chaos and the GDP 
policy. The conflict betweenforeign we sent US$615 million offood, 1.6 andpercapita income will continue to 
policy andforeign aidhas diminished, million tonnes.It is true, however, that decline. 

WFP Joumal22 6 
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4h4 

You havejust visited drought-hit
 
southern Africa. What is your
 
assessment of the situation? .
4-

The drought in southern Africa is 

respects than the Sahelian drought of .C '
 
the mid-eighties. More people are at ." ;7
 
risk, the total number of tonnage 4..
 
required to meet the needs is greater ,,. .
 
and the devastation that it has caused
 
economically isgreater.
 

For example, in Zimbabwe the World "
' . " .44-A'V / ,
Ban: estimates that beNeen nine and 


10 per cent of the GNP will decline this
 
year over last year. as a direct result of- ,- ",. '""", -"".'" .'1 

the drought. In pure economic terms, -.-.. '",.X:[ 

this drop in GNP will be catastrophic
 
for Zimbabwe. It will also have a "9 ' :.,
 
terrible consequence for humanitarian . - ,,

relief.
 
WFP/David OrIn Mo:ambique, we are going to 

have a serious problem moving food Arather and his starving child in Somalia. USAID sends food aid through WFP, 
which isresponsible for coordinating food aid in Somalia.into Government- and Renamo-held 

areas because of thefighting and lack where the greatest loss of life has- there is another drought, the seed will 
of trust between the warring factions. and continues - to take place. still grow because it is 
We must arrange the same sort offood drought-resistant. This is crucial 
corridors that we had in Ethiopia, This raises the question of donor because ifthere is a second year of 
Sudan and Angola during their civil fatigue. drought, we believe it will be absolutely 
wars. We have not done that yet and It is not fair to say there is donor at'vastating. 
there is a danger of widespread deaths fatigue in the resource sense or in terms 
in Mo:ambique unless food corridors of our staffnot wanting to do work; in How does growing sorghum help 
are put in place very quickly. fact, they are working harder than they when people have changed their 

That is not a problem,fortunately, in did before. It may be that the media is eating habits and have moved away 
Zimbabwe, Malawi or Zambia In fact, fed up with covering emergencies. from it? 
these countries are unusually stable and We must convince the farmers that 
there is no civil conflict or insecurity. How can we break the circle of for their own protection against drought 
This is in contrast with the Horn of drought and famine that seems to run they have to grow sorghum in addition 
Africa, where we have had 27 relief In Africa? to maize and millet. 
workers killed in the past eighteen months. in the last 10 years we have 

We do, however, have a logistical undertaken field experiments in What role does the UN play in the 
problem, but WFP is moving to put Zimbabwe aimed at genetically so-called New World Order? 
logistical systems in place. There is also improving the drought-resistance of We envision the UN will play a much 
a problem with pledges at the moment. sorghum and millet, particularlyfor greater role than it has in the past in 

Zimbabwean and Zambian conditions. settling disputes, in providing services 
In the Horn of Africa the situation In the ; extfour months enough seeds to poor people and in stimulating 
appears desperate. will be produced to plant 600,000 economic development. The role of 

No issue has concerned me more hectares ofsorghum in the next planting WFP is particularly important. 
than what is happening in Somalia, season in Zambia and Zimbabwe. If 

WFP Journal 22 7, 
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COLUMN RIGHT/ 
JEANE KIRKPATRICKAfter Feeding 

Somalia, W hat 
Is Our Role? 
mBoutros-Ghali's ambitious 
agenda for the U.N. may not be 
ours; we must decide-fast 

W 	 ithU.N.Secretary General Boutros 
Boutros-Ghall requecing that U.S.forces disarm rival Soz':aU warlords infddion to delivering ood to starving 

Somai, with him sing the Security
Council tocommt thousant of mitary 
and civilianpersonnel and $ omilion for 

operations in Mozambique during the next 
year. and with him looking toward estab-
lishment of a new U.N. operation in
Angola,itis critical the U.S. govern-
that 


ment think carefully now about how far It 
and the United Nations shrild go in 
committing armed forces and taxpayer 
money to the solution of senous internal 
problems in Third World countries. 

Bo .ros-Ghali's expansive new plans 
raise questions that have never been 
confronted by member states. Should the 
secretary general be permitted to set 
international priorities? Should the United 
Nations involve itself in members' inteal 
affairs when the U.N. Charter cearly says 
itshould not? When does a "peace process" 
become an intolerable interference in the 
internal politics of a country? 

How far can the U.S. government legiti-
mately go in committing American re-
sources to international operations that 
have no toclear 	re-lation the national 

interest? At what point Is the consent of 
Congress iequlred? How can Americans 
get a voice in this? These kre important 
questions nade urgent by the secretary 
general's burgeoning agenda and by cur-
rein discussions about what'the United 
States and the Security Council committed 
themselves to in undertaking to prevent 
mass starvation in Somalia' *' 

The Bush Administraion believed it 
made a commitment to deliver food by all 
necessary means. The secretary general 
believes the U.S. government made an 
open-ended commitment to create condi- 
tlons for political reconciliation and estab- 
lishment of acentral government, 

Boutros-Gali has asserted that the 
countrywide disarmament of contending 
Somali factions is a prerequisite to estab-
lishing the "security" that is needed for
humanitarian operations in Somali 

but the U.S. government does not te. 
leve It made & commitment to pacify 

Somalia. And the Sec.urity Council resolu
'ion authorizing the operation is dismaying 
in its loquacious ambiguity. 

Clearly, disarming warlords is a big step______g__neotoward eliminating competing centers of 
power in Somaha. It might make the 

'When did the American people 
decide that U.S. crelgn policy 
should be conducted through

the United Nations?' 

establishment of peace and a central au
thority easier. But, by weakening tradi. 
tional indigenous authority structures, it 
might intensify the anarchy that already 

the country.afflcts

One thing is certain. Disarming Somaliwarlords would involve the United States 

deeply in Somalia's Internal politics
without the consent of either the Somali or 
the American people. It would give the 

United States (and the Ui ted Nations) 
wholy new respnsbilue for naton. 
building in Somalia for which we are
almost wholly unequipped and unsuited. 

Feeding hungry People is one thing. 
Establihing the prerequites fora viable 
central government is quite another Food 
can be delivered by an external power. But 
a viable government is the product of 
people who will live under iL 
Try as we might, the United States 

cannot create a modern state and a mcodern
 
political cultre in Scali . It 1-,n'.reovcr,
 
doubtful that 'he t',letd Nations will bt
 
able to slgnliicz' ,Y speed the process of
 
political modernJation in Somalia-or Mo.
 
zambique or Angola.
 

The United States and other members of
 
the Security Council should think long and
 
hard about the failures of colonialism and
 
of so many foreign-aid programs before
 
they undertake the management of coun
tries that are culturally, politically and
 
geographically remote. They should re
view the literature on political modemiza.
 
tion and remember that accepting the
 
limits of U.S. power to remake a distant
 
country was surely one of the most
 
important lessons of Vietnam.
 

The United States and other members of 
tile Security Council should Al consider 
carefully about where deep U.N. involve. 
ment in the internal 5ffairs of nations can 
lead. How should the countries that are to 
receive such assistanc, be chosen? By 
whom? How can the cos be controlled? 
How can costs be allocated among the 
member states? When did the American 
people decide that U.S. foreign policy
should be conducted and scarce r-aources 
allocated through the United Nations rath. 
er than the U.S. government? 

These questions must be confronted 
now, 	 before precedents are established.
They are not easy for the Bush Adminl 
tration. They will prove even harder for an 
incoming Administration committed t6 
good works and elected on a platform of 
greater Attention to domestic problems. 

Jeane Kirkpatrick, a former US. amnbsa.
 
dor to the United Naion., writes a indws.
 
edcolvmn in Washington.
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Said S. Samatar 

How to Save Somalia 
The Bush administration's offer to 

s!id up to 30,000 mnilitary personnel
toolaapt a NeWhileenasare safe delivery of huhnltarian i .nfoodaid has the elements of a creative the(political andeconomicpower ob It, is a bluff beca.e Mr. Bus with 
and his adviser& surely know that Weathoity o 
there is no need to deploy that many 

coo It i r a i e i h t thecol d ddo thSe Ijo b,ti. aa ratie 5.000 new fd
portion c Somaia, notably in it y ove r a h orde o ffo llowe r swhom hetsis sCatlerto w that itedtr an gu lar co rr idor t o the s outh he does aot exercse upreme author-

the United States finally man s ut- west between Mogadishu. the capital, can deliver elt-er to the field of battletUs.Un S mata. The mere tbalk o and the regions surrounding Baidoa or to the negotiating table. OnlyU.s..troop deployment has already and Kismayu. The rest of the country long as he can lead looters to the nextpSropdeloyMomed aslrad s relatively peaceful and well gov- village for booty can he count 6n theirpromted Gen. Mohammed Faarah erned by an allance of traditional support. The moment he is deprivedAld. sroeest o the warlords to elrs andledcoop The Leaders that asAerioan. prosect of emerged re- of the power to raid, his opportunisticracina inthe wake of the co~apsc followers, arecentralint heautha oe th lkely to hi.eergn wk olphe ldty, desrt 
puteLnz of God into ls war- It i unnecessary and imprudent to The other, smaler warlords can Iods. intervene nlitarily ta easiy defeated. 

Somalia provides the United States What is needed there maunmediate A third iraisconception msthat thewitlifinmenae opportunities to prove humanutarian aid and loag-term eco- warlords operate on their home ter-its'leadershup to small countris But ow.,,m sistance. These efforts can rain and enjoy the support of the localthe intended proectmn of to large a easily be integrated into ditributim community. This manot the case. The.*cerests on somp dangerous mu- systems that already funct on well. triangle of death is 7.n occupied re-cr ~tio.The first i- that Somalia A second egregious misconception gion. infcsted by pastoral marauderss,, .country has goe completely to is that Somalia m a country crawling from other parts of the country. They
W W is under the away of random with warlordsi. In the entire country are considered oppressive coni erorsviolence and mass arvatlo. In Lid,. there is only one--nanely, Gen. Ai- by the local people. U.S. intervention&Wh ro rsme ac=z=ng only ma did-worthy of the nami-. And even is lkely to be considered a liberating 

foace. Local peopk:are certain to join 
f5ccW/Itheu.w'lomnicnl~nta~oin 

the task c" pacifying and
,abi,,ong can 
wi.h relative ease. several pu.sibla
missteps must be avoided. One would 
be any American move that gave 
Somali the impression the United 

sIud Somalia be achieved 

S.lites was about to recolonize theirw n , S ml s e r b tcointry. Ridiculousi h tas this e nay 
" id, Somahls. wiah their bitter 

born xenophobic parnomds. The Unit-
ed States must impress upon the So-
mis that it has no hidden agenda, 
but only a humanitarian interest,

A second challenge is that of polti-caJ Islam. A devastated country such 

as Somalia tends to spawn messianic 
movements., and political Islam. abet-
ted by the fundamentalist regimes ot 
Sudan and Iran, is a force i Somalia 
to be reckoned with. Muslim fwt.da-
nentalists last summer seized the 
whole of the northeastern region. Al-
though they were esentually re-
pulsed, they presumably are waiting 
to return and cause trouble, 

A massive infusion of U.:,. person-
nel could offer the mullahs i windfall 

propaganda opportunity to inflame re-
PgoousarA~onsortuuit trkd~nn by 
cLming that the country i threat-
ened with a Christian invasion. To 
prevent this. moderate religious lead-
ers must be part of the peacemaking 
process from the very start, 

The third danger concerns the risk 

of U.S. troops' being perceived asf t t o l p i g a 
ex-o the conmbatants.y This could spring a 

several warlords to band togetbir in 
an alliance against them. 

The key to avoiding all these risks 
starts with food. In Somalia. food is 

advancinge c mthea causea .Tof ione or another 

power-economic and political-andits imaginative use to reward the 

cooperative and punish the recali-
trant can create a powerful stim.ilus 
for peace. The other key mathe .tsti-
tution of elders, the Somalis tinie-
tested indigenous inastuient of gov-
etnance. 

The Somali disaster is directly 
traceable to a tragic mismatch be
tween moral authority pos-essed by 
the elders and senior notables of the 
clans, and physica coercive authority
usurped by sell-mi,. warlords. To 

restore poitical a moral equihbi
ueuoesplctssaraWt rwvltra~hu~~

al institutions of governance nd in
particular to re-empower thz elders. 
What maneeded, therefore, is a pio
gram of action hat combies the 
political and econormc power of food 
with the moral'authonty of elder. 

To achieve this. the intervtning
forceh shoulde t establishg e security zonesi r a h r d t u d 
in the death traungle. Thetraditiol 
sembed, and food distributedbinly.
if not entirely, through them. They
should then be encouraged to raise 
thez own polie force with expatrite
technical advice. The new pulueforce, under the strict control o the 

elders, can be trained and eqwpped to 
take full responsibility for the reg i's 
security, allowing the foreign fuie
to withdraw relatively soon. This 
c.-ad go a long way toward fehabili
tating the country within a time frame 
politically acceptable to Americans. 

ThsutraSmaiiatosai, ira. 
professor ofAfncan hitory at 
Rutgers University andmanaging
ediforoflle kn, ofAfricaJas rxaL 



THE WASHINGTON POST, December 2,1992 

William Raspberry 

Let It Be Somalia
 
Edwin Dor knows all the reasons why the Unit-

ed States guld beware of getting involved miii. 
tartly inSomalia. As a military pobcy analyst at the
Brookings Lutitution, he's even supplied some of 
those reasons to pourrasts interested inamore 
comlete assessment of the risks and benefits of
sending troops to that desperate country. 

There is, at the top of the list, the prospect of 
our getting bogged down in a distant, indetermi-
nate action---unable to achieve alasting solution 
and unable to leave because of the certainty that 
our leaving wo. dmean areturn tochaos,

There isthe question of priorities. Why isSo-
malia, already inruins, amore compelling target
of U.S. action than Liberia, Angola, Haiti or a 
ball-down other places where our intervention 
mighi prmt chaos? 


Tbere are questions of money (Why not use 

our tiht resources to feed the hungry inAmeri-
ca?), of appropriatenes (Who appointed us to 
settle all the world's disputes?) and of tuning
(Why, during the waning days of the Bush presi-
dency, should we saddle President-elect Clinton 
with an open-ended problem?).

There are, in addition, the questions Dorn 
can't quite bring himself to ask: Isn't it likely that 
Somalia isalready beyond saving--either asa
sovereign country or as apopulation? Don't the
effects of starvation at some point become ire-
versi.,so that an infusion of food become- little 
more than alife-support system for people-chdi-
dren inparticuiar-who will never get well? 

Still Don says: Yes,.Send the troops,. Th 
week, if possible. 

"The American people don't want to just sit by 
am watch hundreds of thousands of people die of
starvation when something can be dene to pre-
vent it.' be says in tones that suggest hwdoesn't 
want tojut sit by. 'Any military operation eatails 

risks, but here the risks are relativel, minor 
compared to the potential for saving lives. I don't 
see how we can "do it.' 

But it must he done carefully. 'We need to 
work out a multilateral intervention strategy tin-
der U.N. auspices, with acarefully delineated
U.S. role,* he says. 'Our role ought to be limited 
tosecurity and logistics-go in,secure the port
at Mogadishu or Berbera, then secure tran3por-
tation links between the port and the major dis-
tribution centers, escortng food convoys and 
protecting the goods. In the process, we might
also help to establish relief centers, but primarily 
usa matter of Iogistics. 

What America must avoid, he insists, isany at-
tempt to restore government inSomalia. But
what of the fact that without the restoration of 
some semblance of government, the "emergen-
cy'-and therefore the need for American 
troops-wil prove permanent?.

"Restoring civil order isalong-term proposl-
tion, says Dorn, 'and the U.N. or some multina-
tional force may have to be involved in that. But 
for now, we need to agree that our participation
will have af'mite scope-say, three months or at 
a maximum six months, and then areassessment 
Why? First, to guarantee the American puolic
that we're not being dragged inmindlessly; sec-
ond, because we're inthe middle of a[presiocn-
tiall changeover, and B'as wouldn't want to com-
mit his successor for a long period of time. 

'We could do six months and then p:ss the re-
sponaubdity on to the Canadians or Indians or to 
some multinational contingent. Getting it started 
will require some heavy liftng, and we have the 
logisticsl capacity for that heavy lifting. Maintain-
ing the situation should prove less arduous.' 

And what of all the reasons that militate 
qains o.ur getting involved militardy in the first 

place? What, for instance, of the contention by 
some relief workers that they Pre about to wort 
out arrangements with the Somalian warlord: to
get the food to those indesperate need of it
and that U.S. military presence might make 
things worse? 

'it's ajudgment you have to nuke," says Dorn. 
His own judgment that distribution islikely to re
main aproblem issupported by Caii:erinc Derti
ni, executive director of the World Food Pro
gramme (under the auspices of the U.N.'s Food 
and Agriculture Organization). 

"We've been operating an average of 17 flights
aday into Somalia, inadditi-n to ships and air 
drops,' Bertini said inan interview. *Reports are 
that as much as 80 percent of the food that's
brought in is looted [by membe, s of the warring
factions vying for military control of Somliaj. A 
b,.t of n*,r. w.!!hefed even _fter we h.d
reached an agreement [with one of the warlords).
We welcome the [U.N.] secretary general's deci
stun to ask for military support.*

The seemingly reasonable question of priori.
ties may not be aquestion at all. Says Dorn: 

"Why Somalia? If there are any countries the
U.S. needs to make amends to, they are Angola
and Mozambique, because we supported insur
gencies in those countries. Angola has more leg
less people pe. capita than any place on Earth be
cause Jonas Savimbi. whom we and South Africa 
supported, used land mines inhis fight to over
throw the government. 

'But we don't see pictures of starving Ango
tans or Liberians. There is,primarily as aresult 
of videotapes, political and public sympathy for 
doing something to help in Somalia. It's not a
choice of Somalia or one of these other places;
the real choice is Somalia or no one.* 

Let it be Somalia. 
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Bishops Appeal for Action to 
End Sudan Deaths 4 U, 
UNITED NAnrONS
by ~mG.llc to Affica News So-vim 

'I ar nsd fa ne in Sudan will tn 

W Africa's largest county ino "-

othrSon"ia unless the imm-on 


brought to te United Natons by two 
prommne Sudanezs bishops who saydtey 
arc See king to pierm a w all o f ei e c reW. 
cfuiid g a widening disaster. 

PacleTahia ,nd M Ma.a p. 
resting the Sudanese Roman CathoIj 

co oninnity intervenes. Tha waning w 4 

Bishops Conference. ae calling for srong 
isteradonal pmeisse to end theircounrry's bloody civil war. In ameeting 
withU N,e B oum o

Boutos-Ghai. the clerics stressed the ti-

gait need for a full-scale relief effortso 

averw alrpmd starvaen

T'heir arm is being echoed by velie" 
wo er in Sudan. Jean-Ltic 5blot. anofficial f the UN World Food Program. 

says dhesituation for the 5 millioo people

in the sooth of the country, where the 

latest round of fighting has persisted for 

the past nine years. has "never been 

worse." Up to a million people now face

death from hunger, he told Cable News 

Network late lag month. Amid the 

mounting death toll. Siblot says. there ii 

c"how everywh=er." 

Food has becooz akey weapon in the 
war between the goverment in Khartoum,
the capital, and the rebel Sudanese 
Peoples' Liberaion Army (SPLA). which 
contols large stretches of lantol in the 
South. Relief flight to those in desperae
oted can only take place when clearance is 
obtained hon both warring eids - aid 
eac frieuenily has balled. Because of the 
war. pvae aid agencies are unble to 
maauaa prsonne in due ebntad region.

Last momh, three UN wodrs and a 
journalist died under still unexplained 
circumsns in rebel-held teritory in
tb's South. And the governmen is be-

lieved tohave executed two Sudanies Pemployee o( the U.S. governmentmddand another employee of the Eur- J., 
pean Commnity in JuIls the largest .1 


southern town. 
 ihatThe bishups charge thatthe 

polSud xesearscgovernment's effo t f undameauhtsm tonh Iairt 

countay by fo c is leading to aform Of )1pok
-v so d - Max call the govcnrn mWs 4r1'. *A A.,. 
pace a "haneful ad degrading 


h theA 

clecs dhV the governms Fvi-I 

tage is the maiz/y black populaon of 
 . .....
 
tie South. which largely I Quiz-
 jtiaty oraadionalAfrican rdi Igptti1.,TbakUNSecr llouts-GhA Macn WX
thehishops sUoI thatmoce-a wArab LW P"i.U
Muslims in the North "e alsc bing •i " k w 


. 0C CUza. systmaticay xpelled forign dch ,vltnw a,.cr r T a, t m 
Accoding to Bishop Taban. who isp g o1" wodrs who were aiding the population Khartoum is also receving finaocal addiSudmCouncil ofOsades, and is closing local Sudanese church par- from the Iranian governmen and i usigthe wrld is la-gly unaware of the disaster ishes. They ae tightening he noose every the moneyWn day." says Bishop Max. -bey have even o buy weapos fiObEmCnaQui,his county. Much of the population in . The bishops hope their visit to thedheSouth is ";ocked up as if in azoo," he expelled the istus of Mother Theresa of United States wuillhelp build pressure onsays. "But it's wmwst - at least in game Calcutta. Inone case they ran abulldozer Khartoum ta cooperate in helping stem tieparks in places like Kenya. people drive by right through achurch." immediate suffeng ad, ulimtely, Co
the aninals in cars - our people am-nes, The expulsions not only have negotiate with the SPLA for an end io th
aac 6y any other human beings" thwarted relief effons. but they also have war. They point wih satisfaction to tieThe most sevemely affected people, removed forign witnesses to the suffering, resolution adopted afew weeks ago by ieTaban says, a e those napped in atea un- and represuon, the clerics say. At dh sane U.S. Seneder neither gu.-txnrne nor rebel canrol. time. the government isreasuiing other goversss 

hat condemns the Sudanese. 
's -consistet pattern ofgrosTheir condition.s appalling, he says. -Mi- foreigners to fight in die South. Funda- violations of intiemraly recognizedlions are isolated, reduced to wearing mentalist university student from Pakistan human rghts."leaves from the trees. Many haven't 1sted and Iran. says Taban, have joined what the The resolution demands that Sudansalt in 10 years - they have been returned Sudanese government bmn aJihad,or allow un rtnictitlnrd "unconditionalCothe Stone Age. Thousands art dying of holy war, in soutihas Sudan. He says: access" to international relief ofganizanam,disca and hunger, and no help is allowed -thee axe Muslims in Juba now who have and guarantee the safety of aid woders"to reach thet." long beards and ae ethnically unlike any - The statement condemns what it rim ..Vast nuntes are homeless, living in Moslems we've ever seen in Sudan. They "crel camaign" to ,rlocae somecamps as ine-nal refugees, Taban says. In are fighting and playing. securty role inr 750,000 internally displacd southernmae small area just over the Kenyu bhot- special ateas sch as die university in and westernes from dte outs-k ofdo. the Sudan Council of Churches iscar- Juba." Khartoum to "inhospitable camps f brming for 16.000 Sudanese orphans her* When the Sudan Council of Oturches the city- and crntuices the gvaemscl farthe age of six sand15. Antd near the sown lodged a protcst with the Pakistani govern-. forcibly displacing tens of thousands ofof Toot, the bish ps' parsh, them is a ment about the role of its citizens. Taban Nuba-speaking peoe from their ncAnOcamp housing 250.000 uprooted people. says. Karachi denied giving aid a official omes,deotoyigvillage, and"kingThe bishops say the govenment ha sation to t etighten.w it erms 

ocvdm.
"Nowwe finally Ism ,oeas 30
 

ayaW 

9-mm sod ik a newbn bby.
 

ThaodsTah o yL carrcanyugl 

Th bmbop " ctdwel.o Ima nywah's 
oimi s cnud. pby Jho-fnhumn nghLS in Suda. Pope John Paul 11 

publidy n t i. hu fr th fiudAin a e tn g mh rQa maOmdunng amecg wha jgr o 
S e bisop . But tbshp wan 
the chutth t take the her sp C, tsmak
in&offnrlanons with K I.,hc in 
R sTbaayns, obihq.uestioedthe 
coniued Vaacan conlcts with a overn
hae thati ofdiplomacyies -- carw 

a:- otere now eoi c . g gov b sutm, dsy leating Go.
with the UN -yneria may boo t 
thereffors to gct a hcaLng in Kharoum'We're very grtetulh ) have hdour photo
 
tanwu Boutr-Ghah, Taban says.
S

"Now someone in the S&aa govo-nent
 
may give us an aswer -nteail of uunply

thmrYwig our lee in the uh ° l
 

At the United Nations. the bishop.
dissed efforts to opei reliefrout, in the
 
South with Ian E ..-- unlary

general for b-najuian Affairs. who an
cendy visited SudiuL Ehasoi won the
 
agreemeni of both the government and the 
SPLA for flights to 21 new areas. but kcge 
stes of dhe region art still out of reach 
of id .dehvcnes. 

t addiuon. Bishop Taboo wams, a 
fiuher desLbdizog factor now pushing
Sudan towf id tagedy of the dmensions 
of SOAis the splueng takimg pl.ce
wthin the SPLA. Inmbl-held ario, he6ays,
the SPLA histoncally hAsp1ovad Aounh
aan of onky Bait die osivensct now " spit 

- thee Onang hicuXa. Midtu. XoUk 
bes aFali te kid of siwly .warksjd
-O- Sinsoalihe hsl icpkarma 
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WarringFactions Edge 
Peacekeepers into Liberian Conflict 
AB!DJAN, IVORY COAST 
by Cindy Thiner a Africa News Service 

As a Wei t African peacekeeping force tries to avoid being drawn into fighting be
tween armed Liberian factions, regional leaders a-e attempting to breathe new life 
into the stalled Liberia peace process. 

Three West African soldiers were killed in abtxle on October 3 between 
Charles Taylor's National Patriotic Front of Liberia (NPFL) and a rival rebel group 
on the outskirts of the capita] Monrovia. Several rebel soldiers also were killed. 

West African commanders say Taylor's forces and rebels from the United 
Liberation Movement of Democracy for Liberia (Ulimo) are trying to involve 
them directly in the Liberian conflict. They say Taylor. who claims the West Afi
cans are backing Ulimo, wants to discredit the peacekeeping force. Ulimo seeks 
West African help indefeating Taylor's forces, these sources say.I'Meanwhile, Benin's President Nicdphore Soglo, who heads the Economic 
Community of West African States that created the peacekeeping force, called 
Ecomog, has proposed a meeting of Liberia's warring factions. However, the idea 
has not been endorsed by the region's other heads of state, who have met repeat
edly over the past two years to hammer out p:ace accords among feuding 
Liberiants. According to official sources, these leaders say they want the factions jo
adhere to agreements previously negotiated. 

Taylor, viho controls most of Liberia's economy and countryside, igaiored a 
regional marlate to dis,rm by August 31 or face sanctions. But he has said he 
will no( give up his weapons until Ulimo stops attacking his troops. 

LiberiL's interim government, which controls the capital, Monrovia, under the 
protection of the African peacekeepers, says West African leaders have shown 
little inclinalion to enforce their own edicts against Tpeyloc. Lamini Waritay, in
terim minister for information, says officials in Monrovia hope for "a more vigor
ous implementation of the Ipeacel accords." Maj. Gen. Ishaya Bakut, Ecomog
commander, isending his tour of duty and returning to Nigeria. The interim gov
emnent hopes his successor will be more forceful with Taylor. 

"We have tried to disavow the use of force," Waritay said in a telephone in
terview, but if Ecomog decides to take action against the NPFI, "Idon't think 
many people will be opposed." 

Many of Ecomog's 7,000 soldiers deployed in the Monrovia area have 
stopped wearing their while peacekeeping helmets, replacing them with combat 
helmets. Searches of vehicles at roadblocks throughout the capital have been in
creased. 

Ulimo, composed of the remnants of the army of former dictator Samuel K. 
Doe, who was killed in 1990, launched an offensive against the NPFL inAugust, 

saying that only force would make Taylor disarm and demobilize. Since then, each 
side has accused the other of killing innocent civilians. 

No formal confirmation of the alleged attacks isavailable. Earlier this month, 
the interim government reported eyewitness accounts that Taylor's forces had 
killed over 300 people inan aLttack on Ulimo. But Ulimo's secretary-general, Jo
seph Taybior, said only 15 to 20 people died. 

Ecomog imposed a cease-fire inLiberia in November 1990, ending almost 
two years of fighting among the NPFL, a splinter rebel group led by Prince 
Johnson,and the L berian 4rn . 
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US Reaffirms Its Policy Toward Liberia 
Leonard H. Robinson, Jr., Deputy Assistant 
Secretary for African Affairs 

Statement before the Subcommittee on Africa of the 
House Foreign Affairs Committee, November 19, 1992 

syou know, Assistant Secretary 

[for African Affairs, Herman J.] 
Cohen returns from Africa to-

morrow. In his absence, I am pleased 
to have this opportunity to review 
recent events in Liberia. I want to 
start with a clear articulation of US 
objectives in Liberia: 

Anegotiated settlement under 
the leadership of ECOWAS [Economic 
Community of West African States]; 

tFul disarmament of all Liberian 
o The return home of nearly 1 ai 
lodised etrn eofnearturn;lion displaced Liberians; 

e Free and fair internationally 


monitored elections; [and]arateN
IlTe establishment of a unifie
go;'rrnent baTed on respect for hu-
man rights, democratic principles, and 
economic accountabilityn 

I am saddened to report that con-
flict has again broken out and continues 
today in that tragic country. The 
cease-fire brokered by ECOWAS--
which I .d held successfully for 
21 months--began to break down in 
August of this year, as the United Lib-
eration Movement (ULIMO) pushed
forces of Charles Taylor's National 
Patriotic Front (NPFL) out of two 
southwestern counties. On October 15, 
the cease-fire was shattered when the 
NPFL launched premeditated, surprise
attacks on the West African peace-
keeping force, known as ECOMOG, 
which is protecting Monrovia. Fighting
continues on the outskirts of Monrovia 
as ECOMOG re-establishes its de-
fensive perimeter around the city, 
while the NPFL continues to resist 
ECOWAS calls for encampment and 

disarmament of the Liberian warring 

factions. 
Good faith and extensive efforts to 

resolve the conflict peacefully have 
foundered against the NPFL's refusal 
to implement the agreements that 
Charles Taylor signed in Yamous-
soukro [Cote d'Ivoire] and Geneva. I 

will not dwell on the climate of violencewhich led to the unfortunate deaths ofthousands of Liberians, the destruction 
of almost all US facilities in Liberia, 
and the outflow of haifa million refu-
gees who still So not feel they can re-

to Liberia. Weapons remainplentiful throughout the country, and 
many Liberians live in fear. In some 

Lhsbcoesenareas, the NPFL has become essen
tially an internal army of occupation,
sustaining an environment of brutality 
and coercion and prolonging the misery
of the Liberian people. The revolution 
against Samuel Doe, supported by most 
Liberians, has become bogged down in 
a bitter struggle for personal power 
while the interests of the nation suffer. 

None of the Liberian warring fac
tions is blameless for the resumption of 
hostilities. Elements of every warring
faction demonstrated a willingness to 
resume hostilities in the buildup to the 
current crisis. No factor contributed to 
that climate as much as the intransi
gence of the National Patriotic Front. 
As the undisputed leader of the 
NPFL-which controls some 90% of 
Liberian territory--Charles Taylor 
bears primary responsibility for the 
implementation of the peace plan. Only 
he can determine whether to create the 
conditions for free and fair elections 
throughout the country; he has chosen, 
instead, to seize on a variety of excuses 
not to. 

Charles Taylor and his allies in 

Burkina Faso have essentially repudi
ated the ECOWAS leaders who de
vised the Yamoussoukro IV agreement
calling for encampment and disarma
ment of combatants followed by free 
and fair elections. The United States 
and ECOWAS remain open to coopera
tion with the NP-L, and we recognizethat Taylor has legitimate Eiecurityconcerns. But Charles Taylor must 
find a way to work with ECO WAS and 
discontinue his verbal and military 

attacks on the regional organization.
Continued resistance to disarmamentportends continued conflict. 
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The record of Charles Taylor and 
his undisciplined and unpaid troops in 
recent months includes: 

9 Repudiation of the April 7Geneva accord within hours after hesigned it; 
a The execution of six captured 

Senegalese ECOMOG soldiers and the 

humiliation of 625 ECOMOG troops 
mert and disarmament; 

* The murder of five American 
nuns and harassment of other non-
combatants, relief workers and ex-
patriates; and 

The conscription of boys as young 
as 10 years old, at least some of whom 
are reportedly drugged before beingsent to attled 

I want to pay &tspecial tribute to 
the five gallant nuns of the Precious 
Blood Order, who made such a tragic
sacrifice in a country whose people 
they had devoted their lives to serv-
ing-in full knowledge of the dangers 
to which they were exposing 
themselves, 

In the weeks preceding the Octo-
ber 15 attack, Taylor imported tons of 
new weapons, then motivated his 
young troops to storm the city with 
promises of unlimited looting once they
took Monrovia. At the same time, the 
NPFL lobbed dozens of shells into the 
crowded city, causing many civilian 
casualties. After suffering some initial 
setbacks, the ECOMOG forces repulsed 
the NPFL and are re-establishing secu-
rity for Monrovia. ECOMOG attempts 
to strike at NPFL lines of supply 
upcountry have also resulted in some 
civilian casualties. We have expressed 
our concern, and ECOMOG has assured 
us that such collateral damage is unin-
tentional. The declared purpose of the 
peace-keeping forces is, first of all, to 
defend themselves and dienupt the 
NPFL's ability to attack Monrovia and, 
second, to convince Charles Taylor that 
military victory is not possible; he must 
return to a negotiated settlement, dis-
arm his troops, and give the Liberian 
people the chance o select their own 
leaders through fre and fair elections, 

Much of the progress of the past 
year in reaching a political settlement 
has been undone, but we must not lose 
sight of what ECOWAS accomplished 
through intervention and negotiation.
The dispatch of a six-nation West Afri-

can peace-keeping force in August 1990 
demonstrated unprecedented African 
determination to take the lead in re-
gional conflict resolution. ECOMOG
ended the killing, separated the war-ring factions, allowed relief assistance 
to flow to avert starvation, and estab-
lished a cease-fire and framework for 

peaceful negotiations. In a countrywhere anarchy reigned, ECOMOG 
provided order and a bastion of secu-

rity in Monrovia, and hundreds of thou-
sands of Liberians flocked to the 
relative safety of the city. ECOMOG 
troops won the support of the populace 
and acted with restraint and profes-
sionalism during the 21-month cease-
fire. ECOMOG remains virtually theonly force in Liberia unblemished byserious human rights abuses and is the 

one military force not motivated by
personal aggrandizement. Clearly, the 
ECOMOG troops would like to return 
to their home countries; but ECOMOG 
remains critical to peace, free elections, 
and regional stability, 

Although the dispatch of peace-
keeping forces to Liberia was a deci-
sion taken by the ECOWAS govern-
ments on their own initiative, we have 
supported this effort from its inception,
In addition to more than $200 millinn in 
humanitarian assistance to victims of 
the Liberian conflict, we have provided 
a total of $8.6 million in assistance to 
ECOWAS directly and $18.75 million in 
FMF [Foreign Military Financing] and 
Department of Defense drawdown 
authority to ECOWAS member states 
to support ECOMOG. Their ,ffort has 
been endorsed by the organization of 
African states and the United Nations, 
but ECOWAS countries have borne the 
vast majority of the expense of fielding 
the peace-keeping force in Liberia. 

It is imperative that this effort 
succeed. A precipitous ECOMOG with-
drawal from Liberia would lead to 
resumption of warfare and probable 
humanitarian catastrophe. A bloody 
takeover by force would deal a setback 
to democratic aspirations throughout 
Africa and lead to the conclusion that 
might makes right. Dissidents 
throughout the region-many of whom 
maintain connections to Charles Tay-
lor-would be encouraged to take their 
battle into the street rather than work 
through the political process. If the 
ECOWAS effort fails in Liberia, the 
organization is unlikely to venture into 

the difficult realm of peace-keeping and 
conflict resolution in the future, and 
pressure will build rapidly for direct 
US or UN intervention. 

We have made clear to ECOWASstates that we do not believe a military 
solution is possible in Liberia. 
ECOMOG has a responsibility to de

fend Monrovia and respond when it isattacked, but fundamental problems
such as the proliferation of arms, ethnic 

hatred, human rights abuses, and refu
gees will not be resolved through force 
of arms. Ultimately, Liberians must 
learn to get along with each other and 
with their neighbors in the subregion. 
Aggression must not be rewarded, and 
no ono who comes to power in Liberiathrough force or fraud can expect normal relations with the United States. 

In addition to material support for 
ECOWAS And humanitarian support 
for Liberians, the Administration has 
stood ready to help support demobiliza
tion of all Liberian factions and help 
ensure that proposed elections are 
genuinely free and fair. To assure real 
progress, however, comprehensive 
disarmament is necessary. Our experi 
ence in Angol, Cambodia, and else
where amply "tmonstrates that peace
without disr-msrnent is tenuous at 
best. This is especially true in Liberia, 
where proliferation of guns is accGmpa. 
nied by indiscipline, drugs, an" wide
spread human rights abuses. 

In closing, Mr. Chairman, I want to 
leave no doubt about US policy in
 
Liberia. We support ECOWAS. As
 
the principal regional body, ECOWAS
 
has the mandate and the interest to
 
take the lead in reaching a peaceful
 
solution. We want to see ECOWAS 
develop as a mechanism for conflict 
resolution in the region. ECOWAS has 
established a record of restraint and 
professionalism sorely needed in 
Liberia. Its peace-keeping effort is 
endorsed by the OAU [Organization of 
African Unity] and the United Nations 
and offers the only cost-effective alter
native to the overstretched UN peace
keeping option. As demonstrated 
by our continuing support of the 
ECOWAS mediation process and our 
ongoing humanitarian assistance, we 
continue to meet our obligations to the 
Liberian people, while recognizing that 
the historical relationship between our 
countries has changed irrevocably. 
Only the United States remained in 
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Continued from previouspage 

Liberia when all other embassies shut 
down during the war. Our assistance 
to the peace process and the Liberian 
people is greater than that of all other 
donor countries combined. Our desire 
to see peace restored is unconstrained 
by strategic necessities or a desire to 
rebuild expensive facilities. We have 
repeatedly said we will work with the 
winner of a free and fair election, who
ever that may be. But our policy of 
evenhandedness must not obscure the 
facts. NPFL aggression sparked the 
current tragic round of fighting. All of 
the warring factions must realize that 
aggression will not succeed and [that] 
only disarmament will end the night
mare for the Liberian people. With the 
support of the Liberian people, the 
United States, the OAU, ECOWAS; 
and the United Nations, good-faith 
negotiations by all the parties will not 
fail. U 
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"Iraq invaded Kuwait and there w'as UN Secretary-General Boutros Boutros
an all-out war over iLMorocco annexed Ghali's latest report on the mission, re
the Western Sahara and nothing hap- leased last Aiigst, praises the 300 

complained one embittered Sa- Minurso military personnel who have beenDst haran.The refugees know that Western deployed in both Polisario- and Moroccan-
Sahara is now it back-burner issue, not ur- controlled territory.gent enough for intenational civil servants Whatever Polisario's reservationsto lose sleep over. about Minurso in general, relations be-

IlFARm, WESTERN SAHARA choose between independence and union Although the Organization of tween the independence movement and theby Chris Simpson for Africa News Service with Morocco, which forcefully annexed African Unity has backed Polisario's call UN troops on the ground appear excellent. 
T 

the former Spanish colony in 1976. The for Sanaran self-determination, no pow- Mmurso officers were honored guests athe Polisario Front independence mowe- ballot has been postponed indefinitely, due erful UN member has made an issue of - the recent youth festival. In conversation,
mrent in Western Sahara says it is * to disagreements over voter eligibility. the stalled peace process. Saharan refu- the peacekeepers give every impression ofready to resume hostilites if Morocco re- Each side says the other is intransigent on gees believe that Morocco's King Hassan enjoying their tine with the Saharans, alneges on its promise to go along with a the issue. 11 has effectively outmaneuvered the though they express concern at the lack ofUnitu Na- Urited Nations by moving in tens of " information about the pea c process fromtions-super- thousands of Moroccans and asserting diplomats.vised their right to vote as descendants of The mood also if cheerful at Minurso

referendum to Sahar-n families. bases in Polisauio-controlled terrtory. 300determine the The king also has forged ahead with a. miles west of the Algerian border, where
serritay's ful- .constitutionalrfenuhihncde Russians, Chinese, Americans and othertun:. 


Mor 
•" Westem Sahara as a Moroccan province. international observers patrol the surround.4 The refugee camps are located in Al-'. ing area, checking on Polisario units andthan one year -" geaia, which has steaOily suppomed the keeping the UN flag flying. The peaceafter the sign- Polisario cause. But no one knows how keeping troops compliment Polisario's

ingofaccaso- Algeria, pressed by itsown constitutonial' fighting forces for being friendly, coopera
fire crisis, would respond to a resumption of . tive and professional.agreement . . .. ", the war. And there is no real evidence that But for the Saharan.combatants,PoLisartio is ,. - Polisario is poised to return to guerrilla camped out in the shells of buildings that 
ftheddag.;, ',," 
 warfare. were bombed by Morocco only days be. .. .. de- Polisario's top officials reiterate tt.ir fore the cease-fire in August 1991. condii.-

laysmi commitment to the peace plan and their-mplen- lions are considerably harsher than thoseUeace. 'rthe " willingness to play by the UN rules. Tl;y enjoyed by Minurso, dnd the mood is 
UJN peace. :.. say the ceas-fire has been scrupulously markedly more siriuus. Here among theplan and a' P~aO poMlo I1a IJ-s pem pea fthimeds am k paw, observed, that every effort has been mude debris, the shells and the odd brokenwhat it sees s to accommodate the UN peacekeepinf, down Moroccan tank, memories of thethe world : ; force and that Polisario officials are ready war are very fresh and very bitter. TIebody's indifference in ieface ofpersis- Visito to the recent Festival of Sa- to assist in the referendum process, pro- enemy has not changed, nor hastent provocation from Morocco. Polisario haran Youth at tie Sahatan camps near vided an accertutble agreement on voter Polisario's objective of Saharan self-deleader Salem Ould Salek spoke for the Algerian border,many Trindouf.just i,.,side eligibility can be found. termination.Saharam when he remarked in Algiers on encountered % idespread disappointment . But they warn that Saharan patience Despite the prevalent war-weariness,October 4 thal Rabat has led the pce plan and frustration anong the tens of thou- has its limits. If pushed. Polisario will -- the atmosphere heresuggests that " intoan impasse amd that PoLisaio is ready sands of refgtcs who fled the Moroccan fight, say the Saharan commanders and. Palisario's warning that fighting could beto fight its way out of it. invasion. Amidst the festivities, the tradi- their troops. . .. gin again is mor than mere posturing. aAlthough Polisario has rot given up tional singing iid dancing, the military So far, the monitori.g ofthe ceaseon the UN, it is evident that its patience is parades and the :hildren's displays, there fire has been the only successful part of Chris Simpson isa Briishjourrudist who haswearing thim The peace plan called for a is real anger at what is seen as the UN's Minuwso - UN Mission for the Organiza- just retumedfri a trip to Westem Sahara 
vote last January, allowing Sa,arans to hnocrisv. I - , .' u ;in t C6 _. C.- I. 
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South Africa: A Time for Leadership 
Herman J. Cohen, Assistant Secretary for African Affairs 

Statement before the Subcommittee on Africa of the Senate 
Foreign Affairs Committee, Washington, DC, September 23, 1992 

T hank you for this opportunity 
to appear before your subcommit-
tee to give the Administration's 

views on the situation in South Africa. 
I welcome this opportunity to continue 
our fruitful dialogue on South Africa's 
trans:iion from apartheid. 

Two months ago today, I testified 
on this subject before the Africa 
Subcommittee of the House Foreign 
Affairs Committee. At that time, I 
expressed the Administration's deep 
concern about developments that led 
to suspension in June of talks within 
the Convention for a Democratic South 
Africa, or CODESA. Thoce talks, 
which had begun ;-,ith such hope in 
December 1991, stalled over fundamen-
tal differences on basic issues such as 
rights for minorities, the degree of 
devolution of power to regional govern-
ments and local author:ties, and the 
wigtij ftLne ..ef-cng tasioto a government based o.n a new 

constitution. the 


Fotutong Je ision 

over 40 men, women, and c'ildren in 
the township of Boipatong, illegedly by
residents of a nearby workers' hostel 
the African National Congrei - (ANC)
declared it would not resume .he talks 
until the goverment addressed its 
demands for action to stop the volence 
and for concessions relating to the 
ndgoon sions
ddreithis impasse
negotiations. Addressing to take 
the steps necessary to get the negotia-
tions back underway. 

The Violence Must End 

Tragically, this has not happened. The 
consequences of the continuing impasse 
are clear for all to see. Violence has 
continued unrelentingly, and the daily
dcath toll mounts. Earlier this month, 
as we Americans were celebrating
Labor Day, security forces of the 
Ciskei homeland mowed down with 
automatic gunfire hundreds ofANC 

demonstrators in the streets of its 
capital, Bisho. When the firing 
stopped, two dozen people lay dead, 
and over 200 were injured. These 
killings and those that now are com-
monplace every day in South Africa are 
senseless, and they must stop. It 
is time for South Africans to put 
aside posturing and brinksmanship 
and to resolve the few, albeit difficult, 
remaining issues that divide them. 
Fortunately, there are indications that 
South African leaders may be coming 
to that same conclusion, 

A Return to the Negotiating Table 

W,! remain convinced that negotiations 
offer the only viable means for South 
Africa's peaceful transition to non-
racial democracy. Given the continuing 
violence and the related deterioration 
of South Africa's economy, we believethese negotiations must resume soon. 

There can be no return to the repres-


of the apartheid era, nor does 

armed revolution offer an alternative 

path to democracy. 

The Bisho tragedy seemingly
shocked all parties into recognizing the 
costs and risks ofescalating violence,
We, along with the international 
community and many in South Africa,
placed the responsibility for the 
bloodshed where it belonged-on both
sides. Subs' quently, the two sides
drew back from the brink and have 
made gestures toward restoring
tegotiations. President de Klerk made 

the dramatic offer of asummit meeting;,
ANC President Mandela accepted
conditionally. The ANC has narrowed 
its previous preconditions to three 
"undertakings" by the government 
concerning bans on carrying traditional 
weapons, increased security at work-
ers' hostels, and movement on zelease 
of individuals the ANC considers 

"political prisoners." The government, 
for its part, has accepted that violence 
isamajor obstacle to restoring a
constructive climate for negotiations,
thus opening the way to addressing 
these issues that have been a major 
source of anger and frustration for 
the ANC. 

Adding to this momentum is the 
growing recognition by all sides that 
every day of delay in the transition to a 
democratic South Africa contributes to 
further economic decline and makes 
eventual recovery more difficult. A 
further weakened economy is in no 
one's best interests. South Africa 
needs a strong, vibrant free-market 
economy if it is to redress effectively 
the appalling socioeconomic legacy of 
apartheid. 

While the country thus appears to 
have weathered the most recent crisis, 
tensions remain high, and elements 
within the constituencies of the various 
parties remain restive. Before the 
summit can take place, there will have 
to be agreement on concrete steps to be 
taken to curb viole3nce, most notably,
bans on the publ!c display of all weap
ons and securing hostels. These 
measures have been advocated by the 
Goldstone Commission and endorsed by 
the UN Secretarv General's special
representative. We are hopeful that 
agreement is within grasp on these 
issues as well as on the conten:tus 
issue of political prisoners.

President de Klerk, ANC President 
Mandela, and other South African 
political leaders must now once again
demonstrate the decisive leadership so 
amply shown in the past. They must 
find common ground to resolve those 
issues which have blocked resumption
of the talks. Their failure to do so canonly result in more bloodshed as SouthAfrica's transition to democracy is 
further delayed.

As leader of the government, 

President de Klerk bears special
responsibility to take effective steps to 
address the continuing violence. We 
hold the South African Government 
ultimately responsible for the actions of 
the defense forces of the so-called 
independent homelands. The govern
ment must take steps to ensure there 
are no repetitions of the excessive and 
unjustified use of lethal for-e used by
the Ciskei security force against ANC 
demonstrators on September 7. 
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Similarly, mass actions aimed at We maintain an ongoing dialogue taken oy the major players to get the 
confrontations that add to the already with South African leaders across the talks underway once again and to bring 
unacceptable level of violence are spectrum, urging an end to the violerce them to a successful conclusion. 
clearly ill advised. This is particularly and helping refocus attention on In earlier testimony, I set forth 
the case when mass action proceeds negotiations. And we continue ow several points which we believe are 
from the false premise that easy assistance programs with the objec- basic to a genuine democratic solution 
victories can be gained on issues tives oi. preparing black South Africans in South Africa. They bear repeating. 
already the subject of serious negotia- for positions of leadership in a new 
tions. The ANC must contribute to South Africa and addressing the broad r artion m t e an 
creating a constructive atmosphere for development concerns of the country's ina country of great diversity; 
resumption of the talks. All South black population. * Itshould acknowledge the right 
Africans have a fundamental right to The United States has also sup- o t sho aoedg he right 
organize peaceful protest and to be ported strongly the involv'ment of the of he majority to govern while assur-

United Nations in South Africa. In 	 ing that all South Africans have a stakeadequately protected while exercising 

that right. We are encouraged that the July, Special Representative Cyrus in their government; and
 

ANC recently decided to postpone 	 Vance visited South Africa to assess a It should ensure that govern

how the 'Jnited Nations could support framework which includes rotection of
marches into Bophuthatswana and 

citizens,the peace process. On the basis of his 	 the fundamental rights o a telKwazulu, demonstrations that wotild 
t iu l i orl cmplehave led to further bloodshed. We findings, the United Nations is now 

hope the ANC wil! seriously reconsider dispatching 50 observers to South but itshould avoid overly complex 
arrangements intended to guarantee aits tactic of confrontation with the 	 Africa to cooperate with the existing 
share of power to particular groups, anhomeland governments before reached-	 structures of the national peace accord, 

Some of these observers are already on 	 arrangement that would frustrateuling these marches. 
the job; the others will arrive shortly. 	 effective governance. Minorities haveFurthermore, we believe President 

a right to safeguards; they cannotMandela and Chief Buthelezi must The Secretary General also has 

move decisively to address the endur- dispatched his special envoy, Virendra expect a veto. 

ing differences between the ANC and Dayal, to further facilitate efforts to In that same testimony, I urged 
the Inkatha Freedom Part)--differ- restore the negotiating environment. South Africans to consider seriously 
ences that fuel much of today's vio- The effectiveness of UN observers has the degree to which federalism might 
lence. In this regard, and in the already been demonstrated. In early address many of the tensio.is inherent 
context of the other actions I have August, they were instrumental in in their society. Subsequent debate has 
suggested, I hope that these two negotia,.ng on-the-ground arrange- revealed that some in South Africa 
leaders will ,-on meet to begin bridg- ments that successfully avoided portray federalism as a facade for 
ing the gap tnat divides them, thereby bloodshed during an earlier ANC stripping the central government of 
giving a clear signal to their communi- March on Ciskei. We expect the UN most significant authority. It is just 
ties that their political objectives must observers--as well as others to be such efforts to corrupt the purposes of 
be pursued through peaceful means. prolided by the EC [European Coin- federalism and turn it to the defense of 
Inkatha and the ANC must encourage munity] and the Commonwealth-will the status quo that have earned it the 
the basic right of all South Africans to be an important resource in checking enmity of so many in the disenhian
pursue lawful political activity in all the violence. We are encouraged by chised majority and stifled serious 
parts of the country-"no go" areas are the South African Government's debate. All South Africans should 
not acceptable. willingness to accept and, indeed, understand that effective federalism is 

I realize these steps will not be welcome this international involve- a framework fully consistent with 
easy, but these are critical times for ment. strong, responsive government at the 
South Africa-the future of the nation national, regional, and local levels with 
is at stake. I call on these leaders to Next Steps power and responsibility reserved for 
rise to demands of the occasion and those levels most responsive to citizenmake thethe necessary tough decisions 	 The United States remains determined nhoees odsres osv o iie 

to do whatever we can to assist South needs and desires. 
that will enable South Africa to resume Africa's transition to a free, non-rcial I remain hopeful [that] the negotia
the path toward peaceful transition to Afrcy with a re, non- tions will soon resume. All South 
non-racial democracy. democracy with a vibrant, market- Africa's leading parties remain commitbased economy. Ultimately, however, ted to the negotiating process, realizing 

URoethe future of South Africa lies in the tetohengiangpcsralzg
US Role hands of the South Africans them- full well that it is the only viable 

My thoughts today outlined the selves. Only they can make and alternative. Ifully expect that once 
continuing role of the United States as implement the decisions needed to heal negotiations resume, the parties will 

concerned outsider. We have sought the deep wounds left by decades of build on the substantial progress they 

consistently to help foster a process apartheid. Only they can take the have already made. I firmly believe 
which will facilitate a rapid, peaceful steps to redress the socioeconomic that the elements of a final agreement 
transition to non-racial democracy. legacy of apartheid. I have already set are within reach. U 

forth the steps that I believe must be 
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aes(x p ba lbck into South The dozens of U.S. corpormstwAfricadesptengoingpolitical . outhatm inSouthAfricaalso sre 

,rporaismir tb . though ost c am positioning -hemselves infor busin 

African leaders fore actually investing. govrnme. nignng

"that by
the tim;- bs come to prepare fx dong Ipartneship with the oSouth African Trade Unions (Cosaw)I tbwait/ing' a roe liugh fr blck outh frLearfutretc an ACo-lted the D~" uebusnssain poasee-ang m c S C yriin p i dcountry'slargest labor federationedtheCompaies that pulekdout of South ANC has drased a code of ccoducto 

inpn md oy am- - guide corpi ieort uicesSouth Afica.aparlteid canp n, and tho.e that neverwent in, amerwuung to confr-Aihite Af-. The draft calls (or companies to guarateefair labor practices suchas colecive bar-
National Congress (ANC), the gaining mid .he right to strike, mandates

country's largest political group, led by eq~ualy of enoploymejuornit
Nelson ardelit. an 

env~ne potection.anaysct 

Sot bcnAnessCuclcfrogra f- invesuricnt should enhance tritining andy nush 
bymaagrsu.business.oppaivaznt~ed workers. 

during an ANC-endorsed tour of South The proposecil asisq~tJAfrica orgaized by the Africart AInexical fie= lobbying effort muach lik the
lobby TransAfrica, is seeking opportuni- duaccmane th 'au ovr-
bes for cooperative ventures with black 

can Ainenican enrepenur last yew tie particulary fordis 

A 0 0nis 

a 

voicng ~stl oplinstion to any guile.
lines;otherrn ioadiaoe 

with the ANC over the evolving policy.
 
fought for sanctions are caa u'
 
suppot of the ANC ad C'au code.
The debate Purfcet ag nxxth aand rsomt e o ririgo ups tha.tam of Invthent. p iaf ,r tc e , t 
New South Africa- at the World Trade 
Cenwtr in New Yrk City. The event at-
Wsried by vod1 top ANC oh atopJePresenaxves otdizens fl. mrpo 
homs, was pwi ofa Lhzeeaday cixafauneg 
mt crsh by w-apanheid lenmr in the 
Unted odiscuss the nong 

At th' u.th N~ a 
Mkhwminaz uinveiled the dxzfl coje, tlea 
the TPltform of Gw.ding Principles for 
nvestoes." He said the ANC would seek to 

enshrine the code in Law when a new 
South African government coesc power. Tbe issue cf manaAUcy complian

with the ospec of mnitoring mecia
in the U.S. - is troubling to some 
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COMPANIES pohr leadin fur to the lndustry Sup m d-1980, hau c eolefitveito South Speakil n the World Trade Ca 
poan Un isequally blunt. "Business Africa twice This yt and h cosud ponn Skosans qarpad to US. bumca 

U.S. coxpcinons, who say the ANC may doesn't like governmt getma uto its with Nelsoo Mandela and Airchbhop, to we National Sorghum as amodel r 
scac off vital invsmenL business,* he says. Catex, asubsidiay of Des:mod Tuni. almong oerc "praooti bilickconep cu-.l ,xp

One leading coporate: ?.iokcasmaa Sal Chevron and Texaco. which operales a One inuave that the ANC's
 
Mar'wllo, says dix by proposing the cod, Inc refinery in Cape Town and bout Mkhw'awnaazi welcomes as -exiung md hie many timpin oganvely
b&7 = 

d signals" thousand service salius throughout the coams ve ton. 
iavestors about die pol-aplmnhe.d eco- country, is also the largest American . Leadership Council, an organi aion of ve:stment code, Amrican anti-aparhid
DoCic clUnae. A former Mobil executive, ployer in South ica. 100 Afncan Americans who ae vice prd- groups, Seethe guideisnes as a vehcle for 
Mil,) heads the Industry Support Unit, DuMig l)a TheANC needs to a .tici.de s in Fortune 500 compaies. contiluing to pressure for change. But -e 
which srves 52 U.S. mulinadonals dia L ate a liberal usvestmen policy that wel. A leader of the group, Honeywel's activists Say they are sean ive to South 
have continued to operate in South Afca comes business and woukl, for .xaanpi, says U.S. business cb.. 

Wthe ANC s sending "mise to progressive from the Exta to the prospect of a mandairy 

MAnaieJackso Africa's need to attract outside investors. 
i defiance of the pressure to withdraw. enable foreign compines to reptuate either "put its beal in the sand, or try'According to Richard Knight, re
.- "Why do you need a code of coodut 100% of their profits for the search di ector of the 
when multnatonals behave very well fir five yeas. O.herwise, "Ameican Committee onU.S Investm nt in (ACOA) New 
view. US. companies have spent $450 South Aftc will lose out t6 York, who traveled to
rllion on housing. education, ob training is neighbors, like ZAmbi. South iAfrica South Africa inOctober 
ald oder social programs in South Africa which he says has "very . for discussions on the cod 
since 1977. be says, and the cost ofdoing liberal" investment code, ad Cp~ga md,&NCoffj1ljns 'alh with Cosatn 
business; there is "already higbeir than any. Narribt andi Mozambique, .--- *icils, tbLeguidelines are 
where else inThe world." which areactvey coxsng ) L~4Aimed at pre ven Ling

Most of the programn Macnib refers stxnpanies. @8Ly h~b." Wdiourto wen adlopted by US. compatics as in Butaruzuo and Dun- ~nvestors. i South Afrcan 
alternative to puling out of South Affia ring acknowledge that South n 38sde a uonists "art ot 
when public pressure for s.cora moanted Africa remans paricutily 7 expecg the sane a
Tha curraic strategy grew otoof a inia- auiacuve to invesm. expectig toywouThe spay inN, 

ciiry York. busthey don't want -c 
pastor and a member of the Generil Mo- graphic location, a ckwdop.cj buing in sweatshop laxo 
wirs board ofdirectors, who promoted a se nuarkt economy, a "world 

five by Lem Sullivan. an Afican Amecan i Ihiapime ga . 

good c mejrci a m ab n- be Lays. What they wan isof " od u c" princip les f orA class"i sifis u cu " M y I I O ct I . IK W Ma O "q ul t iev cam c oT in th e 

cumrpanies involved in SouthAfricain the dantrntralresourcesaiida 1986 1987 19a9 .90 1991 1991early 1980s before he became an advocate huge potentil domesc mar-.I ____I 1992 cOtery.Knightimy.Do= Kazi dn 
of anction a. the end of the doc:. ket. Dunning notes that black ,, W WA.,, ,b P, c. V ofSouth Africa programsu

Marzullo wwnsThis a new codewil - consumres now make up moethn 5 influence what de eventual code ofco- for the New York-based Interfaith Center cc 
drive away investment and bring the ' of the country's buying power, a figure duct will be." The council hais publisbd its Ccaporaie Resonsibility, which has spea. 
economy to nin. "South Africa took cerf- certain to grow 41the post-apanheid era. . own proposed code, whicb Jackson says il ded the dsrctt-sponsced snxdsok er 
tunes to build and could be destroyedin a Sore companies, raththane resisting being reviewed by 150 chiefe.ecutves, wrqsaigns aimed a forcng caps out,
decade," he says. the idea of a code ofconduct, are opting to together with ead company's senior black says sf-uiacrest will lure many cumlanis. 

William C. Dunning, a vice president work with the ANC and Cosasu to help employees. "We walt to be involved cn back. Cear. mutually urienaood terms for
of Caltex Petroleum, the largcs! U.S. coin- shape the guidelines, Apple Computer,, ' the froat end," says Jackson, "ip specifying dokng business will be an id- antage. Ki 
Pany operating in South Afnca a nd an- which withdrew from South Africa in ids future codes of cooduct." says, becux they will coniibute to lmting 

He says that as"the fist generaition of' contllict and promieung die stability that nail. 
African Americans to invade corporae .ntinamls view as esserntalANCfCosatu Position Paper on Guiding Ancia."counci members have unique And-apartheid groups already we ex.insights to gffer, parfculatty in "avoidin . plating ways to enur corporate CDC*l.


Principles for Foreign Investors ' . someofthemistakes wetadiinour own ViceWiththeCoeLAStSummer the
 
Below are excerptifroma docu npresented aoa coqerence ofanaaparahm affirmative action days." ACOA was insm rital in securing the
 
acrivists meeting in November in New York The council's dmrsft code ralls on US. 
 passage of resolutions suppong "social 

companies to fund a nationvide Head Start' responsible investmet" in the pot-Introdueti program in South Africa, to prioritize the tioris era by both the U.S. Conference
 
The t athetd legislative process that governs invesurent at prsent is major ob. taing o(black profesionals, to increase Mayors nd the National Conferenceof
 
stacle to growth and development. In this context, the process of foreign ivesurent black r'emberhip on their boaids to at State Legislatures.

needs to be assessed with cue. least 30% by the year 2000, and to use Action by those groups was wen as 

At present, the basic Wernational Labor Or anazmaonkCaonvui do not apply mainly black suppliers. significant, because it was city councils 
across South Africa. Discnriunaiory pr ices are widespread, and the lack of trians- Some anri-apiriliid activists are citi- and stale legislatures that led the moves
 
parency in government is hiding corruption and ineffil 'mcy 
 and prfomtng politi- cai of the Executivo Councils approach toward wider anti-apartheid sanctions in
 
cal violence and destabilization. Measues to protect the enironrt aemweak, According to Sister Barbara Ayers, who 'the United States during the last decade.

weakJy implemented or non-existent. Investmnent in such a context will, therefore, ealier this year ,'presentedchurch inves- 18 months cfter the
Even now, almost 

not lalormacally conrbushto gowth. developrient or the crmhcaton ofqxartheim tors as a conference on codes of conduct Bush administration lined the restrictive
 

Guiding Prndplei; sponsored by the South Afric= Council of neasures against South Africa adopted by
We therefore propose tha any hivestment after the lifting of the policyo, econoric Churches, Jackson's iriialive could be- Congress in 1986, leaving in place only an 
sanctions ,hould be guided by the following principles: corn= a "critical diversion" from ANC mad ems embargo, 26 states and some 100
 
a Workers' Rights - Companies should uphold workers' fi lnclduti the Cosatu efforts to poniudgal a uaniversally cities areheeding the ANC's call to main.
 
recogruiton of representative unions and their rights to bargai collectvely. to recognized code. tain sanctons until a multiracial interim
 
strike, to picket peacefully; and strike breakers will not be hired. Unlike an earlier draft of the code of government in installed. 
a Investment should enhance employment cratioc, conduct prepard by Cosatu that focused , But sno-apiqi d groups concede toa
 
a Equality of pportunity - Companies willelimin all discrimination nThe' xclusively on outside firms, the current ., Identfying infringetr,"- of a new invest
basis of ram, religion, sex, politicsJ opinion or physical handicap mnd will imilo ANCJCosau version is aimed at "all io- ment code will not be as .asyas fingering
 
ment affrmative action prnp 
 ' vestors, domestic or foreign." The latest sanctions violaors. The Investor Respori.
 
a Environmental Protection - Investmen must incorpome environmenltaly draft also adds provisions designed to em- Lility Research Center, a Washington, DC.
 
sound and dean practices and technology. hance the developmer: of black entrepre- bascd corporate moitoring group, says
 
a Training andEducation-jnvesuent shouldenhznce the productive cacities neurs, a provision th initialy was resisted 
 that measuring compliance will be tricky,

ofSouth Aficans md should, in particular, indtute m'ining md adult education by the trade unions, whose focus is on IW- since the draft proposals are stated i
 
programs for workers in consultatioti with the ti.de union movement. bor rights and opportunities for workers, broad, social goals rather than as sptific.
 
SSecuri y ofEmploy !- Inve t should contribute to the security of ena- According to Israel Skosana. who targers fT such things as training progrna.•
 

ployment of Souyh Afatu s t u heads Sooth Africa's largest black-owned Si, activist groups hope tat the prece.

* Efp Black Business - Companies should, whe possiible, buss corporation, the Nttiorial Sorghum Brew. den: ofdie successfd aetom arTaign
 
practices which enhance the development of black business in South Africa. eries, black business accounts for less than thatheir be.
will persui-de U.S. corsnpaits 

a Implementaiton - Mechanisms should be put in place to evalua the imple, two percent ofSouth Africa's gross do. havior ins new Soah Africa will be closely

mentanon of the above principles, including the disclosureof relevant informatio mestic product. Skosana says he founded rsruinizw athone. "We may have to hold 
bycor his company - which uses only black sup hc fret to the fu,"sraysAOOA's KnIg

pliers aid has 85% black management - Toensure that corpaitions adlire to what-Future Po'.l of a DemIo atle Goaiernui by going door-co-door in black communi- ever code ofconduct is finally adapd
"lisour intentino to have the above principles incorporaed in the future policies ties to sell tiny share holdings, Th e " "South Africa is not just another place
aid laws of a demicuatic govetrnntm, and These will apply to al invesorl, dories. now 10,000 individual stockholders in Na- whre U.S. crmod %am doing busirrs
 

c r orreign. I 
 tiona Sorghum Breweres. He calls ns he says."Because ofthe whole struggle
In the interim phae, we will campaign for thes principles ano will support the company, which employs 4,100 mainly against apartheid, people in this country

fuarther developman of codes of conducl along with ode democratic fomaioni. a unionized workers, a "deliberate ct of have i special place in their hearts for 
black economic empowerment." South Africa." m 
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DOSSIER 
e sHumanitarian assistance turns territorv belongs cannot (or "il! nc" i 

provide the relief itself and the distressed 
a a 0-to democratic interference populations can only sur-vive with outside 

L.lp. 

To see how the world has gradually 
slipped from humanitarian assistance 
into what isoften very uneasy democratic 
interference, we looked at Bernard 
Kouchner's book 'Le Malheur des Aut-
res' (Other people's misfortune), pub-
lished by Odile Jacob in Paris in 1991. 

The witer, the doctor who founded 

M~decins sans Frontires and Mdecins 
du Monde, was the French Government's 
State Secretary for Humanitarian Relief 

and is now Minister of Health and 
Hrmanitarian Relief. 

Kouchner spent 20 years providing 
humanitarian relief in the midst of 
conflicts in Asia, Africa, Latin America 
and the Middle East, from Biafra in 1968 
to Liberia in 1991, 'in the kind of places 
where people shoot first and then stretch 
out on the ground to die, crying for their 
mothers at the very moment when they 
have just killed their own neighbour's 
mother'. 

His book, like everything else he has 
done, is a plea 'against the antiquated
theory of national sovereignty hallowed 

theoy o allwedKouchner,natona sovreinty 
as a defence for massacring people'. And 

uLm, tha; intervntion, v.-ich h believes 
to be a duty and in some circumstances a 
right, has become legally accepted inter-

the factnitional practice, he welcomes 
that 'human suffering isno longer asilent 
b)-product of politics and sovereignty, 
for countries have started taking other 
people's misfortune into account. 

Humanitarian interference 
This made its first official appearance 

in 1987 at a Midecin, du Monde-Paris-
Sud Law Faculty conference. 'We had to 
leave ethics and target setting and frater-
nal international practice behind us and 
go boldy for-ward, "manufacturing law" 
on the legal terrain, 

On 8 December 1988, the then State 
Secretary, on behalf of France, tabled 
Resolution 45/131 in the UN General 
Assembly, laying down a right of access 
to provide 'Humanitarian assistance to 
victims of disasters and similar emer-
gencysituations'. It was adopted unanim-
ously. 

The follc'-ing day, 9 December, tl -
USSR opened its doors to international 
aid for the first time - for the earthquake 

in Armenia. The following year. it was 
Lebanon, Sudan, Liberia and Romania. 

The UN's first official humanitarian 
intervention was to help Kurds on Iraqi 
soil. 'Interference had at last won the 
right to exist as a means of conducting 
politics.' 

None of this would have bcen possible 
had the UN Security Council not adopted 
Resolution No 688 of 5 April 1991, en-
shrining the right to humanitarian relief, 
recognising that the natural right of man 

came before the right of States and 
authorising a humanitarian force to move 
into sovereign territory to save lives, 

The international community thereby 
..

asserted a right to take a humanitarian 
interest inside national boundaries 

'placing genuine curbs on a sovereignty 
which empowered a country to kill its 

own nationals. A code of ethics without 
frontiers was emerging.' 

Interference - a right or a 
duty? 

Can the duty to intervene become a 

fight? Yes, it can, maintains Bernard 
Kouchner, provided it takes place under 
the banner of neutral, impartial organis-
ations. 

UN General Assembly resolutions 43/ 
131 and 45/100 only provide for external 
assistance where the State to which the 

A Bosnian walks past UN; soldiers on an armouredpersonnelcarrier in Sarajero 
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What about the danger of militar. 
escalation? The right to intervene. 
Dr Kouchner naintains, does not mean 
using troops an6 the threat of armed 
intervention must oil) be used in the 
name of human rights os a last resort. 

Since this book came out. humani
tarian interference has gained ground. 
particularly in Somalia and what was 
of it. 

As the Kurdish leader Talabani put it: 
'Politicians inven' things. law.ers just 

take photographs.' Meanwhile. the inter
national humanitarian movement has 
gon- on working, going beyond States 
and policies, in the name of civil society. 
And since things are always out of hand 
somewhere, there are people who sit back 
and complain that humanitarian inter
ference isan excuse for failing to carry out 
direct military intervention. In tl'e Le 
Monde 'Images'column on 12 September 
1992, Daniel Schneiderman talked Tbout 
a television report on Bernard Kouch
ner's work in Somalia: 'In the middle of 
the programme, on came Bernard

in a bottle-green safari suit. 
Kouhnyin a otlre ensafari it. 
with dying children all around him. He 
ww,,as oon hisgknees, his hands strctcihcd out 
t 
bodies for which all hope weygone. He 

shouted. He harangued us. He harangued 

the whole world, people going on ho
liday, people lying on their sofas watch
ing the Olympic Games and people who 
could not care less about Somalia or have 
got it tucked away in a little mental 

drawer which they can open and shot as 

they like - very handy, that. -None of 
these children even has a shet to be 
buried in," he shouted. 

'We could only sit trembling there on 
the settee, looking at him kneeling in the 
dust. Shame is a chilly emotion. 

'It makes you shiver. We wanted to 

rebel and shout back: "And what about 
you?" Ano what about you, Minister? 
Don't you have achild at school in a nice 
part of town? Don't you have a holiday 
l ome on a nice beach somewhere? Yes, 
b' he was down there in Somalia 
r%jeating absurd, pointless gestures, 
knowing it was a waste of time, digging 
the desert tip with ateaspoon. We were 
not. And all we could do was keep quiet. 
Keep quiet and weep.'o D.D. 
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The international community - moved by graphic images of recent starvation and 

devastation in Somalia, Yugoslavia, Sudan and elsewhere - has been compelled to respond 

to humanitarian emergencies throughout the world. Media coverage of emaciated children 

and old women and men, combined with the inability or unwillingness of their governments 

to provide relief, has obliged the world to respond with an influx of humanitarian aid to 

those in need. 

Unfortunately, such tragic conditions are not new, and they seem to recur with 

d"heartening regularity. As speedy and effective response becomes recognized as a global 

responsibility, governments increasingly are perceiving the need to learn from nations that 

have experienced famine and international relief intervention. What can be learned from past 

expriences with humanitarian emergencies, and what can be done to end the cycle of crises? 

In a new Brookings study, The Challenges of Famine Relief: Emergency Operations in 

the Sudan, Francis M. Deng, senior fellow in the Brookings Foreign Policy Studies program, 

and Larry Minear, codirector of the Humanitarianism and War Project in Washington, ask 

these questions and analyze the response to famine based on the Sudanese experience. 

The problems of humanitarian emergencies, Deng and Minear argue, pose particular 

challenges to the international community. The breakdown of social order that makes 

international action compelling simultaneously makes effective action unusually difficult. 

Moreover, individuals at gravest risk are often the least accessible, and those who seek to 

reach them frequently place themselves at risk as well. 

Challenges of Famine Relief analyses the underlying causes of famine, pointing out the 

role of policies and conditions beyond the mere lack of rain. Two case studies, the drought

induced famine of 1983-86 and the conflict-related famine of 1987-91, bring together the 



empirical data and contextual analysis of earlier work by Deng and Minear. The book 

concludes by explicitly drawing out the lessons of the international experience in 3udan for 

future operations. 

Common Problems and Pitfalls 

Deng and Minear argue that the first problem comncn to both earlier emergencies 

relates to the external nature of emergency relief operations and the reluctance of national 

leaders to invite or welcome such actions. 

The second problem is that of context, in which the preoccupations with short-term 

emergency aid supersede longer-term rehabilitation and development concerns. 

Third, coordination -nong the diverse groups involved in relief operations, though 

essential to prevent unnecessary conflicts, is often resisted. 

Finally, unless organized carefully, emergency operations are liable to reinforce 

dependency and inhibit the return to self-reliance. 

Dismantling Barriers to Assistance 

"The balance between sovereignty and suffering is shifting in favor of greater 

international sensitivity to the claims of those who suffer and greater impatience with the 

obstructionism of uncaring governments," the authors conclude. This in turn opens up the 

possibility of a wider range of humanitarian initiatives. 

New institutional arrangements and reforms will be necessary for the international 

community to react more eflectively to future emergencies. Drawing on experiences with the 

Office of Emergency Operations in Africa and Operation Lifeline Sudan, Deng and Minear 

recommend a number of changes: 

m Establish a mechanism to ensure high-level international political review of
 

humanitarian emergencies.
 

* 
 DeveloP a code of conduct to encourage higher levels of professionalism among 

aid providers. 

" Foster a stricter sense of proportionality and balance. 

* Focus more attention on institution building and indigenous resourcefulness. 

" Establish clearer authority for UN agencies to deal with armed insurgencies on 

humanitarian issues. 

The relationship between relief and the search for peace is addressed by the authors 

in the conclusion of the book. Deng and Minear state that as a "moral imperative, providing 

aid cannot be compromised for political considerations. However, it can promote the 

prospects of peace, which is the ultimate solution to the tragedy of conflict-related famine." 



As Maurice Strong, coordinator of United Nations emergency operations in Sudan 

from 1984-86, observes in his preface, "this well-researched, authoritative, and timely book 

will help to ensure that the memory and the lessons of the Sudan famine are not lost." 

These lessons, of course, are increasingly becoming global as emergencies in Somalia, Sud.'n, 

Yugoslavia, Eastern Europe, and the new states succeeding the former Soviet Union, force 

themselves on the international agenda. 

Francis Deng held a number of posts in the Sudanese foreign service, including that of 

ambassador to the United States and Minister of State for Foreign Affairs. He prepared a 

study of the 1983-86 drought and famine for the United Nations Office of Emergency 

Operations in Africa, one of the two emergencies covered in the book. 

Larry Minear codirects the Humanitarianism and War Project, a joint undertaking of 

the Refugee Policy Group in Washington, D.C., and the Thomas J. Watson Jr. Institute for 

International Studies at Brown University. Minear headed .* team of African and American 

researchers who wrote a study on the 1989-91 conflict-induced famine and the Operation 

Lifeline Sudan intervention. 

Financial support for The Challenges of Famine Relief was provided in part by the 

Carnegie Corporation of New York, the Rockefeller Foundation, and the Rockefeller Brothers 

Fund. 

The Challenges of Famine Relief; Emergency Operations I the Sudan, by Francis M.Deng and Larry Minear.
 
Pubished September 1992. 165 pages. Cloth, $26.95 (ISBN 0-8157-1792-x); paper, $9.95 (ISBN 0-8157-1791-1)
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CharlesKmutlhammer 

Drawing the Line at Genocide 
Two principlesofhumanitarianintervention. 

As America bunches the first purely hunani
tarian military intervention, the obvious question
 
it Why here.) Why now? Why Sonlajl' and not
 
Bosnia? The question is important because unless
 
at is answered. Somalia risks becongn either a
 
dangerous precedent or just a farewell fit of
 
conscience by a dying administration.
 

It is true. but insufficient, to uy that TV ",
 
pictures of starving Somalis summon an instinc-
 . 
tive desire to do something. A government that '~~ ~
 
is not reckless with the lives of its solders must
 
enuniciate some logi beyond instinct for risking ."
 
those lives ma situaton that does not remotely '.
 
engage the national interest. "" ." 


this way; We don't do mountains. The first ; 7 WO " 

principle of hmniatarian interventioi is: It must N"
 
be doable. Bow- is not doable. The mountainous 't " " 

1prolonged guerrilla war-all promise not just Wj Ai.' ~f ~t'
 
Large loses but military failure. .,


The great aisrter on doability is Cohn Powell. , 
Reflecting the views of the military's Vietnamgeneration, ke W s tablished the Powell Doc- " fh'." g 
trine: A,-ric-A will intervene if, and only d, it can . , '",
 
win decirvely and with minimal losses through
 
the introducto of overwhelmig force
 

How do we know in advance where the intro- like Vietnam to sour a generation of Ameaicans Volga Germans and the Crimean lartars expelled•duction of ove'wtielrmig force will bring decisve on even the most justified intervention. The only by SL.In have snce been illowed to return to their 
victory with auiimal losesm) History offers a interventiomst consen:3us sustainable in the Unit- homeLants. That is not the case for the 15 million
useful rule o( th,,nb: where our opponent is ed States over the long run in one founded on Germans expelled from Poland and Czechoslovakia
isolated. An opponent with no patron or sanctu- Powell's doability principle. , after World War fl, but even they have survived. 
ary cannot stand up to the world's auperpower Doabidity, however, is only the first requirement Indeed, they are better off than many of the 
and will Likely not inflit much injury, for intervention. It must be not Just doable but also countrymen they left behind the Iron Curtain. 

Consider rrecent wars. Viet.am was not worth doing. National interest is one justdication Ethnic cleansing is brutal, indeed barbaric. It is
isolted China aid Russia provided it with endless for armed atervention. Is humanitarianism? At systematic land-grabbing. But it is not genocide.
supplies and ii sanctuary. Because oi the what point does a violation of humanitarian norms In Somalia, on the other hand, the issue is the
threat of gre power retaliation over Vietnam- become so extraordinary as to justify, indeed physical destrucion of entire populations, auto
say, Chinese intervention u sm Korea or Soviet morally compel, military intervention? genocide to rival Cambodia's. The point is not 
pressure at fash poitis elsewhere-the United At the point of genocide. All such distinctions intent. Serbian marauders may have more mur-
States was reliactait to "go to the source" to unleash must be somewhat arbitrary, but since lines must der in their hearts than Somali gangsters, whose
its full power an Haam. Iraq, on the other hand, was be drawn, we might as well make them bright, chief interests are money and power. But the
iated. The gU war could thus begin at the source Hence the second principle of humanitarian inter- Somalis have infinitely more blood on their
and be won at the sourme with massive erial vention: Only the ultimate crime justifies the hands. Genocide may not .be the intent of those
borbadneofBaghdad and its miltary mahuine, ultimate uanction (military intervention), stealing food from the mouths of starving mil-

The isotatm rule applies not just to wars but Lesser crimes have a claim on our sympathies bons. But it is the effect. e. 
to police acto aswell. Isolated guerrilla fight- but not our soldiers. There are people being One murder is a crime. A million murders is a 
ers are the most easily overcome. Hence the massacred in civil wars in Liberia, Mozambique crime against humanity. Genocide is the end not
distinction between Somalia and Bosnia. In Soma- rnd Bosnia. We feel some gudt about no: inter- just of Lifebut of history, m-mory, potstenty. Why
fia, the men wich guns are scattered gangs. venig, but we understand that if we intervene Somalia and not Bosnia? The suffering in Bosnia is
There is no national power behind them to every time murder occurs, we shall quickly heart-reding. But so too the sufiering in Liberm.
coordinate straegy, organize supplies or provide exhaust ourseyes. There are too many wrongs in Shall we intervene there? Unless we are prepared
sanctuary. In Bosma, on the other hand, we this world fo. the United States to right, for endless wars of altruism, wcwill have to draw
would be facing Serbian guerrillas armed. Bosnia looms somewhat larger on the moral a line. Drawing it at genocide satisfies the claim 
eqipped and protected by a real country with a scale because of an attempt by some factions (the both of morality and prudence.
zeal army and a huge arsenaL Serbs and Croats) to take territory by force and America will not stand by if another people ar

The Powell Doctrine may err too much on the expulsion. The taking is cruel, often murderous. dying and there is a way for America to save them.
side of prudence. But in war that is probably a Nonetheless, expulsion is not extermination. Most This may not be the loftiest prnciple of humanitari
virtue. It takes only one great national disaster obviously, it isat lea in prn aplereversible. The an itervention, but it is better than all the resL 
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Reviving Zimbabwe's Reforms
 
By GARY N. KLEIMAN leaders remain adamant. Earlier fuses to consider privatization as a in a decade. Only one major listing 

Marking its twelfth anniversary this year, parliament passed a reset- means to alleviate the fiscal burden has occurred during the crash: The
 
of independence thisyear, uu. tement bill providing for compuLso- and boost industrial efficiency Thus former chairman of the state postal
 
bwe has little to celebrate. The ry acquisition of commercial prop- far, parastatal reform has been lin- and telecommunications monopoly
 
worst drought ina century has cre- erty for transfer to peasant tenants. ited to raising the price of goods and floated a holding company whose
 
ated food shortages and a collapse The arbitrary measure angered for- services to consumers, which stifles shares quickly tumbled on news that
 
in agricultural exports. With infla- eign donors who were being asked needed demand and purchasing pow- his main overseas partier had gone
 
tion and unemployment above 40%, for $1billion through 1993 to support er. bankrupL

opposition, both peaceful and vio- the Structural Adjustment Program. On the financial front, interest Local media controlled by the
 
lent, has grown against the one-par. They nonetheless approved initial rates have soared above 40% to ruling party labeled the eplsode a
 
ty ruleof President Robert Mugabe. funding ina desire to foster a turn- keep pace with inflation. As part of typical capitalist fraud. In the
 

In a bid to reverse economic e-model 	 a general monetary tightening, the mid*1961.s, the finance minister had 
clie.for 	 African recovery. central bank has closed itsreds- accused the exchange of similarI a i land confiscation threatens 	 "corrupt practices* and ,,hutgabei rne the niste on l The 	 count window, provoking a hquidity it down 
gabe turned to the International to erode the output of white-held squeeze in the overnight money for several years.
Monetary Fund and World Bank for estates, which have spearheaded the 	 lenders havemarket. As a result, 

help in late 1990. In exchange for a 	 akt sarsllneshv The current erratic course of 

liree-yeare O0 million credit, he 	 country': agricultural strength scrambled to acce,i restricted off-structural adjustment invites contin
against an otherwise weak economi," shore credit to meet minilmum fund- ued questions about the authenticity
pledged to enact structural reforms background. Even before the ing requirements. and sustairlability of Farares con

to shrink the budget deficit and in- drought, many operators decided in ersion to free market-led expan
crease growth. The poor rains have Amid the depresion-like condi- vion It1-esitant stance is a formultoplant orn.ta-,
overwhelmed the ad tment strate-an actofdefane not 

gy, and the regime has slowed e sta,!- crop, for which they have lions, the finance nister has al for drill and deterioration, which on
cwand when delay will only ensdr been poorly naid under price ceil- imposed a special 5%drought levy ly worsens the economy's vuLnerachanges dngs. io As a result, maize reserves on companies and individuals and bility '.odrought and other unfore
man-made disster for years to have fallen altogether by 90% this raised income tax rates to close an seen events. 

We. 	 yenar, estimated budget shortfall Opposition grouns like the Forumforcing thegovernment toseek 	 of 10%ofWhen Mr.Mugbe assumed pow. emergency shipments. The imports GDP. He described such measures for Democratic Aeform are now 
oped industrial and farm sector and will swell the balance of payments as the only way forward in these calling for a decisive shift to a mar

tanceinfarcte deficit above $1billion, while GDPn ad d or the 	 difficult times.' ket economy, while university stuan Advanced overall will shrink 9% with the loss 	 Zimbabwe dents loudly protest fees that theirinfrastructure for the Not surprisingly, the 
region. A decade later, a heavy bur- of farm production. Stock Exchange in the past year has farmilies cannot afford. Living stand
den of ieficient state enterpris, The contraction occurs asHarare been the worst performer among all ards have fallen below pre-inde
mie rhedcountry from mddle to is locked into enormous debt service markets by the levels, eventhe emerging tracked pendence and the 
lowin coutr fthat already absorbs one-third of the World Bank's International Finance staunchest Mugabe supporters have 

budget. Despite the pleas of business Corp; it has plunged 70% and capi- begun to complain that they were 
The five-year structural adjust- executives, the Finance Ministry re- talization has dropped to its lowest better off under thr white rule of 

ment program launched in 1991 sig- Ian Smith's Rhodesia. 
nala the abandonment of socialist :",,.;, '.,,''. .- Mr.Mugabe, looking toward thepolicy. To enhance Internationalplcy.Toenh aentenationl end of his term in 1994 and his place 
competitliveneu.s Harare devalued in history, risks undermining boththe curency 45% and removedtrade &nd licensing controls. To im-	 _.: iinsor'¢ion the economy and democracy withteeooyaddmcaywt
trade filandicensi ontarols.Torm- policies that will lead to continued 
prove ial and monetary perform- hardship and disappointment. As he 
ancereit paesd ei sevcoe, re did in th fight for indcpendence, heinterest rates and began commer-	 should inspire his people with ac
cialixation of government conpa-	 tions that offer hope for a better 

The reversal contradicts posi-	 future through salutary change and
ruling Zanu party has T r ss l "structural intense commitments.program thetions the PF [j" adjustment Until in

championed in three consecutive 
elections. Its traditional platformLiohrufn corporates these elements, the odds 
guaranteed education, healh care, Dare slim Mr. Mugabe can foster 
housing and jobs, all of which have 	 country or the continent.legac piopeitbecome increasingly scarce.	 for eitheyhis_4O 

On the question of land redistri- Gary N. Kleiman Is presdentf of
butlon from large white to srll ,, Kleiman lnternitionalConsultants 
black farmers, however, political 	 in New York. 
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The West African nation oGhana has achieved 
economic growth rates that are among Afica's 
highest and exceed those of many industrial na-
lions, including the United States and Japan.
Ghana's boom began after Jerry Rawlings, a 
young alt force lieutennt, seized power in a1981 
coup.Despite his radical, anti-imperialist rh oric, 
Rawlings turned to the World Bank and the Inter-
national Monetary Fund for help inburning the 
counry's economy around, after two decades of 
corrup)tin and mismanagement by previous mil,-
tay and civilian govefrnments.andiila 


Six years of growtthat have averaged over 
five percent anmually has been cited as afactor m 
Rawings' decisive win ove four opponents in las 
monU's first presidential election inmore than a 
decade.But awling's criics say Ghana's eco-
nomic achieements ae not as iopressive as the 
ponment and isle bckers ha* sggaesld, 

The following arle by Kwasi Anyeradu,
who leaches eawomics at the University of 
G-han. isexcepted from a cwlzmi, publisiW by
k1 GnianChronic newpe. 

ACCRA,GHANA 

by Kwaui Anyemadu 

improved performance of the
Jecooomy during dh rule of the PNDC 

is the regime's proudest achievem uL 
There have, indeed, been improve-

ments in the economy in many respects, 
but the economic situation is not as healthy 
as govemrnm p agandists claim. Slug-

Mladtion 

•the 
gis growth in the agriculwral sector is 
evident, so also is distress in the manufac-
turing sector. Tiere also have been for 
some time now considerable strains on the 
macroeconomy, a fact concealed from the 
Ghanaian public and the world at large by
falsification ofeconomic data, or if you art 
not given to semantic caution, by plain, 
brazen lies. 

Some reading this article will be ira-
rI wie 

~ , -

pressed by the contradictions inherent in a 
situation in which a regime, whose leader
self-righteously claims that he and his men 
are the only people of integrity in the land, 
can be so deficient in candor with respect 
to matters of such vital importance to the 
people. 

However well placed such moral in-
dignation might be, this is nu the main 
reason I have wrinee this article. The main 
mason is that, irrspective of whatever 
shortierm, tactical "justifications" there 
might have been for embarking on this 
disreputable venture of falsifying dat, the
efficient managem nt of the economy is 
now being hampered by the gulf between 
the published figures and the reality on the 
ground. As would not be surprising to any-
body, the policies which are appropriate 
are different wheUtr the budget is in sur-

plus, as it is officially claimed, or is in 
deficit, as is the real case; whether there is 
an overall balance of payments surplus and 

to reserves, as it isclaimed, or 
whether there is an overall balance of pay-
mets deficit and a loss of reserves, as iscase currently. 

Let nm at this stage say something 
about the timing of this article. Ever since I 
bCcame aware of the extent of the data fal-
sification, I have labored under aserious 
crisis of conscience. Should Iexpose the 
falsifications or keep quiet over them and 
contL-ue to be part of the cover-up? Would 
the short-tem damage to the cedibility of 
the country be outweighed by the un-
doubted long-term benefits of truth and 
tnuisparency? During the election cam-
paign, I resisted the temptation, which was 
sometimes very strong indeed, to speak out 
because I did not want matters of such na-
tional importance to be entangled in the 
web ofpartisan contention, 

The actual timing of this article has 
been determined, to a large extent, by con-
siderations related to my work at the Uni-
versity of Ghana. I teach a course on the 
economy of Ghana, and I know I cannot 
stand in front of my class and describe to 
my stidents a fiscal situation differem 
from what is contained in publishd doci-
ments - national and internationzi - with-
out seeming incompetent. 

I do not know when the data falsifica-
tion or "creative accounting" began. It is 
possible that in the eyes of the perpetra-
tors, there was some national interest justi-
fication. Tbh were credits from the IMF 
and other donos to draw down. The m-
lease ofeach [disbursement] was, how-
ever, subject to crteria in the area of iscal 

performance, money supply. credit bal
wnce of payments. etc. It might have 
seemed that some creative "management" 
of the data was justifled to ensure the con
tinued flow of the vital foreign exchange 
inflows. At any rate, since the advisabilityof sonic of the conditionalities was debat
able, no abiding bydem in reality probably 
did not do much harm to the economy.

As this data falsification was done 
from year to year, however, the fiction de
picted in the official statistics departed 
more and more from reality and came to 
hinder prudent economic managemenL For 
instance, in 1991, there was supposed to be 
an overall balance of payments surplus of 
$130 million and an &idiuon to the re
serves. In reaity, however, there was no 
aditontote esrvsaddition t the unntti cn
 
trary, a draw-down of accumula-tdhe
serves. Neverheless, the 1992 budget alW
 
projected an addifion of $140 million to
 
the reserves. 

If we had owned up to the um sima
tion at the end of 1991, we could have in
sftinted measures to restrain the demand 
for foreign exchange. The gap between the 
real situation and that depicted by the offi
cial statistics is even wider with respect to 
the fiscal situation. Workers and others 
who demand government expenditures 
ought to know _.th.dt 

I am confident that if the truth is 
known to the general public and our col
laborators in the multilateral fiancial
institutions, it will inspire the same 
search for fo!utions that will arrest the 
situation and ensure that a sound 
macroecotsomic situation is created oa 
the basis of which accelerated growth 
may be genrerid.. a 
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'THE SECOND 


LIBERATION'
 
Africa isundergoing adeep trans
formation from autocracy to democracy. 
But free and fair elections are only the 
start of building viable democratic 
structures. Strengthening democratic 
institutions such as the press and the 
judiciary, stamping out corruption,aU.acieingecno ic rothar 
managing ethnic diversity, and, most ofall, achieving economic growth are 

imperatives for good governance. 

0 -hree decades after independence, Africa 
has reached a critical historical juncture. 
Two profound historical trends converge 
to shape the fate of a half-billion people. 
One is grim. It is what a recent Time 
magazine cover story proclaimed "The 

Agony of Africa," epitomized by the cover photograph of a 
starving child crying over a parched land. This is the 
Africa of war, drought, famine, refugees, AIDS, "tribalism," 
nepotism, corruption, and economic ruin. It is the Africa 
of Somalia and Liberia, of Zaire slipping into chaos, of 
things falling apart. 

But there is also a second, much more hopeful trend 
sweeping Africa today. It is the spread of a new wave of 
demands for democracy, springing deep from the grass-
roots of African societies. Since the democracy wave 
swept into Africa in February 1990, with the national con-
ference in Benin and the release of Nelson Mandela and 
unbanning of the ANC in South Africa, the number of 
democratic regimes in Africa has increased from three to 
nine: Benin, Botswana. Cape Verde, the Gambia, Mali, 

Larry Diamond is senior research fellow at the Hoover institution and co-
editor ofthe Journal of Democracy. His latest book isThe Democratic Rev. 
olution: Struggles for Freedom and Pluralism inthe Developing World. 
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Mauritius, Namibia, Sa6 Tome and Principe, and Zambia. 
Particularly striking has been the decline in highly author
itarian states-those which Freedom House terms "not 
free"-from 34 in 1989 to 21 at the end of 1991 (i.e., from 
about two-thirds of all African states to two-fifths). 

Although it has joined the global democratic revolution 
quite late, Africa is now the primary arena of regime 
change in the world. According to Freedom House, of the 
24 countries that improved their freedom status during 
1991, 13 of them were in Africa. In addition to the nine 
democracies and the liberal semi-democracy in Senegal, 
another 20 or so countries in sub-Saharan Africa are expe
riencing moderate to strong pressures for democratic 
transition, and several of them (including Angola, 
Cameroon, Ghana, and Nigeria) may have freely elected 
democratic governments by the end of this year. 

This democratic wave has been dubbed a "second 
African liberation" for the promise it carries of freeing 
African peoples from the tyranny, oppression, corruption, 
and gross misgovernance that have betrayed the promise 
of the first liberation since the early 1960s. Yet the demo
cratic trend in Africa is still quite partial, fragile, and in 
many respects superficial. The newsletter of the Carter
Center, Afica Demos, rates 13 of the 32 African regimes in 

(Yf 
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transition as having only an 'ambiguous" commitment to 
democratization, one that is at best precarious, at worse a 
ruse, and at most times, unclear." 

Genuine democratization in Africa faces a number of 
very serious obstacles. To begin at the top, the sincerity 
of most incumbent African regimes is seriously in doubt. 
In too many cases, long-time autocrats like Feix 
Houphouet-Boigny in C6te d'Ivoire, Omar Bongo in 
Gabon, and Daniel arap Moi in Kenya appear intent on 
offering the form of democracy-elections-without the 
full press freedom, rule of law, administrative autonomy, 
and procedural guarantees that would render those elec-
tions free, fair, and meaningful. 

Only truly free and fair elections cLi bring democracy. 
And as the experiences in Zimbabwe (1980), Namibia 
(1989), Benin (1991), and Zambia (1991) attest, interna-
tional election monitoring can play a crucial role in 
strengthening the integrity of electoral institutions, deter-
ring fraud and violence, promoting participation, and 
enhancing the legitimacy (internally and internationally) 
of the electoral process. The Zambian experience is also 

portant as the first instance of large-s -aledomesticvote 
monitoring, which trained and place3 more than 3,500 
Zamibians at polling sites around the country 
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The international community has done much to stimu
late democratization in Africa, and there is much it can 
do-if it is sincere-to see that democracy succeeds. The• j:_
;,.'1

first imperative involves elections. Unless international 
donors insist on fully free and fair elections-monitored, 
as in Zambia, by both domestic and international observer 
teams, and bolstered by open, autonomous electoral pro
cedures and a free press-democracy is unlikely to be 
forthcoming. International donors must also provide ade-. 
quate funding and technical assistance for effective elec
toral administration and monitoring. 

This is only a beginning. Even when elections are 
democratic and transfers of government occur, the new 
regimes inherit a weal, institutional fraraiework for 
democracy. Governmnent bureaucracies may lack both 
managerial competence and sensitivity in responding to 
newly mobilized democratic publics. Legislators lack the 
staffs, resources, and experience to investigate and 
monitor the conduct of the executive branch. judges, 
prosecutors, law schools, and human rights organiza
dions are short of training, experience, and resources as 
they seek to construct a genuine rule of law. Newly 
elected local government officials need the training and 
staff support to function as a meaningful tier of govern-
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ment, and the one closest to the peope in a democracy. 
These are great challenges of democratic institution-

building. Increasingly, Western NGOs and democracy-
assistance organizations are becoming engaged with 
them, but noL on the scale that will be needed. These types 
of political assistance for democracy are currently so mod-
estly funded (and yet so cost-effective) that support for 
them could easily be doubled or tripled within a year or 
two while hardly straining the budgets ofWestern gov-
ments. 

Fair, legitimate elections, and stronger political in. cu-
tions are essential, but they are not enough. Democracy, 
however authentic, does not ensure its own survival, 
Democracy must produce; it must govern. Missing from 
the first African liberation was not only real democracy in 
many cases, but also good governance-effective, respon-
sive. and accountable management of public affairs. Good 
governance has been a major reason for the success of the 
only continuous democracy on the African continent since 
independence, Botswana. The new and aspiring democra-
des of Africa today will not make it unless they perform 
markedly better than their predecessors. 

While strengthening democratic institutions will help to 
improve the effectiveness and responsiveness of govern-

nent, it will not necessarily enhance accountability. For 
this task, press freedom and an independent judiciary are 
essential. Unless the press is free to expose wrongdoing 
and condemn abuses, there is little chance that official 
structures will muster the courage to act Unless the judi-
ciary is free from political pressure and manipulation, it 
will not be able to punish wrongdoing. 

A!, with the judicial system, much can be done by the 
international community to strengthen the experience, 
professionalism, and resources of the independent press. 
Training in the general skills and standards of journalism, 
and in the specific techniques of investigative journalism, 
must be a high priority for improving accountability. With 
the explosive growth of independent publications in 
Africa, a serious effort would require advanced training 
for about 200 or more African journalists every year. This 
would require major investments in regional centers of 
excellence within Africa. 

Given the pervasiveness and profundity of political cor-
ruption in Africa, radical new measures will also be need-
ed to monitor the assets and conduct of public officials, 
investigate possible violations, and impose harsh penalties 
on corrupt officials. These 'code of conduct" structures 
must be thoroughly autonomous-not made responsible 
to the executive or legislature branches they are to scruti-
nize. Nigeria has shown in its Second Republic and again 
in its unfolding Third Republic how the lack of autonomy 
and resources can utterly vitiate what seems on paper an 
elaborate and far-reaching code of conduct apparatus. 

Because large-scale corruption-the kind that has been 
bleeding African treasuries dry-involves huge interna-
tional payments and cash transfers, an international 
response is essential. This is now taking shape, in part,
through a private initiative, Transparency International. 
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Supported by a number of major international coipora
tions and NGOs, it seeks to secure broad support from 
business and governments for a standard of conduct to 
promote transparency and accountability in international 
business transactions, to assist all parties to comply, and to 
investigate serious violations of the standard. 

This mobilization of private ac ors for accountable gov
ernment is a major step forward. But it needs to be 
strengthened by the development of non-governmental 
corruption-monitoring organizations within each African 
country. In a number of African countries, a viable basis 
for such groups now exists in civil society. Human rights 
and election monitoring organizations, as well as the infor
mal coalitions of student, trade union, religious, environ
mental, and professional organizations that have toppled 
dictatorships, all have the potential to perform this role. 
They have the will, for they represent the first instance of 
popular groups coherently mobilizing in pursuit of the 
public interest, rather than th,: special interest of contend
ing parties, factions, communities, or classes. What they 
lack are the training and resources, and these are what the 
international community can help to provide. 

Staffed with well-trained lawyers, accountants, and 
investigators, and large numbers of educated and dedicat
ed citizens, such corruption-watch organizations can 
break new ground in independently monitoring the assets 
of public officials; reporting evidence of bribery, suspect 
conu-acting, misuse of government assets, and unaccount
able wealth of public officials; educating the public about 
the need to combat political and administrative corruption; 
and lobbying for changes in the law to enhance account
ability. 

Democratic governments in the West can also help to 
close off the huge movements of ill-gotten cash frl,m
 
Africa into their own banks and investment houses
 
through a very simple device. As a condition of official
 
assistance, they can require that all high-level African offi
cials (presidents, ministers, legislative officers, central
 
bank governors, etc.) sign a statement granting permis
sion to any foreign bank or real estate or investment house
 
to disclose any and all personal assets they may hold.
 
Breaking this veil of secrecy is crucial if assets declara
tions are to be verified and accountability enforced. West
ern governments can blunt charges of "neo-colonialism"
 
and set an example by requiring their own high officials to 
sign the very same release, underscoring that there are, 
increasingly, international standards of conduct to which 
all democratic officials must be held. 

There are many other dimensions to good governance 
in Africa today. Space does not permit a comprehensive 
review, but two substantive challenges will clearly be 
paramount: managing ethnic diversity and regenerating 
economic growth. How can the international community 
assist Africa with these two imperatives for democratic 
development? 

Ethnic peace in a democracy requires power-sharing
and respect for group rights. As ,vith many other dimen
sions of good governance, this is difficult to impose from 



the outside. But international donors can make it clear 
that they value power-sharing, minority rights, and broad 
distribution, and that regimes which blatantly violate these 
principles of ethnic conflict management will suffer in the 
distribution of official assistance. 

In addition, Africa needs to do a better job of under-
standing and evaluating its great variety of institutional 
innovations and experiments. A regional Center for Feder-
ali~m and Ethnic Conflict Management, perhaps spon-
sored by the OAU, would be an important step in under-
standing and disseminating around the continent what 
kinds of institutions and practices are most effective in 
managing ethnic diversity democratically. 

Ultimately, the new democratic regimes will live or die 
on their economic performance. Already, Western pres-
sure to adopt and maintain structural adjustment pro-
grams is bitterly controversial. Most economists agree 
that there is no alternative to structural adjustment; 
African economies simply will not develop if they defy the 
elementary laws of supply and demand. But how can 
structural adjustment, which imposes so much short-term 
pain on African societies, be reconciled with democracy,
which requires that policies be responsive to the will of the 
people? This is perhaps the most poignant dilemma con-
fronting the future of democracy in Africa. 

If structural adjustment is to remain viable in Africa's 
new democracies, important changes will be needed, in 
both the shirt- and long-term. In the short-term, more aid 
is needed, both to relieve the massive, unpayable debt bur-
dens and to cushion the pain of structural adjustment with 
programs of relief that do not undermine the market-ori-
ented logic of str,,ctural adjustment. The sad political real-
ity of the "New World Order" is that large amounts of new 
aid are simply not going to be forthcoming for Africa. But 
even with modest aid increases, a new bargain can be 
struck, with the following key elements: 

*Debt repayments should be suspended altogether for 
those African countries that meet international standards 
with respect to democracy, accountability, and economic 
reform. The debt moratorium should hold as long as a 
country remains seriously committed to these goals. In 
addition, a country's debt might be permanently written 
off at the rate of 10 percent a year for each year it qualified. 
This would reinforce the above incentives, while reward-
ing with permanent debt reduction only those countries 
that stick with democracy and economic reform. 

*Broad economic conditionality for aid should contin-
ue, but countries should be given much more flexibility in 
how they sequence and implement the basic goals of 
structural adjustment. Western and multilateral donors 
should avoid the arrogant and sanctimonious attitudes 
that so greatly aggravate the tensions surrounding condi-
tionality. Alittle empathy woLid help. 

*A new "political adjustment fund" should be estab-
lished to help African governments cope with the social 
and political dislocation caused by structural adjustment. 
This would provide funding for poverty relief programs, 
and special development aid to improve public infrastruc-
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ture and schools. This new assistance should be concen
trated on those African regimes that have shown the most 
serious commitment to democracy, accountability, and 
economic reform. 

*Anew "democratic investment fund" should be estab
lished to encourage, facilitate, and help to ensure private,
job-creating business investment in those African coun
tries that meet the conditions for debt moratorium 
described above. 

This is, to be sure, a tough bargain. It heightens condi
tionality, especially with respect to democracy and gover
nance, but offers in exchange significantly greater political 
and economic assistance for those countries that meet the 
conditions. Many will object that the West has no right to 
impose such conditions, and that man) African countries 
will not meet them. But Africans must face the reality that 
large, new unconditional aid transfers or debt cancella
tions-not to mention "reparations" for the African slave 
trade-are simply not in the cards. Unless Western 
publics see that their aid dollars are going to democratic 
and responsible governments, it is going to be difficult to 
maintain existing aid levels, much less to increase them. 

Concentrating additional assistance on those govern
ments that are serious about democratic governance 
offers the hope that the next decade of African indepen
dence will produce what the first three decades (with one 
or two exceptions) did not: some genuine African success 
stories. Every African democracy that turns the corner on 
economic reform will become a model and inspiration to 
its neighbors. 

In the long run, the democratic pursuit of economic 
reform requires a much stronger intellectual and policy 
infrastructure, one which understands why market-orient
ed strategies offer the only hope for sustainable economic 
growth and which can articulate and distill that under
standing for a wider audience. This requires the training 
of financial and economic journalists, of ecojomics profes
sors and teachers, of a new generation of economic tech
nocrats, and the development of think-tanks and research 
centers sympathetic to democracy and market reforms 
but concerned to investigate how economic reforms can 
best be implemented in the African context. 

This is, for the most part, a modest and long-term agen
da. While it offers some new economic assistance in the 
short term for those countries most strongly committed to 
democracy and economic reform, its main emphasis is on 
political and economic institution-building. Its crucial train
ing and institution-building components could be dramati
catty advanced for a cost of $100 to 200 million annually-a 
tiny fraction of what the West now spend, on aid to Africa. 

Everyone in the development I .,iness knows that 
building institutions is a slow and uncertain task. But if 
there is one lesson learned from the past three decades, it 
is that Africa will not develop economically unless itdevel
ops institutionally a capacity for democratic governance. 
With that capacity, the promise of Africa's second libera
don will not be wasted. Without it, all the aid in the world 
will not suffice. 

No v e m b er/De c e m b e r 1992 

0 



November 9 - November 22, 1992 AFRICAE S 9 

Food Aid Keeps Millions nmve
 
MAQUEZE, MOZAMBIOUE 
by Jeanfer Griffin for Africa News Service 

W7 amen and children in tattered rags
¥ emerge from the surrounding bush 

to watch as a Red Cross plane loads sacks 
of food from this Mozamb e ai base. 
Red Cross tmcks shuttle backarni foth 
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across the sandy airstrip, filling the plane 
that will fly 62 miles (100 kilometers)north into an area held by the rebel move-
went Renamo. 

In an old farm warehouse next to bar-
racks for government troops, Red Cross 
aid worker Christopher Wieser has orga-, 
nized another food distribution, this ooe 
for people from nearby villages. "We 
have to feed both sides," says Wieser, 
whose organization is the only group de-
livexing food to Renamo territory, 

Hundreds of barefoot, dusty people
stand in the shimmering beat in a line 
that snakes around the warehouse. A man 
with a stick aakes sure the crowd stays 
orderly. Waiting children play a cat-and-
mouse game with him, laughing as he 
chases them away. A small boy in the 
line wears blue rubber boots. Although
there's been no rain, the soles protect his
feet from the hot sandy soil. 

Women with babies strapped to their 
backs collect parcels that appear too 
heavy for them to manage on the longwalks back to their homes. A few men 
wearing leather shoes stand alongside 

their wives and daughters, but even inthose groups, women carry most of the 
loads. A blind woman with a walking 
cane hoists a bulging bag of corn meal 
onto her head without any assistance and 

heads back towards her village of Aito . 
Changane, about a 5-mile (8-kil~meter)'.walk away. 

"Most men are in the army, in South
Africa or dead," says Wieser. 

The 16-year war waged by the rebel 
movement has killed over a million 
people and wrecked the country's infra-" 
structure. Farmers were forced off their 
land by looting and attacks from both 
Renamo and government troops. Migrant 
work in neighboring South Africa is one 
of the few ways to earn income. .

For many of Mozambique's people,' 
a second year ofdrought has made an 
already desperate situation worse. Emre--
gency food aid to the country has 
doubled this year. By the end of Decem-
ber, humanitarian groups expect to have 
distributed 400,000 tons of food to 3.1million people, according to John Yale,
director in Mozambique for World Vi-
sion, the California-based aid agency. 

"As we speak, stocks are very low," 
says Joe Kessler ofCARE, the U.S. 
agency that has coordinated the 
Mozambican government's relief effort. 

"But in the next five weeks, 160,000 tonsart coming in." 
. The lack of an independent ability to 

sustain themselves has created almost
total dependence on foreign aid. As 

News
 

though embarrassed by their plighL bun
gry people stream past aid workers, ac.cepting their food parceli, with barely a 
nod of acknowledgment.
'"These people are ready to continue 
what they were doing before - fanning," 
says Felice Dindo. head of the Interna
tional Red Cross operation in 
Mozambique. "But this drought is push
ing everyone to the cities." Shantytowns 
built of sugar cane have sprung up in ev
cry urban area where food may be avail
able. 

Dindo and other aid workers Sty thai 
without the devastation from the war, 
most Mozambicans could have survived 
the drought. Being forced out of their 
villages means not being able to take ad
vantage of any rains that come this year.
"It's useless to give people seeds whenthey have no fields," Dindo says.

Sometimes the Red Cross center at 
Maqueze runs out of food before every
one receives a ration, but there are no 
signs of panic among those waiting their 
turn. People here, within reach of help,
are among the fortunate ones in this war

ravaged land. "Theyknow there is food
coming," says Wieser, who pays his em
ployees food fo their work. "We'll prob
ably run out today, but they know there
will be more tomorrow." m 
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o GABORONE, BOTSANA 
, by Peter Warren 

Slains
to complete a buffalo fence around 
.Africa's last great wildernes., the 
Okavango Delta in Botswana, have caused_ 
a storm of protest from environmentalists 

" and local people who cannot agree on its 
site. 

At issue is the Okavango Delta itself-
5,800 squan- miles (15,000 square kilome-

o 	 ers) of unique wetland ard the world's 
largest inland waterway. The area supports 
a greater diversity of aninals than virtually 
anywhere else on earth due to the concen-
tralion of habitati ranging from Kalahaji 
snds, lagoons aid forest and scrub, flood 
plain, and reed ,d. 

The fence. - five strands of wire and 
one line of ;.teel cable capable of with-
standing a lateral impact of 25 tons 
(enough to stop a charging buffalo but nol 
an elephant) - loops around the delta to the 
south and aims to close in the top before.. 
swinging on a meandering course up to 
Boswan4's northern border. 

Its oensible purpose i6 to prevent -

contact between the buffalo of the delta. 
which carry foot-and-mouth disease, anid 
Botswana's 3 millioo caitle. But its oppQ-
nenrs s-- many other reasons for its con-
mucuon. 

The installation of the first stage of. 
the 140-mile (226-kilometer) northern bur-
faIo fence has become a bitterly divisive . 
ime among environmentalists, big game 
hunter, locals and the Botbwanan govern, 
tent, oddly provoking accord in some 
cases between usually opposing groups all 
wanung to dismantle the four-foot-high 

fence. 
The depth of the passion is due to 

cattle. Botswana is cattle country ad "bur-
Edo fence" isa misnoour fnrmkthdel:. 

ter resources pouring into the Okavango 
Delta have long been a source of dispute
between cattle and wildlife - a dispute 
temporarily settled in the wildlife's favor 
by the invasion of the area by the tsetse fly 
after 1825. 

... But with the count's cattle popula-
lion at the limit of the 'and's capability to 
support it. the pressure on the delta as a 
wildlife and water resource is immense. 
For Botswana, cattle i~s big business. "Thiey 
are money in the bank as far as 
Boiswanans are concerned," says Seeido 
Liphuko, the country's secretary 3f natural 
resources. 

Some 684,000 of Boiswana's 1.5 mil-
lion people are involved with beef and a 
further 456,000 want to be. The result of 
such belief in cattle in Africa's most stable 
democracy is that "cow power" is an enor-
mous political factor. It is also one that 
could be considerably amplified in the 
event ofa drought, according to Rick 
Logiba, the fiercest and most vocal critic 
of Botswana's conservation policy and its 
plans for the delta. 

Pressure on the government to open 
up the Okavango is growing because the. 
delta, whose headwaters art in,'ingola. 
where rains have been good, is at its high-
est level in 20 years. This has resulted in 
an almost mile-wide natural barrier to the 
catle at a time when the rest of southem 
Africa is suffering a disastrous drought 
that is decimating Botswana's southern 
areas. 

A U.S. citizen, filmmaker and conser-
vationist living in South Africa. Lomba is 
a one-man crusde who lobbies he.U.S. 
Congrt". and the European Cemmunity 

with his claims that Botewza-a intends to 
turn the delta into a giant ranch to the ad-
vantage of the catqe and to the detriment 

the difficulty of maintaining it in a swamp 
and the problems ofjoining a section thatruns tough perennial arsh,want itre-

moved while an independent environmen-" 

impact assessment examines its effects 
on watulife. 

The reception of Lomba's views in 

Washington and the European Community 
headquarters in Brussels has been tftj-
ciendy sympathetic to prompt the 
Botswana government to finance a tact-
finding team to study placement of the 
fence as well as Lomba's c!?-ms that it 
prevents migration of wildlife and the tra-
ditional use of parts of the delta by hunter-
gatherers. 

The real bone of contention lies in the 
Selinda Valley. Inhabitants of the rapidly 
growing villages of Beetsha and Seronga, 
which lie 25 miles (40 kilometers) outside 
the fenced delta, claim they are being de-, 
nied access to traditional grazing areas. ,t; 
Safari organizers and conservationists " . 
claim that an area of great importance to 
!he ecology of the delta is being threat- . 

ened. Conspiracy theorists see a plot to 
provide cattle with access to 695 square 
miles (1,800 square kilometers) of land to 
the east of the Okavango River, giving 
commercial owners plentiful grazing along 
the banks and acess to water. 

As a result, the fence has been given 
as many proposed routes as the Channel 
Tunnel rail link between Dover and Lon 
don, with conservationists arguing for a 
more northerly line, cattle farmers arguing 
tor its siting further south, and Lord 
Wilmot of the local safari lobby demand-
ing that it include the whole Selinda Val-
ley to protect the river from over-grazing. 

Cattle can only travel a maximum of 
about 7.5 miles (12 kilometers) from a 
water source and their wide mouths con. 
surne vegetation that otherwise could sup-
port a great diversity of wildlife. 

Environmentalists recognize that with 
a projected explosion in human popula-
tion, demands on land will increase. What 
they don't accept is the government's in-
terpretation of where these various inter-

views were ignored by thn govenment.
 
"Visit the fence and you'll see destruction
of giraffe and animals ofthe earth ofall
 
sons." says one man, echoing the claims L
 
that the fence is interfering with wildlife
 
migration routes - a charge that the Wild
life Department denies. 

Though Seronga's villagers claim to
 
understand the compromise and the need
 
to conserve wildlife, they 4,so hint at the 
political questions that lurk behind the is
sue of the fence. "Because of our demo
cratic tradition, we think it should be a 
decision of the majority that decides 
where this fence goes," says the local 

. councilor. H1is colleague, the village chief, 
is sir.alarly political in his response. "All 
developments must look at the figures with 
regard to the population of people, wildlife 
and cattle. There should be a balance be
twveen us, but the balance should bear in 
mind our children and their need for space, 
for food and housing." 

At Beesha, views on tie fence are
 
more forthrighL An area which had re
verted to hunting and gathering after the
 
expansion of the tsetse fly, its people now 
participate in the cattle invasion which has 
pushed numbers from 3,000 to 15,000 in 
less than a year. 

"We have been oppressed by the gov
eminent in the siting of this fence. Most of 
the itud that we gather is beyond the 
fence, so it is praventing us getting to it," 
says one resident. Among the chief criti
cisms of the Tshomarelo Okavango Con
servation Trust is that fences create 
boundaries for people as well as animals. 
This point is conc...d by Wildlife Din.c
tor Nigel Hunter, although he maintains 
that fights laid out in the governmnt's 
Lid Use and Developnmnt Plan for the 
Okavango will solve the problem. 

But another resident, who adnuts 
that he is a recent big cattle owner, stated 
the future pressui-es on the fence more 
clearly. "I'm woiried that die grazing 
land will decrease. We are not ag-auii
wildlife, but what we are saying is give
cattle a fair chance in the ,razin, aca.I1 
you make the decisioni...oto remove ca.tlletoremov.0t 
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ABIDJAN, COTE D'IVOIRE "victory speech."
by Cindy Shiner a Africa News Service The government court put Biya .head 

of Fru Ndi by about 200.000 votes, out ofA llegations of fraud in Cameroon's first 2.8 " - voles cast. Neither candidatedemocratic presidential election have claimed to receive over 50% of the ballot,
thrust the central African country into ie- but election rules say the top vote getter
newed political turmoil, while its president can win with less than a nmajoity. All results
of ten years appears poised for a new term. remained unofficial perding confirmaticn

Opposition leaders have accused the by the Supreme Court on October 25. 
government of President Paul Biya of rig- In response, angry opposition party
ging the October I I elections, and U.S. officials withdrew from the vote commis-
cbserves said there were "serious prob. sion to protest the government courl. 
icits" with the conduct of the vote. "The results they are going to an-

TIhe Supreme Court rejected petitions nounce have already been &cided," said
by the opposition to annul the elections Dorothee Kom, spokeswoman for Fm Ndi.and the government has recalied its envoy "Itis only a masquerade." She accused the 
to the United States, accusing Washington government of Ioading the comission in
of meddling in Cameroon s internal af- its favor, giving IIof the 13 seats to reliC-
fairs. Although they were not invited by entatives from Biya's southern home re-
the Cameroon government, 19 observcrs gion.
from the National Democratic Institute for The state-run media contend the vot-
Internafionl Affairs monitored the elec- ing was fair and quoted U.S. observers as 
tions. saying they were satisfied.On October 21, the leading opposition But the leader of the obse var mission,candidate John Fru Ndi a an unofficial James Tierney, denied the report. Among
count of returns by his own Social Demo- irregularities the group cited were Biya's
cratic Party showed that he had won more hasty calling of the election, thevotes than the president. "Le* the Biya re- government's refusal to reopen voter regis-
girme k=':, atwe are ready to fight to the tration, last-minute changes to electorl
last m. -ure t-az otir victory is not laws to favor Biya and questionable valid-
stole- .,,arned in what he called a iy of some voting cards, 

Observers also said the government are divisions that prevented to oppositi

monopolized the official media for its 
 from uniting behimi one candidate andThey cite the exaEcthat Bi consolidatg its
power against Biya.F
usede teveo142 minte ofaihargesopposiion candidates competdagainst 
the election, although all five opposition him in the race for the presidency, and ot 
candidates had only 12 minutes combined. ers dropped out at earlier stages.
Biya also broadcast a campaign speech in Some opposition leaders called for a
French and English - Cameroon's official boycott of March's legislative elections,
languages  the Sunday morning of the but not all of Biya's opponents followed 
election when campaigning officially suit.
ended at midnight Saturday. Biya's two leading contenders wereAfter the elections, Biya was embar- Fru Ndi, a 5 l-year-o!. bookstore owner,
rassed by the resignation of one of his ten and BeUo Bouba Maigl.i. 46,who once 
provincial governors. George Achu Mofor, served as prime minister under Biya. Fm
the brother of Biya's prime minister, quit Ndi comes from English-speaking westen 
as governor of the eastern province, charg- Cameroon, and Maigari is popular in his 
ing that members of the ruling party, the native, and largely Muslim, north.
Cameroon People's Democratic Move- Biya was forced to legalize opposido
ment, pressured him to falsify results. He panics last year after strikes and unrest lefi
also criticized the government's human dozens dead. However, he refused to alloA
rights record- instaUa o of a transitional governmeni to 

oversee the election process.
Caneroon is among dozens of African The president was not always so con

nations whose governments have troversial. Cameroonians cheered him
yielded to cries for democracy over the when he succeeded authoritarian President 
past three years by legalizing opposition Ahmadou Ahidjo in 1982 aJ promised to
panics, holding national conferences or bring democracy. But his popularity began
scheduling elections. The ethnically and to decline after he cracked down on dissent 
ecologically diverse country is a micro- following a 1984 coup attempt. 
cosna of the continent, and its neighbors Further darnaging his image were thelook to Cameroon for clues as to what country's economic woes. Economic
they themselves could face as they pre- growth had averaged eight percent into the 
pare for the first free votes in their own 1980s, but world market prices for
countries. Cameroon's oil, cocoa, coftee, cotton andCamerton has cooial ties to Ge. timber tumbled, and by 1988 the gross do
many, France and Britain and is home to at mestic product was falling as well. More
least 200 separate etluc groups, each with than one-quarter of Cameroon's workforce 
its own language. But within that diversity was unemployed last year. m 
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'Hairy Potato' and 'Super Cassava' Boost Crop Yields 
ew varieties ofpoto and casaa ofcrops each growing season. Field testing IITA officials said the cassava, an ideal 
c-uld help farmers in the develop- in various countries have shown it resists crop for smallholder agriculture and semi
ing world step up food production everything from mealybugs to the Colo- arid conditions, could help supplement

and reduce the use of dangerous chemical rado potato beetle. Southern Africa's main staple crop, maize, 
pesticides. The hairy potato's developer, CIP, has in drought-stricken areas .0 

The "hairy potato" and the "super cas- led an international effort to develop safe, 
sava" both won recognition on October 26 alternative pest-control practices for farm. CGIAR Meets 
at the annual meeting of the Consultative ers since the early 1970s. 
Group on International Agricultural Re- The CGIARalso praised recent advances Funding Goals 
search (CGIAR), held in Washington. in breeding of the super cassava, which The Consultative Group on Interna

- ie hairy p tato, which earned its name scientists say could make it easier for Af- tional Agricultural Research (CGIAR) 
from the hair-like trichomes on its leaves, rica to end food shortages in some parts of expects to come close to meeting its 
traps and kills pest insects as they try to eat the continent. funding goals for 1993, according to a 
or reproduce. CGIAR scientists said the The high-yielding, drought-resistant statement released by the World Bank
new venus-flytrap-type potato could save cassava variety could double or triple cur- sponsored organization after its annual 
the developing world much of the S300 rent output in drought-prove areas of sub- Washington meeting on October 30. 
million it spends each year on insecticides Saharan Africa, CGIAR researchers said. CGIAR also anno, .c d plaits for a 
in potato production. The super cassava earned its name from its new research center, accepted a new 

CUIAR honored the hairy potato's de- multiple sets of chromosomes which per- member and solicited action to save 
veloper with its bi-annual King Baudouin mit high yields, threatened collections of plant
International Agricultural Research Award Officials at the International Institute of germplasm in the Ibrmer Soviet Union 
for 1992. The International Potato Center Tropical Agriculture (IlTA) in Ibadan, and Eastern Europe. It also stressed the 
(CIP) in Lima, Peru, shared the prize with Nigeria, the super cassava's developer, congruence between CGIAR'sgoalsand
Cornell University which helped develop said the newvaiiety ofroot cropcouldboost those of the United Nations Conference 
the newvariety. Africancassavaproductionfromthecurrent on Environment and Development's 

The hairy potato's potent resistance to 12 tons per hect .: to 40 tons per hectare. Agenda 2i, the global P,ion program

insects comes from its breeding with wild A native crop of Brazil, cassava is the for environment and development.
 
potato species that have high densities of world's most important root and tuber crop Several of the group's donors were
 
tnchomes. It is the first recorded instance after potatoes. It is the main staple of over not yet able to announce their precise

of a wild ,-ecies being used to produce an 200 million Africans and is grown exten- pledges towrds the funding require
insect-resL-tpocatoforhumanconsump- sively across Africa, from Senegal to ments for 1993. But the CGLAR secre
tion. Mozambique, but thus far only in limited tariat estimated the total of contribu-


The potato fends off a wide range of areas of Southern Africa, which has been 
 tions to range between 4254 million and
 
insects that rob developing world farmers stricken by drought during the past year. $264 million of core prcgram fi"&iding
 

against total core requirements of S264 
. .. - . m illion. 

-4 The group accepted an offer by Indo
.. .. . .neswtohost the new CenterforInterna

tional Forestry Research (CIFOR) which 

will become CGIAR's 18th center and 
perfcrm for'estry research for develop

- ing countries. CGIAR also accepted 
S.. ... .. .. Indonesia as a new member, bringing 

the number ofdevelopingoountry mem
' . , .r ' "  bers up to right of30 member countries 

!f I in the group. 
:." ' . -' '-a ~CGIAR is an informal association of

". '..'- "V some 41 public-sector and private-see,.. ' 4. N.-I. ' tor donorsjointly supporting a network 

.,.. of 17, socn-to-be 18, inteaational agri-

IL cultural research centers. The World 
~ .pi~ ~Bank co-sponsors CGIAR along withthe 

U.N. 's Development Programme and 
African fatme, WikAAW-mt c Food and Agriculture Organization.this planter in MzII, could boost food podct on with new varieties or potatoand ocum. 
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ritory along the Red Sea-has succeeded after three "1don't think you can talk seriously about develop
decades of war. "Peace has finally come," said student ment now," Sterhanos said. "We are in a recovery stage." 
Qalias Kiros, 22, as he walked along liberation Avenue, But here in the capital, signs of "Dagmehntsa" are 
Asmara's bustling main street. everywhere, from freshly painted and repaired villas to 

Last year, Eritrean rebels overcame staggering mili- new stores. Tekie Beyene, who heads the new govern
tary odds, defeating well-equipped Ethiopian troops and ment's investment cewier, said international companies 
seizing Asmara. Meanwhile, Ethiopian rebek allied with have been asking about potential purchases throughout
the Erit7eans took over Addis Ababa and overthrew dic- Eritrea. He said several oil companies have expressed a 
tator Mengistu Haile Mariam. keen interest in building tourist hotels on some of the 

In a peace agreement worked out with the help of U.S. 200 islands Eritrea now controls in the Red Sea. 
Assistant Secretary of State Herman Cohen, Eritrea has put Tekie said the EPLF's goal is to hand everything over 
off formerly declaring independence until voting in a United to the private sector, with ,he exception of private utilities 
Nations-sponsored referendum scheduled for May 1993. and the ownership of mines. This attitude has attracted 
No one doubts Eritreans will choose to break away from the attention of the World Bank, which sent its first dele-
Ethiopia. "It's a done deal," said one Western diplomai_ gation to Asmara in late August. "The idea is to privatize 

But for the victorious Erit,,:ean People's Liberation everything," he said. 
Front, the hard-won independence has brought about a Eritrea has also come out of decades of diplomatic iso
new set of peacetime problems, including rebuilding a lation. For years, the EPLF fought against Ethiopia with 
shattered economy, handling the return of war refugees, almost no foreign support. With the exception of Sudan 
and walking a diplomatic tightrope in the volatile Horn of and some Scandinavian countries, no nation provided any
Africa. substantial assistance to the EPLF or drought-relief

"It's very fine to fight in the mountains against an efforts in the territory it controlled. 
enemy for years and dream of what you want," said Since the takeover, world opinion has decidedly 
Stephanos Danyon, a New York University-educated warmed. Saudi Arabia, Italy and other governments have 
engineer who heads economic planning for the new already set up embassies. Although it does not officially 
government. "But it is another thing to have victory and have an embassy, the United States sent its first repre
begin to implement 
those things you 
have been dreaming 
about." 

The biggest task -. =-: - . 
facing the provisional 
government is re-
building its shattered _ 

j -
-IT 

-. 
.. 

economy. For years, .. a,A"... 
EPLF economists in --. '. ,
mountainous rebel -

strongholds drew up 
plans for a future Eri-
trea. But actually tak-

. 
-

' ." 
- -

ing over Eritrea's -.- "
 
economy was a crash .,.' . "_,. .
 
course in realpolitik, . -.... .. s.._.
 
according to Steph- - .-.. . 

-

.
 
anos. .. , .
 . ..-


Only 44 factories p..... ..
 
existed when the " •... . "
 
EPIF took over-and ' . . ... 

none of them were 
operating. The territory's key port of Massawa was crip- sentative last month and opened an office of the Agency 
pled from the heavy fighting. Roads, bridges and railroads for International Development. 
had all been damaged in the war. In addition, Mengistu But diplomatic traps abound for the new country.
had spert almost no development aid during his 17 years Strategically located on the Red Sea across from the Ara
in power. In a territory where 80 percent of the population bian pcninsula, Eritrea will now carefully choose its 
are farmers or nomads, years of drought and heavy fight- alliances. Its neighbor, Sudan, is trapped in a bloody civil 
ing left many without any means of support. war. Nearby Somalia has disintegrated into civil war and 

mass starvation. Ethiopia, once Eritrea's powerful ruler,Cameron Mc Whirter i a reporterfor GannetfNapers and Gur appears to be slowly unraveling with ethnic rivalries. So
Mlamede is a freelance reporter and photograph 60 
Africa Report 60 



THE THIT YEARS' WARM odern Eritrea Is a fabrication of the 
Italians, who established it as a colony 
in 1890. During the second World War, 

British troops took over the territory. However 
after the war, Ethiopian Emperor Halle 
Selassle-an ally of Britain and the United 
States-claimed Eritrea as part of "mother 
Ethiopia." 

After much debate, the United Nations set up 
a "federation" between Ethiopia and Eritrea. 
Increasing friction between the Emperor and 
Ethiopia led In 1961 to guerrilla war. In 1962, 
Selassle ended the federation by annexing 
Ertrea and proclaiming the territory Ethiopia's 
14th province. 

Under Selassie, as a means c a!r mtilating 
Eritreans, local languages were banned and 
replaced with Amharic, Ethiopla's official Ian-
guage. Political organizations arid trade unions 
were disbanded. Political leaders were arrested. 

Fighting by various Eritrean rebel groups 
escalated throughout the 1960s. At that time, 
Ethiopian troops were armed with U.S. weapons 
and trained by U.S. and Israeli advisers. The 
U.S. set up a major military base outside of 
Asmara called Kagnew Station. 

After the U.S.-backed Selassle was over-
thrown In a coup, Eritrean rebels almost took 
over the territory In 1977. However, the Marxist 
dictatorship of MengIstu Halle Mariam and Its 
ruling council known as the Dergue-with the 
aid of the Soviet Union-drove the Eritreans 
back Into the mountalns. 

Mengistu was accused of Imprisoning and 
killing thousands of young men and women sus-
pected of aiding the rebels. Huge offensives, 
using napalm and cluster bombs, were launched 
against rebel strongholds In western Erttroa. 

In 1980, conflicts between the two main 
rebel groups, the EPLF and the Eritrean Ubera-
tion Front, erupted In civil war. The ELF col-
lapsed and its remnants fled to Sudan. From 
that point on, the EPLF began a protracted guer-
rilia war from secure mountain bases near the 
Sudanese border. 

Throughout the 1980s, heavy losses termi-
nally weakened the demoralized Ethiopian army. 
At the same time, Mikhail Gorbachev became 
disenchanted with Menglstu and the Increasing-
ly expensive cost of keeping him In power. As 
Soviet military aid dwindled, the rebels steadily 
gained ground throughout Eritrea while Ethiopi-
an rebels marched on Addis Ababa. Eventually, 
the Ethiopians controlled only Asmara and the 
port of Assab. 

Under siege In the capital since 1990, a
major portion oi the Ethiopian army completely 
collapsed In 1991. Thousands of soldiers died In 
a desperate attempt to escape the drought by 
fleeing on foot to Sudan. Assab was taken by 
the EPLF two days later. The war was over by 
April 1991. C d 

-- C.M. and G.M. 

far, EPLF leader Assayas Afwerki has stressed a strict 
neutrality in meeting with visiting diplomats. 

Another huge problem facing the EPLF is dealing 
with estimates of as many as 1 million refugees living 
outside the territory. Only 3.5 million people live within 
Eritrea. 

During the long years of fighting, an Eritrean diaspora 
spread across the globe. The 1984-1985 famine exacer
bated the situation, driving thousands into Sudan. Today. 
United Nations officials estimate 250,000 to 500,000 live 
in Sudan's eastern region and in the capital, Khartoum. 
Thousands more are scattered throughout Ethiopia, the 
Middle East, North America, and Europe. 

ie Ete ndofthAeri dEurop
 
With the end of the
 

war, these refugees- A
 
some of whom have
 
been away for more
 
than 20 years -have
 
been coming home
 
from as far away as 
New Zealand. The 
return has already 
begun to tax services. . : 
The antiquated tele
communications office 
has been working far 
beyond capacity, tak
ing 20,000 to 30,000 . : 
international calls a :__________" ___ "___ 
night. Medical sup
plies have become FightersoftheEritreanPeople's 
sparse with increased LiberationFront standingin front 
demand outstripping ofthe landmark Catholic cathedral 
supply. in Asmar, the capital ofErtrea 

The provisional gov
ere na g o r

enent has begun the tortuous task of determining
 
who is an Eritrean, a nationality that has never before
 
existed. Thousands of exiled Eritreans have taken other
 
nationalities through intermarriage and other means.
 
Many have raised children entirely in developed natdons.
 

"I would like to come back," said Tekeste Yohannes,
 
visiting from his new home in Calgary, Canada. "Eritrea
 
is my home. But my daughters, they cannot believe it
 
here. They speak only English and listen to rock music.
 
For them it is another planet."
 

Clamping down on national origin has already caused
 
friction with neighboring Ethiopia, when EPLF officials
 
expelled Ethiopians from its cities. Many have com
plained that they were married to Eritreans and claim the
 
new citizenship. "Who is an Eritrean?" asked one U.N.
 
official. "It's a real headache."
 

The EPLF faces many new headaches. But with seem. 

ingly strong support from the populace and growing

recognition from the international community, the new
government is cautiously setting up the new nation it 

ght s atoslze
 
fought so hard to realize.
 

"If we learned anything during the struggle, it is
 
patience and relying on ourselves," Stephanos said.
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Dear Readers: 

/0/2 Welcome to the first edition of the 1993 series of Washington Economic,,,,J,,,,,. 20-01,,,0 Watch. We are pleased to announce that funding has been reinstated and 
,,,Yi'i-S 1/ quarterly production will resume in 1993. As in previous issues, WEW covers

lI., i',,:i-, the important economic policy debates in Washington. This inaugural edition 
provides insight on issues of concern to developing countries, as monitoced 
during the pre-election and transition period in autumn of 1992. 

Herein you will find statements made by senior U.S. governm,3nt
officials, summaries of U.S. congressional hearings, press commentary, 'nd 
excerpts from policy research and analysis published by Washington 'think 
tanks' and multilateral financial institutions. The material is organiad
according to six functional categories; within each are subject groupings, with 
policy statements generally appearing first and commentary and analysis
tollowing. Also included is a bibliographic listing of participating institutions. 
Please direct requests for publications to the respective organizations. 

ODC has experienced a few administrative changes as well. Dawn 
Murphy recentlyjoined ODC as the new WEW Coordinator to whom all future 
correspondence should be directed. 

We look forward to an exciting year with the new administration in 
place and hope that this issue proves to be an informative resource for your 
institution. 

Sincerely, 

Christine E. Contee 
Director of Public Affairs 

& Fellow 

*I I'ir,'l,,u'/ /fh, (I,.r.,, 
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STRATEGY FOR FOREST SECTOR DEVELOPMENT
 

Executive Summary
 

i. This report recommends a shift in the focus of World Bank support 
for forectry in :.'ia 1/ away from reliance on public sector institutions, 
acceptance of px..,r quality technical standards and exclusive emphasis on 
narrow subsectore. Instead, the paper proposew that the Bank move 
aggressively to improve the climate for investment and policy reform and 
mobilize political commitment on the need for change through an iterative 
process of sector analysis, policy dialogue and targeted investment. This 
strategy, which builds upon efforts already underway, will help the 
governments of the region put into place the essential institutional and 
decisionmaking capability to resolve forect land use i I allocation problems 
on an ongoing basis, mobilize and deploy investment and other resources in 
ways consistent with overall national development priorities, and equitably 
resolve the conflicts which will inevitably accompany forest development. 

ii. These proposals are based on a review of the forest situation in the 
region which show that deforestation is proceeding at a pace of over 3 million 
ha per year at an economic cost of over US$$ billion, that fuelwood scarcities 
ari becoming increasingly acute, and that lose of biodiversity is reaching 
unprzeedented proportions. Two countries in the region, India and China, 
which have among the world's lowest p3r capita consumption of, forest products. 
have already virtually depleted their natural forest resource. Other 
countries in the region, such as Thailand and Malaysia, which were once major 
exporters on the world market are now experiencing severe timber shortages 
which already threaten the viability of their export earnings and domestic 
processing industries, -If present trends continue. within ton years the 
forest area of the region will have fallen to less than 50 percent of the
 
original area and incalculable losses will have been incurred in the region's
 
biodiversity. Above all, there is a growing crisis of confidence in the 
ability of existing forestry institutions to effectively and productively 
manage this important resource.. International agencies, including the World 
Bank. have not proved very effective in improving this situation and need to
 
review their approach.
 

iii. The report shows that this poor performance results from three basic 
and interrelated vots of problemal economic, institutional and scientific. 
Divergences between social and private costs are a central feature of 
forestry, virtually all environmental concerns can be characterized as 
examples of economic externalities. However, while management of external 
costs should be among the principal tasks of forestry institutions, those 
currently in place in Asia were designed to extract surplus from the land and 
to act ac police forceo.' Finally, the scientific basis for forest management 
in the tropics is only just beginning to develop, Forestry lags badly behind 
agriculture and other sectors of the economy in producing and applying 
technological innovations that will allow for the sustainable utilization of 
the natural resourct base, 

j/ This report refers to countries covered by the World Bank's South Asia
 
and East Asia and Pacific Rogional offices.
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iv. 
 The report recognizes the range of goals that motivates concern withforestry and highlights the need to make choices within a highly constrainidenvironment. 
Pursuit of economic, environmental, social and global objectives
in the face of limited land resources, growing population, limited employment
opportunities, and constrained budgets, has historically taken place at the
expense of the forest sector. 
The policy framework in Asia, an in much of the
rest of the world, baa been overwhelmingly biased against forestry. 
Forests,
and the goods and services they provide, are systematically undervalued by
users and decisLunmakers. 
Across the region policymakers have consistently
sought to use forest raso" ces for development purposes without providing for
the costs o that utilization.
 

V. On the bdais of an improved investment climate and with greater
borrower commitment, the World Bank can assist countries in tha region by
enabling an increased role for the private sector in resource management and
Livestment, in expanding the application of improved technologies and
environmental safeguards, improving markets and resource rent recovery and in
enlarging the role of local communities in forest management. The World Bank
can help governments recognize the impact of policies and investment
activities outside the forest sector and has already identified critical
interventions that can help to stabilize the marginal agriculture that
currently threatens much of the regional forest. 
 The Bank continues to play a
major role in mobilizing and allocating international transfers in support of
conservation of globally important biological diversity.
 

vi. Priority areas of Bank investment in forestry are resource expansion
primarily in the wood deficit countribo 
of the region, including plantations
and private farm forestry, improved natural forest management and industrialplantation enaablLshmant In countries approaching the transition to
sustainable forest utilization, and above all in the restructmring of forestryinstitutions toward a greater emphasis on dev&lopment, investment performance
and public accountabillty.
 

vii. Any set of actions that :he governments of the region ;anddevelopment assistance agencies attempt to undertake will inevitably fail to
satisfactorily address all the concerns of all the actors interested in the
forestry sector. 
 The World Bank's support to the sector, and its a.alysis ofsector anr. related issues needs to proceed from the premise that unless thefundamental conktraints described in this paper are oeriously addressed. AU
uf the goods and services provided by the forestry sector are threatened.
Work also needs to proceed from recognition of the fact that the forestry
sector is continuously undergoing changes and development on the bais of its
internal dynamics and impacts from other sectors and external factors.
Because of this, it iq impossible to attempt to immediately identify and
resolve all the issues constraining forest development. 
An ongoing, iterative
process of dialogue, analysis and investment is the only path to sustainable
 
forestry.
 



STRATEGY FOR FOREST SECTOR DEVELOPMENT 

A. Inroucion 

Forests are a dominant feature of Auia's environment and its 
economy. Approximately 635 million ha (34%) of the gross land area of the
 
region is considered forest land, either closed or open, and the export
 
rovanue from forest products amounts'to well over US$L billion per year.
 
Growing awareness of the importance of this sector coincides with significant
 
and far-reaching changes within it. The rate of deforestation is estimated at 
I% per year, and in just three countries alone the economic costs of
 
deforestation are estimated to exceed US$8.3 billion per year (para. 18).
 
Once dominant exportera ouch as Philippines and Thailand have virtually
 
exhausted their forests, and India, historically self-sufficient has become a
 
major importer. The few remaining tropical forests are rapidly diminishing 
under heavy population pressure. Fuelwood shortages have long been acute in 
many areas, and the region's biodiversity, found mostly in its moist tropical
 
forests, is disappearing at unprecedented rates.
 

While forestry wan once considered a source of industrial wood and 
land for development, the sector is now expected to contribute to broader 
economic, social and environmental objectives. The institutional framework 
for forestry dovelopmont evolved in the era following independence when 
management objectivoa were extractive, when technology was stagnant, when the 
needs of the poor were heqlocted and'when the ability of the state to deploy 
resourc isfor development vas unquestioned. As a result of this now awareness 
of fcrmatry'a potentiAl, external development saplwtanci to the sector he@ 
grown significantly in recant years, and now amounts to over $350 million per 
year. Development assistance has, however, failed to generate the capacity 
and commitment necessary for the sector to realize its potential to contribute 
to a wide range of important development objectives.
 

The forestry sector of Asia is marked by nothing so much as its
 
diversity. Demands on the forest resource range from firewood, to fodder, to 
industrial wood, to hydrological services, to preservation of biological 
diversity. Asia's resources include untouched moist tropical forests, 
temperate forests, severely degraded pasture and wasteland, trees grown on
 
private farms, and rubber, oil palm and coconut estates. These resources are
 
controlled by national and local governments, by corporations, individuals and
 
by traditional clans an( kinship groups.' The international community is
 
expressing a growing interlst,i) the management of the region's forests and is
 
increasingly being expected to provide concessional resources for preservation
 

and protection.
 

Many of th2 problems and opportunities, and much of the diversity,
 
in Asian forestry are common to those found in other developing regions.
 
Population growth, institutional problems, environmental degradation and 
systematic undervaluation of forest'resources, have resulted in dramatic 
deforestation worldwide. Thus, the reforms and investments needed in Asia are 
not unlike those required in other parts of the world. However, the forestry 
sector in Asia is set apart by the size of its forest-dependent population,
 
the location of its raeourceA vis-a-vis rapidly expanding markets and trade
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routes, the relatively larger role of forestry in its economic structure and 
the human resources that can be mobilized. Asia is also unique in having 
abundant accessible forest areau in close proximity to areas of rapid economic 
growth and foreot scarcity. Oiven the level of overall development end 
mounting weight of demands on the sector in several key countries, the extent 
of reform over the next 10 years will determine the long-term viability of 
forestry in Asia. 

This report reviews the current status of the forestry sector in
 
Asia, proposes typologies for understanding the key problems facing
 
decisionmakers, and analyzes a number of key issues in forest management. The
 
report evaluates the Bank's contribution to forestry development in Asia over
 
the past two decades and explores the assumptions, explicit and implicit,
 
behind its investment policy. Based on the lessons learned, the report
 
proposes a strategy for further Bank involvement in the sector and measurable
 
indicators by which its performance can be assessed.
 

The proposed strategy focuses on building the institutional and
 
decision-making capability for resolving land use and allocation problems on
 
an ongoing basis, mobilizing and deploying investment and other resources in
 
ways consistent with national development priorities, and resolving the
 
conflicts that inevitably accompany forest development. Implementation of
 
this strategy, already reflected in Bank work in Asia, will involve an
 
expanded ri o:ngoing program of sector analysis, reassessment of institutional
 
mechanisms, accelerated application of existing technology, investment in
 
new technology and long-term commitmer~t by governments and donors.
 



TABLE I Forest Areas end Rates of Chan In Asia 
(000 hater.a) 

Total Total Closed Open - Degraded late of Rate of PLantation Ar n al 

Land Area Natural Natural Forest Forest Deforestation Deforestation Area Plantation 

Forest Forest Area." Area (Total (Total Establtshment 

Area Area Closed Natural Rate 

Natural Forest)
 

Forest) M
 
1/ 2/ 3/ 4/ 5/ 6/ 6/ 

IANGLADES 13,390 1,242. 927 315 a 0.9 128 17 

BHUTAN 4,7) 2,370 2,100 40 230 2 0.1 7 1 
RUEI 590 560 323 237 5 1.5 n.o. n&. 

CNIKA 932,60 142,777 97,847 V7,200 27,730 0A 0.6 12,733 4,552 

FIJI 1,930 817 811 6 2 0.2 40 n.e. 

INDIA 297,320 72,082 51,841 5,393 14,848 1.7 0.3 2,068 138 

INDONESIA 181,160 158,155 113,895 3,000 17,360 400 0.3 1,918 131 

JAPAN 37,643 13,690 - n.o. n.m no.e nao. no. 11,590 240 

KAMPUCHEA 17,550 13,273 7,58 5,100 625 25 0.2 7 na. 

KOREA 9,820 4,887 4,887 no.e n.e. n.. 1,(2 67 

LAO POR 23,080 19,360 8,410 5,215 5,735 100 0.7 11 1 
KAAYSIA 32,860 ?.5,8Z1 20,996 6,2:5 ;5 1.2 26 20 

MALDIVES 50 1 0 1 na&. n.. nao. n.a. 
PIONOLIA 156,500 13,863 9,528 4,335 na&. n.a, n.. n.. 
NYAIGA 65,770 52,642 31,941 20,700 105 0.3 15 0 
NEPAL 13,680 2,461 1,941 180 340 84 4.0 19 4 
PAKISTAN 72,830 3,585 2,185 295 1,105 7 0.3 160 7 
PAPUA NEW GJINIA 45,180 39,705 34,230 3,945 1,530 22 0.1 22 no. 

PHILIPPINES 29,860 13,030 9,510 3,520 92 1.0 300 50 
SOL 4KOISLANDS 2,750 2,80 2,423 17 -40 1. rg. 17 n.. 
SI LANKA .6,470 2,727 1,659 1,068 58 3.5 112 13 
TKA.LAND 51,180 16,975 9,235 6,440 .1,300 252 1.6 114 24. 

VIETNAM 32,540 21,190 8,770 1,340 11,080 65 0.6 204 29 

TOTAL 2,029,493 623,693 421,007- 48,145 116,930 2,319 0.5 31,119 5,295 

no. Not Available 
neg. Negligible 

Sources: FAD (1988) An Interim Report on.the Stateeof Forest Resources In the Developing Countries 

Data for China from Richardson (1990) and World Sank estImates, data for Japan from World Resources 
Institute (1992) 

klotest 
I/World Resources institute (1992) 
2/ Open and Closed Natural Forests and Degraded Forest Lards 
3/Forest Follous and Shrub Lard
 
4/ Deforestation on Closed Forest Formstiom
 
5/ Recalculated from FAD (19M)
 
6/ Industrial and Non Industrial PLantatlons
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EDITORIALICPINION 

Going to Market in SE Asia 
By JOSEPH P. QUINLAN 

Over the past few years, Asean, the Assocla.
Lion of Southeast Asian Nations, has emerged u 
a key export market for US. companies. Indeed,the six-nation organization composed of Indone-
sia, Malaysia, Singapore, the Philippines, Brunel 
an "inailand is now the sixth largest tradingpartner of the United States. 

Vet despite expanding trade lik., many U.S. 
corr..es remain unfamiliar with Asean's com-
mercial terrain and unaware of potential busi. 
ness hazards in the region. MultinaUonals goingto market in Asean should carefully sasesathefollowing strategic variables: 

* Markel size vs. mirket potental: Asean pro-motes itself as a marketplace of 310 millionpeople, nearly the same size as the European
Community. The true market for U.S. goods and

services, however. is much smaller once regional
income disparities are considered,

Thailand, for instance, has a total populationof 58million, but the genuine consumer market isconcentrated In and around Bangkok. There,
average household Incomes have risen sharply
over the past five years and are now up to 10
times higher than levels in other parts of the 
nation. The bad news is that the capital accountsfor just 14%of the total population. 

Regional income disparities are just pro-as
oounced in the Philippines sod ludonesia. The
combined opulation of the two nations exceeds aquarter of a bilon people;, however, the majority
of these people Are poor rural dwellers with little
income or spending power for foreign goods. 

Unfotuntely th weathistcnsuer=ket in Asean - Singapore  is also the smallest.The city-ate's per capita income is second only
to Japan in Asia, although Singapore's total popu-The itystae'spercaptaicom Issecnd nlyIndonesia 

x Libor. Cheap and abundant labor was once 
Ig trategicendowment ofA,an and, notsurpri~s,
exception of Indonesia and the Phlippines, how 
ever, Asno's dayson inexpensive lhabor haeow

A d 's as 

Wages in Malaysia and Thailand have risensharply over the past few years, with the pool of 
skilled and even semi-skilledethe workers all butdried up around the main industrial amu, of
Bangkok, Kuala Lumpcr and Penang. 

Malaysia's manufacturing sector, according to
the Federation of Malaysian Manufacturer% I 

short some 50,000 workers, forcing the nation to
import labor. Singapore, with the highest wages
in thi: region, must also Import foreign workers. 

Labor problems in Indonesia are of a dilferentmagrmitute. The nation has one of the largest
labor forces in the world - 78 million people although the majority of workers are generallyunskilled and lacking in managerial capabilities,

Because educational standards and require-
menta have failed to keep pace with the rapid
rate of industrialization, Indonesia is seriously
deficient of engineers, scientists and other techni.cal personnel required to advance to the neit
stage of development. Indonesia, moreover, is not 
alone - every other nation in Asean faces a
similar problem. 

* Infrastructure- Severe Infrastructure Lmita-
tions have raised the cast of operating in Asean,
prompting some multinationals to invest else-
where. Following five years of strong growth, the
physical infrastructure of the region is straining
at the seams - the roads are crowded, the ports
are clogged and the airports are jammed.' 1

Pollution and environmental degradation

compound 
 matters. The upshot is infrastructure
gridlock, which threatens not only to strangle

growth and trade, but also curtail new foreign
investment. 

The problem Is the most acute In Thailand,
where traffic crawls at an average spd of less
than 8 kilometers an hour in Bangkok. In L ' Philippines, power shortages are all too common
and frequently result in lost production 

N12 7d al 

they cost too much." Joseph Quinlan, an internatnional economIst, 
writes oftenabout Asia. 

The only exception to Asean's underdeveloped
ad overtaxed infrastructure Is Singapore, whose
first-clans port and airport rate amon the best 
in the world. 

* Race: Operating effectively In Asean re. 
quires that U.S companies appreciate and besensitive to underlying racial tensions betweenthe majority Malay and the minority Chinese. 

The latter are the captains of industry in
Southeast Asia and dominate such sectors as
banking, manufacturing, construction and retail.
As a result, the Chinese control a disproportion
ate amount of the region's wealth - which, Inturn, underpins anti-Chinese sentiment among 
Malay•.
 

Race relations are particularly delicate inIndonesia and Malaysia. Indeed, in the past three
decades, both Malaysia, in 1969,and ndi nesia, in
1965-6, have sen racial frictions boll over into
bloodshed. 

Malaysia, to maintain ethnic peace, Las gone
so far as to legislate an economic affirmative
action program to redistribute wealth along ra-

In Thailand and the PlIelippines, inte,'acial
marriages have helped ease tensions, although
even in these nations the Issue of race is never 
far fror the surface. 

- Beligio, The role of religion figures proml
nently in Asean and should be recognized by
multiiedtiun,6i as a powertui social force. In
Thailand, for instance, Buddhism, the professedreligion of 95% of the population, permeates
nearly every aspect of social lifeand customs.
Similarly, the Catholic Church is one of the most 
respected and influential institutions in lIh,- Phil
ppines... Islam is the third key religion of Asin, with 

donesia, and Malaysia both nations. Inin fact, is the largestIslamicIslamic nution in 

theworld althoigb, toa large extent, Islam ha
 
been secularizet by the Suharto government, In 
daily life. 

Religion race, infrastructure, labor and market size - all of these variables present unique
challenges for U.S. companies operating inAsean. But by carefully analyzing each factor in 

context of their own business, American cornpanies can greatly enhance the odds of success to 
oneof theworld'sfastestgrowingmarkets. 
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TREASURY REPORT SAYS CHINA, TAIWAN
 
KANIPULATE CURRENCY RATES AGAINST U.S. DOLLAR
 

The Treasury Department, in a new report to Congress,
concludes that both China and Taiwan continue to manipulate their
foreign exchange rate systems to prevent effective balance of 

payments adjustment and to gain an unfair competitive edge.
 

Treasury's annual International Economic and E2,change Rate
Policy report to Congress also reviews the outlook for the world 
economy and the U.S. current account position as well as recent
developments in foreign exchange mark ts. 


The annual International Economi_ and Exchange Rate Policy
report is required by the 1988 Omnibus Trade and Competitiveness

Act. 
Section 3004 of that law requires the Treasury Secretary to
consider whether countries manipulate their currencies against
the dollar for the purpose of preventing effective balance of
 payments adjustment or gaining unfair competitive advantage in
 
international trade.
 

Treasury has concluded that China, which has a rapidly
growing trade surplus with the United States, is manipulati-g its
 currency. "Chinese authorities continue to frustrate effez=ive

balance of payments adjustment by tightly regulating exchange
markets. 
Given China's large external surpluses, such regulation

is unwarranted," said Olin L. Wethington, Treasury assistant
 
secretary for international affairs.
 

Taiwan also was cited in the report for manipulating its
 currency. Wethington said market forces in Taiwan don't play
enough of a role in determining Tai an's exchange rate against

the U.S. dollar. 
mWith continued large external sUrzluses, close
to $90 billion in foreign exchange reserves, and a h-gh growth
rate, this economy doesn't need rigid, state-imposed foreign

exchange restrictions."
 

In addition to assessing the excnange rate policies of major
U.S. trading partners, the report reviews global economic
developments. 
The United States remains concerned over sluggish
global economic growth. 
While signs of recovery are evident in
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the United States, the report notes economic performance remains
weak in Japan and Europe. As a result, the U.S. trade and
 
cucrent account deficits are expected to increase.
 

Although the report did not conclude that Korea is
 
manipulating its exchange rate, Treasury remains concerned that
pervasive foreign exchange and capital controls constrain market
forcus and provide the potential for manipulation. Therefore,
Tr 
isury is continuing to press for liberalization if financial,
 
capital, and foreign exchange controls in Korea.
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China's Reform
 
Experience
 
,o Date
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1. This paper attempts to provide an assessment of the successes and failures of China's
 
reform experience since 1978. Such an assessment can now be done on an objective basis
 
becaust of the passage of time and te availability of recent research results. However, in
 
drawing broader lessons from this experience, it is important to understand clearly the initial
 
conditions under which the reform was launched. Three factors are key inChina inthis regard:

the absence of severe macroeconomic crisis at the start of the program, so that harsh stabilization
 
measures could be avoided; the state of agriculture, with its good infrastructure but poor

incentives; and the presence of Hong Kong, as a source of inspiration, expertise and investment.
 

I 

2. As the reform program has developed in China, four distinctive features in terms of re
form style have emerged:
 

(a) 	 Gradualism and Experimentaton. China has tended to spread changes over several 
years, and usually after considerable experimentation and adaptation. Its large size 
and provincial structure foster such experiments and make such an approach 
appropriate, if not inevitable. 

(b) 	Partial Reor. One of the distinctive features of China's reform has been the 
apparent success of partial reforms within sectors, notably the twc-tier price 
system, which h s created a situation in which marginal decisions are based on 
market prices, and market skills can be learned without economic dislocation. 

(c) 	Decentralization. Decentralization of decision-making power to enterprises, indi
vidwls and local governments has been a key theme of reforms, enhancing
microeconomic incentives and creating a strong interest group iniavor of continued 
reform deepening. 

(d) 	Self-Reinforcing Reforms. Reforms in one area created pressures for matching
reforms in other areas, and policymakers have in general seen their interests served 
best by meeting such pressures with new reforms rather than by administrative 
protectionism, albeit sometimes with a considerable lag. 

3. China's approach to reform has been demonstrably effective, particularly in terms of 
its impact in four distinct areas: 

(a) 	 Output and Welfare. GNP has grown about 50 percent faster during the reform 
period, especially in light industry and services. This has resulted in enormous 
improvements in consumption levels (more than doubled over the decade) and in 
the lifting of If!) million from poverty since 1979. 

ii 
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(b) Produciviy. The key to this has been that growth has come via productivity

gains, which were close to zero in the 1949-79 period, but accounted for 3
4 percent per annum of growth during reforms. 

(c) The Role of the State. The state used to dominate savings and investment, but now, most savings are generated by individuals and enterprises, and investment is
financed by retained profits and banks. Even more dramatic is the changing role
of state-owned enterprises, which accounted for almost all output in the prereform
period, but now nonstate industry employs almost 100 million people and produces
45 percent of industrial output. 

(d) Tlae. The share of trade in GNP has risen from just under 10 percent in 1978 
to over 30 percent in 1990, and there are over 20,000 sino-foreign joint ventures 
in operation. 

4. The paper describes the most important reforms that have been carried out during thisperiod. Despite the great progress achieved to date, the gradual approach means that much remains to be doyie, and reform priorities can be identified in six key areas: (a) enterprise reform,
especially the question 3f ownership reform for the state-owned enterprises; (b)financial stor
iss=e, especially the reduct! an of forced policy lending by commercial banks; (c) fiscal reforrs,to replace the present rvenu generation system with a diversified ta system; (d) external
reforms, and especially reduced import protection; (e) further price reform, parti, -larly for suchdistorted prices of raw materials and agriculture; and (f) social sector reforms, primarily thosewhich improve labor mobility by converting nonwage benefits such as housing and pension
rights, to wages. In addition, the government will need to be increasingly concerned in thisdecade with issues that affect the environment and with poverty alleviation, although these topics 
are not addressed directly in this paper. 

5. The final issues addressed in considering China's reform experience to date are
concerned with conclusions of more general applicability that can be reached, and the sustaiiiability of the approach. Five key features of China's experience seem to have wider appli
cabiity: agriculture as an entry point for reform; the success of "marketization" of the enterprise sectc-, instead of privatization; the key role of changing the interest of the bureaucracy;
the impact of developing exports at an early stage; and the role of the state in maintaining
stability by looking after the most affected. 

6. Given the lack of histodcal precedents for the Chinese approach, the question of itssustainability overtime must be addressed. On balance, it is judged that the approach is sustainable, because: (a) the Chinese reform has generated intensive development, and the consequent
generation of true welfare changes; and (b) China has generally responded to the problems
arising out of reform by deepening reforms, which suggests that deep crisis can be avoided via a process of continued incremental change. Nevertheless, the key to sustainability will be in
how well China responds to the reform challenges still to be addressed. 
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RUC.pdMiph D.-W G. Some Tentative Conclusions 

87. The discussion of this paper has been concerned with the way that China has gone
about its reform program, and the impact on the economy of these reforms. It is clear that the 
Chinese approach has worked well in tho initial conditions under which it was launched, This 
is not to say that the outcome was apim 1, and it rmnst be accepted that other measures could 
have made the results even better. For example, it is now generally accepted in Chin,, that 
stronger monetary management in 1988 and more rapid price reform in 1990 would have 
improved matters. It must also be stressed that one of the key features of China's initial 
conditions was the absence of a need for harsh stabilization measures, and no simultaneous 
external shocks, snch as the collapse of the CMEA which has so strongly affected the countries 
of Central and Eastern Europe. This said, five key features of the Chinese reform experience 
do seem to be key elemcnts of success, which may have some more general applicability, 
irrespective of the issues related to the graclual approach, and to the special conditions that are 
unique both to China and its approach to reform. 

Five Kgy Features 

88. At the start of the "eform program, China had a large and relatively well-developed 
industrial system, but was nevertheless fundamentally a rural economy. Moreover, as the 
discussion of initial conditions suggested, the agricultural sector was highly repressed, and was 
thus ripe to respond to reforms. These factors supported the appropriateness of the decision to 
use agricultre as the enitl Dgint. Not only did agriculture respond rapidly-as it has in other 
countries such as Vietniam-but this generated the rural savings and surplus labor necessary to 
launch the next phase of reform, and created a constituency for reform. 

89. The second element that seems to have been of particular significance in China was 
the emphasis on marketization instead ofprivatization, and on the role of growth of the nonstate 
sector in diversifying ownership patterns. The spectacular growth of nonstate enterprise has 
served two key functions. 

(a) 	 It created economic growth and generated employment opportunities, thus bringing 
out significant gains from reform. 

(b) 	 It generated competitive pressure on state-owned enterprises, forcing change in their 
behavior, even though this process remains far from complete. 

This process is one that can be regarded as "privatization from below," in that, within just a few 
years, 45 percent of industrial output is now from nonstate industries. More gene.rally, this 
emphasis on creaticn of new nonstate industijes suggests the possibility of creating a competitive
framework in which state enterprises can be made more efficient without recourse to direct 
privatization programs. 

90. The gradual approach to reform runs the risk that the losers from reform can 
regroup either to oppose further change or even attempt reversal. Of course, this same factor 
can also work in the opposite diretion, as reform skeptics can be won over when the pace of 
reform is gradual, and benefits start to emerge. The particular problem in a socialist system is 
how to change the inlerest of the bureaucracy and the Party. Bureaucrats, especially at the 
national level, are among the major losers f ,nsocialist reform, with loss of power, prestige 
and, in particular, noawago income. Nevertheless, China seems to have had some success in 
reorienting the bureaucracy. The reforms created pressure on the planners because they reduced 
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central revenues and the profitability of state enterprises. Although to some extent, this caused 
part of the bureaucracy to seek to protect their profits and interests, it also redirected the interest 
of the bureaucracy towards ensuring that their enterprises were oriented towards profit-making. 
This has seen setbacks at times, but the periods of resurgence of planning theology, as in 
1989/90, have proved short-lived as even planers have four -.it hard to preserve their interests 
through such methods in the face of past reforms. We can observe in 1992 a recognition of the 
failure of planning solutions to achieve significant restructuring of state-owned enterprises during 
the previous three years. Thus, the use of decentralization and promotion of nonstate industry 
generated a reorientation of the interest of the bureaucracy away from planning goals towards 
economic performance. This coincided with the interests of the Party, which saw its political 
interests geared increasingly to the achievement of economic success. 

91. The fourth clement of the Chinese approach that is d:stinctive has been its emphasis 
on export development and more generally its entry into world markets. The big contrast be
tween this approach and that of other countries has been the pstponement of import liberal
ization to late in the reform process, although it has had the res-,t of a relatively high level of 
importation of advanced technology. This has been possible for two reasons: first, the size of 
the domestic economy has made it possible to generate competitive forces, especially among 
smaller enterprises vying for export business; second, while China had been closed to import 
competition, it h-s been very open to influence from outside in its eiiport industry, and especially 
from Hong Kong entrepreneurs, who have been permitted to impvse rigorous export design and 
quality control standards. The unique relationship between China and Hong Kong may reduce 
the replicability of this element of the strategy. 

92. The fifth key factor in the Chinese approach has been the role of the state-in 
maintaining social stability. By using the gradual approach, and by not subjecting the state 
sector to major shocks, China has succeeded in avoiding severe social costs during its transition. 
The Chinese effort has focused much less on changing old enterprises and more on generating 
new opportunities. Moreover, by postponing social reforms to the end of the reform process, 
this has given the opportunity to develop over time the institutional framework for a new social 
security system. What remains to be tested is whether China can now move beyond this 
approach to address the more fundamental issues of the state ent'.,prise sector and the 
dismantling of this social system--and indeed the issue of whether the state wishes to carry out 
this aspect of reform. Nevertheless, it is clear that this approach has avoided some of the 
serious socia consequences that could have undermin,-d the case for further reform. 

Sustainability
 

93. A key question in considering the Chinese approach to economic reform is whether 
this approach is sustainable over the medium to long term, or whether it is simply postponing 
problems that will later "come home to roost." Three potential issues for the future need to be 
addressed:
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(a) The danger of future insolvency of some large banks, as they acquire an increas
ingly weak portfolio by funding the losses of the state-owned enterprises, with
limited capital bases and small loan loss provisions. It is further argued by some
that this problem will worsen as the influence of nonstate industry rises, which
would result in the squeezing out of such enterprises from resources. 

(b) The argument that so long as state-owned enterprises remain dominant, they will 
never be able to achieve efficiency at internationally competitive levels, so that so
long as this position is maintained, China will always be a highly protected
economy, and the benefits of present reforms will fade away to lead to stagnation
until this issue is addressed. 

(c) That social tensions will mount in two directions. First, that increasing provincial
autonomy and self-sufficiency will increase further the growing regional disparities
in China, leading to increasing conflicts. Second, that the fight against poverty in
China is showing fragile gains, with many persons only just above the poverty line.
With reforms and further difficulties for the central government, the present social
safety net could collapse, pulling millions back into poverty. 

94. In other words, these arguments suggest that the gradual approach has limitations,
and that China will eventually approach these limits. This argument is based primarily on therecent experiences of the formerly socialist countries of Eastern and Central Europe. These areserious issues, and the possibility of such a collapse-forcing China into its own "big bang"-
should not be dismissed out of hand. Moreover, it must be recognized explicitly that China's
reform is indeed one which does not have successful historical precedent. But two important
factors must be stressed as sources of reassurance: 

(a) Over the existing reform period, China has generally responded to the problems
arising out of the reform experience by introducing new reforms and by deepening
existing reforms. Thus, we can see incremental reform movement over the entire 
period of the reform era, albeit at varying speeds. This gives reassurance that, as 
new problems emerge, so they too will !e met by incremental movement, so that, 
as with the past ten years, deep crisis simply will not occur. For exzrmple, this 
could result in incremental reforms which restructure existing SOEs, such that these
reforms in turn correct on an incremental basis the genuine portfolio problems of 
banks. 

(b) The gains of the reform era have been "intensive" rather than "extensive," as mea
sured by the strong productivity gains that have been registered, and China has 
succeeded in maintaining the momentum of GDP growth even during periods of
adjustment. These productivity gains are not restricted to the new industries, but
have been recorded also in the existing SOEs. This suggests that the economic
results of the Chinese approach to reform may be qualitatively different from the 
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experiences of some others that tried such an approach, and we would suggest that 
this could lend credence to sustainability, and to the possibility that China will grow 
out of its problems. The secret to this success has been China's use of 
"marketization" and the vigorous development of the nonstatc sector, which has 
been unique to the Chinese approach, and is in marked contrast to the Hungarian 
experience of the 1970s. 

95. The key to sustainability thus rests, in our view, not on any theoretical or ph,±o
sophical issues about the ultir ate level of efficiency that publicly-owned enterprises can achieve, 
but rather on the solutions that C.iina will develop towards the unfinished agenda. In particular, 
this relates to solutions to the problems of the financial sector and the state-owned enterprise 
sector and its environment. If appropriate incremental reforms are instituted, stressing growing
"marketization" and a continued associated increase of competitive forces via 4Ar.hthe,4' 

nonstate sector and trade reform, then the remarkable experience of the past decade lends hop
that the Chinese approach can indeed lead to a sustainable pattern of growth with reform. 



The World Bank/CECTM 

No October Surprise in Beijing 
The buzzword: Socialist market economy 

The recent Congress of the Chinese 
Communist Party (Beijing, October 
12-18) has been hailed as amajor vic-
tory for the reform forces in China-
and a major personal victory for se-
nior leader Deng Xiaoping who has 
seen his reform proposals adopted as 
the guiding principles for the coming
period and reform-mindedcandidates 
appointed to the leading positions in 
the Party. The Congress saw the el-
evation of what is called "Deng
XiaopingThought"to the samestand-
ing as Marxism-Leninism and Mao 
Zedong Thought. 

Deng's Thinking Prevails 

Deng's approach to policymaking, 
which is essentially the art of prag-
matism, has now been enshrined in 
the "theory ofbuilding socialism with 
Chinese characteristics." The Consti-
tution of the Party was amended at 
the Congress to include this theory 
The Work Rcport (the basic documen* 
presented to the Congress for ap-
proval) emphasizes conomics devel-
opment as a central task. The report 
also asserts: "We must not get bogged 
down in an abstract debate over wl' at 
issocialistand wbitiscapitalist."rhis 
is a more explicit version of D,;ng's 

oAteri repeated, and more colorful 
aphorism "itdoesn't matter ifa cat is 
black or white, as long as it catches 
mice." 

The emphasis on economic develop-
ment also signals an abandonment of 
the very cautious targets of the 8th 
Five-Year Plan. Instead of the 6 per-
centperyeargrowth targetofthe Plan, 
the work report calls for 8-9 percent
economic growth. (In the Bank's re-
centeconomic report on China, it was 
also estimated that with faster reform, 
growth could rise to an average of 8.5 
percent.) The report placed particu-
lar emphasis on the growth ofthe ser-
vice sector and explicitly called for an 
early'starttothefamousThreeGorges 
project. 

Ownership Targets 

The Congress has m ,Ieit clear that 
reform :olicies :,-e to remain at the 
heart .,f policymaking and that the 
refornera is regarded as China's se. 
or'j revolution. The Chinese economy 
is now a socialist market economy, 
and where previous reports all used 
the word"planning,"the current Work 
Report gives the strongest endorse-
ment to the role of the market in 
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China-and by implication criticizes 
planning. The Reportnotes that prac.
tice in China has proved that where 
market forces are given full play, the 
economy exhibits vigorous and sound 
development. 

The Congress reaffirmed that the 
household responsibility system (in
other words private farming) will be 
retained as the basic rural policy and 
thattheSpecialEconomicZonespolicy 
will be extended to many part, of 
China, includingborder areas ar Athe 
Yangtze valley (see box, page 5). The 
Congress reaffirmed multiple forms
of ownership, "so long as the public 
sector remains dominant." However,
public sector is defined as embracing
notonlycollective enterprises, but also 
locally owned -bwnship and Village 
Enterprises (TVE) and the Chinese 
share in joint ventures. This broad 
definition gives great scope for the 
continueddeclinein the share ofstate
owned enterprises in total output. 

The Party now seems poised for a 
major rationalization of the state
owned enterprises. The Work Report 
underlines the need for price reforms 
and new incentives so that "efficient 
enterprises will prosper and the inef

ficient ones will disappear." 

One of the main initiatives launched 
by the Congress is a program of gov
ernment reform, to be completed over 
a three-year period. Amajor rationalization of the central governmjient and 
the abolition of several ministries and 
agencies are expected, with the goalof creating agovernment organiza

tion that is more in line with the re
form objectives and that exercises only 
indirect control of the economy. 
The One-Patty System Remains 

The Congress reaffirmed Deng

Xir.,ping's long-held view or,political 

October 1992 



reform. Despite the debate about re
forming the system of People's Con-
gresses, a very clear statement em
phasized: "the [political] goal of the 
reform is to build a socialist democ-
racy suited to Chinese conditions and 
absolutely not a western, multiparty 
parliamentary system." 


The new Central Committee has appointed a Political Bureau expanded 
poitwntd aPeotical Bureauchex n 
to twenty persons, with much stron-
ger representation of reform-mindeJ 
leaders from such cities and provinces 
asShanghai,Tianjin, andGuangdong. 
The Standing Committee of the Poht-
buro-the most powerful group in 
China-now has seven members, and 
two ofits older members have retired. 
Among the three new members are 
Vice-Premier Zhu Rongji, the former 
mayor ofShanghai, and an economist 
who has contributed to several World 
Bank studies on China. 

The strongofficial backing for contin-
ued reforms in China is not an unex-
pected development; nonetheless it is 
of major importance. There is wide-
spread expectation that the rest of 
this decade will witness an economic 
perfrnance cvc-" bit as spectacular 
and enviable as was observed during
the firs t decade of reform. 


Peter Harrold,EA2CO,
The World Bank 

V: i 

From the Polishweekly NI-

Volure 3. Number 9 

Coastal winds blow Inward 

China's rapid growth is expected to 
continue over the next decade or more, 
based on two fundamental conditions: 
hig,..avings and investment rataa and 
a work force that is relatively skilledand healthy for a low-income country. 

During the 1980s, economic liberaliza. 
tion proceeded at similar rates in the 
country.As a result, growth was fairly 
evenly spread nationwide. However, in 
the late 1980s coastal regions began to 
develop much faster than inland re-
gions. Following 1989 the "coastal de-
velopment strategy" was criticized and 
an "industrial policy' that would apply 
impartially to the whole nation was ad. 
vocated. During the bitter ideological 
battle, however, foreign trade reforms 
were moving ahead, facilitated by the 
fact that elements of decentralization 
were already built into the system and 
driven by the need to export and the 
fact that local leaders could reap ben-
efits from attracting foreign trade and 
investment. 

Theeconomiesofthecoastal provinces, 
which were better placed to take ad. 
vantage of trading opportunities, grew 
more rapidly. In late 1991, and particu
larly with Deng Xiaoping's southerntour in early 1992, the emphasis was 

again on opening the economy to for-eign participation--a far easier task 
than framing coherent reform policies 

for the domestic economy. As a result, 
there has been increasing differentia-
tion betweencoastalandinlandChina. 
Thi is likely to continue to shape de-
velopment in the 1990s for the follow-
ing reasons: 

* Because ofpoor communications and 
less skilled work forces, inland facto-
ries are not as efficient as coastal facto-

ries--producingbetween 15perwentand 
.0 porcenzt lose per unit of input 

0 Transport costq for inland producers 
to access world markets are signifi-
cantly hijgher than costs for coast.a pro-
ducers. And informaticn about world 
market opportunities is less available. 

9 Inlandregions are relativelyconcen. 
tratedin the energy and raw materials 
sectors, which are the least reformed 
part of the state economy. State price 
controls on these itc:as actlikean addi.tional La.x on inland regions. 

e Foreign investors have been unwill
ing to invest in the interior's abundant
natural renources because ofdepressed 
global commodity markets. With 
China's still underdeveloped capital 
markets, it falls to the central govern. 
ment to mobilize the large sums ofcapi. 
tal necessary forresource development 
leaving the interior highly dependent 
on the state economy. 

Coatal regions, by contrast, are poised 
togrowrapidlyas theyare furth-. inte. 
grated into the East Asian and world 
economies. Thus far, only the provinces 
ofGuangdong and Fujian have experi. 
enced integration into the global mar
kets. Successful reform policies have 
been a precondition for this develop. 
mont. However, transfer oflow technol. 
ogy, labor-intensive manufacturing 
from adjacent Hong Kong (China) and 
Taiwan (China) playod s crucial part. 

This integration process has not exhausted its potential. .'ansna.lonal 

manufacturing is spreading rapidlythroughout SoutheastAsia, and south
era China is becoming increasingly in. 

tegratedinto these networks.A]though 
the region as a whole remains depen
dent on the U.S. market, demand for 
final goods within the region is also 
growing---lightly faster than U.S. de
mand. 

The economic regions of northern and 
southern coastal China are expected to 
expand anl meet in the Lower Yangtze 

region around Shanghai and then ex
tcnd up theYangtze valley.By 2000, theentire coastal area will be integrated 
intointernational trading relationships, 
with the "accelerated growth area" also 
incorporating selected inland provinces, 
such as Hube, and Hunan. 

(Based on Oxford Analytica) 
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CONGRESSIONAL QUARTERLY
 

Issue: "Nstatus for ChiruL 

Bottom line: Fresident Bush's decision to renew most
favored.nation (MN) trade status for China was strongly 
opposed in Congress, but lawmakers failed twice this year 
to override his veto of legislation to restrict norma] trade 
ties. 

Bis: HR 5318 - H Rept 102-658, no Senate report. 
HR 2212 - Conferer;ce report H Rept 102.392. 

Synoi -: Since lawmakers began efforts to punish China for 
the 1989 massacre in Tiananmen Square, they have been 
unable to overcome a bloc of ..enators who, like Bush, oppose 
attaching conditions to renewal of China's MFN status. 

The latest bill (H:. 5318) would have tied next year's
MFN extension to improvements in China's record on hu. 
man rights, trade and weapons proliferation. In the absence 
of such improvements,
goods from Chinese 
state-owned indvstries 
would not have been el. 
igible for the low tariffs
 
available under MEFN.
 
In targeting state in.
 
dustries, the sponsors
 
- Senate Majority

Leader George J. 
Mitchell, D-Maine, 
Rep. Nancy Pelosi, D-Calif., and Rep. Don J. Pease, D-
Ohio - hoped to undercut the administration argument
that .',bill would harm private exporters who are helping 
to bring about politica liberalization in China. 

The bill would have imposed high tariffs on Chinese 
imports unless Beijing accounted for and released prisoners
detained during the 1989 protests. China also would have 
had to make "overall significant progress" in achieving a 
list of human rights, trade and weapons proliferation objec
tives. 

Most of the work on the earlier bill (HR 2212) was done 
last year. The measure would have placed similar restric. 
tions on renewal of China's MFN status in 1992; it would 
have applied to all goods imported from China. 
Final House action: The House cleared HR 5318 by voice 
vote on Sept. 22. The House voted 345.74 in favor of an 
override Sept. 30. 

The House had voted 357-61 on March 11 to override 
Bush's veto of HR 2212. 
Final Senate action: The Senate passed HR 5318 by
voice vote Sept. 14. The override attempt failed Oct. Iby a 
vote of 69-40. 

The Senate had failed to override Bush's veto of HR 
2212 on March .6 by a vote of 60-38. 
President's actionm Bush vetoed HR 5318 on Sept. 28; he 
vetoed HR 2212 on March 2. 

CQ OCTOBER 31, 1992 - 3459 
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Executive Summary 

he implosion of the Soviet 
Empire demonstrated dramati-
cally the power of ideas in 
world politics. It proved the 
truth of an old American notion 
that once had seemed romantic: 
that the fate of America is 
intertwined with the fate of 
American ideals. 

This miraculous transforma-
tion was wrought by the demo-
cratic idea which in places like 
Gdansk, Prague and Leipzig 
emboldened workers and 
students, priests and intellectu-
als to challenge their rulers. It 
even infiltrated the minds of 
some of the rulers themselves, 
sapping their will, leaving them 
impotent to defend the old 
order. 

The spread of democracy 
serves America's interests 
because it serves the interests of 
world peace. Experience shows 
that democracies start wars far 
less often than dictatorships. 
And it serv's the interests of the 
nations to which it spreads 
because democracy is the only 
system that vindicates the rights 
with which God endowed all 
people. 

One of the simplest yet most 
powerful means of influence is 
radio broadcasting. Now that 
the iron curtain has come down 
it is possible to assess the im-
pact of four decades of broad-

.casting to Communist Europe.Fromthe eopl wholivether 
From the people who live there 
we learn that the Voice of 

America and Radio Free Eu-
rope/Radio Liberty were even 
more consequential than anyone 
Lad dared to believe. Together 

with the services run by other 
democracies, such as the BBC, 
they helped keep alive hope 
and dignity among people 
suffering under tyranny, and 
they discomfited the oppres-
sors. They thwarted the g'-and 
totalitarian design of control- 
ling the minds of the people by 
controlEng the information 
available to them. 

Though the Cold War is 
over, uctany millions around thr 
world,particularly in Asia, 
rEmain under repressive rule. 

One of the shackles with 
which these regimes try to bind 
their people is the denial of 
information---about what is 
happening in the world and 
what is happening in their own 
countries. 

This Commission was 

created to "examine the feasibil-
ity, effect and implications" of 
instituting a radio broadcasting 
service to the People's Republic 
of China and other Communist 
countries in Asia in order "to 
promote the dissemination of 
ideas, with particular emphasis 
on dvelopments within each oi 
these nations." 

The Commission believes 
that radio broadcasting can 
have significant impact upon 
trends in Asia, as it did upon 
democratic evolution in Eastern 
Europe and the former Soviet 
Union. 

Information is a powerful 

force for good. 
,"Radio is an instrument of 

peace, not a weapon of war. It 
is inexpensive and it mairn no 
one. 

* The United States has a 
unique opportunity at this 
moment in history to assist the 
wave of democracy that already 
has touched such Asian lands as 
the Philippines, South Korea 
and Taiwan. 

* The United States should 
do this because it is right. 

* The United States should 
do this because it is in its na
tional interest. 

The Commission agrees 
unanimously that increased 
broadcasting to the Communist 
countries of Asia-and others in 
that region where repression 
hobbles the operation of full 
and free domestic news me
dia-by means of "Home 
Service" radio broadcasting is
desirable, feasible and in the 

national interest. 
By "Home Service," the 

Commission means a service 
broadcasting the kinds of 
information-particularly
 
information about events and 
developmentaswithin the coun
try itself-that would be avail
able if there were n'ogovern
ment censorship, and no repres
sive control of media. it is 
occasionally referred to as 
"Surrogate" radio.1 

To be effective,such a
 
fetpiofessional
servic be 

Mr. Anderson Mrs. Chen&, Dr. 
Goldman, and Mr. Mater note that there 

ar many different and often inaccurate 
interpretations of the Iterm "Home 
Service" and oftcn inaccurate interpreta
tions of the term 'Home service" and 
"Surrogate Servke" but accept this 
limited definition. 

The Commission on Brocdcasting to the People's Fepublic of China • 1 



and dispassionate, not polemi-
cal and not propagandistic. It 
must include strong research 
and monitoring functions to 
assure accuracy. It must have 
the commitment to journalistic 
independence without fear or 
favor similar to that displayed 
by Radio Free Europe and 

Korea, Vietnam, Cambodia, 
Laos, and Burma. 

2.A majority of the Con-
mission (Cutchall, Hughes, 
Mosher, Muravchik,Tyson,and 
W Mttenberg)recommends that 

the new service be insulated 

from the Voice of America and 

To be effective, [radio broadcasting] must be professional 
and dispassionate, not polemical and not propagandistic. 

Itmust include strong research and monitoring functions 
to assure accuracy. 

Radio Liberty in broadcasting to 
Eastern Europe and to the 
Soviet Union. 

A majority of the Commis-
sion believe that for reasons 
spelled out in Part One-
Conclusions and Recommenda-
tions, this service must be 

eparate and insulated from the 
Voice of America and the 
United States Information 
Agency, and should be operated 
under the auspices of the Board 
for International Broadcasting. 

A minority disagree, and for 
reasons spelled out in that same 
section, believe the Voice of 
America should be asked tocreia shudoeae tevc 
create and operate this service 
by expanding on current broad-
casting to China and Asia, 
emphasizing reporting of 
internal events. 

1.The Commission recom-

mends that the United States 

introduce a new "Home Ser-vie racsigregion 
vice" broadcasting operation to 
totalitarian countries in Asia, 
with particular emphasis on 
China. The countries envisioned 
in addition to China are North 

operate under the auspices of 
the Board for International 
Broadcasting and its citizen 
oversight board. A Lminority 
(Anderson, Cheng, Goldman, 
Mater) recommends that new 
service operate under the Voice 
of America. An eleventh mem-
ber of the Commission (Marks) 
withdrew from the final delib-
erations and abstained from 
voling because of a possible 
conflict of interest. 

3. The Commission recom-
mends unanimously that a new 
service, if created, not be called 

I 
or "Radio
"RadioFree Asia,"
Free China," but instead adopt a 

less confrontational name, such 
as "Asian Information Radio," 
or "Asia Democracy Radio." 

4. The majority recommends 
that the headquarters of the new 
broadcasting service be located 
on American terrtory,in a 

on merican rawinwhere it can draw on 
pools of Asian broadcasting and 
journalistic talent. Los Angeles 
or San Francisco are the pre-
ferred locations. 

5. The majority recommends 

that the new service not embark 

on a program of transmitter 
construction, but lease time on a 
variety of transmitters presently 
available in various locations 
that can beam strong signals to 
the target countries. For the 
foreseeable future, the most 
effective means of delivery will
 
be by shortwave radio,although
 
the new service might also lease 
time on medium wave transmit
ters where these are available 
and effective. 

6.The majority recommends 
that the new service be 
launched within 6 months of 
approval, with particular em
pliasis on China, phasing in 
additional hours and languages 
in the next 12 months, making 
the service fully operational 
within 18 months. 

7. The majority estimates one 
time startup costs would be in 
the region of $30 million, and 
annual operating costs, with all 
programming under way, in the 
region of $35-39 million. 

8. The Commission recom
mends that whoever operates 
the new service, its expense 
should in part be defrayed by 
suspending the tieffective 
operations of Television Marti
as distinct from the effectiveservice of Radio Mairti. 

9. The Commission is unani
mous in recommending that 
although Burma is not a Com
munist count, the new radioshouldservice nevet: .less 
include that country whose 
icueta onr hs 

ruling dictatorship is one of themotrpesvintewld

most repressive in the world. 

10. The Commission recom
mends unanimously that the
 
Voice of America increase its 
existing broadcasting to China, 

paiticularly in Cantonese. 

2 • The Commission on Broadcasting to the People's Republic of China 



THE ENVIRONMENTAL EFFECIS OF Wilfrldo CruzSTABILIZATION AND STRUCTURAL Robert Repetto
ADJUSTMENT PROGRAMS:1HE PHILIPPINES CASE 

Foreword
 

he Earth Summit in Rio demonstrated 

worldwide support for the principle of 
sustainable economic development,

Under the banner of sustainable development, 
governments, environmental activists, and 
development bankers now scrutinize the envi-
ronmental impacts of such individual invest-
ment projects as roads and dams. Although 
the results of these assessments are often con-
troversial and sometimes unsatisfactory, at least 
all participants agree that scrutinizing the po -
sible environmental consequences of invest-
ment decisions is necessary and important. 

Compared to decisions on individual invest-
ment projects, decisions on tax, credit, in.erna-
tional trade, and other macroeconomic policies 
can have much more far-reach~ig and perva.
sive environmental consequences. By affecting 
the incentives of millions of firms and house-
holds, macroeconomic policies can either 
unleash or discourage resource exploitation and 
degradation. However, until now, the envirun
mental consequences of macroeconomic policies 
hive nev" been rigorously scrutinized. In fact,
the models used by analysts in government
and research institutes to project the results of 
macroeconomic policy decisions assume away
all possible environmental consequences. They 
are simply outside the analyts' field of vision, 
Consequently, debates about the environmental 
sustainability of macroeconomic policies have 
been ill-informed and perfunctory. 

With so many developing and formerly corn

munist nations undergoing sweeping economic 
change, understanding the complex intercon
nections among macroeconomic policy change,
structural economic change, poverty, popula
tion growth and environmental degradation is 
not an academic exercise but a pressing real
world necessity. In The Environmental Effects of 
Stabi/izationand Structural Adjustment Programs:
The Philippines Case, Wilfrido Cruz, a former 
WRI associate and Robert Repetto, WRI vice 
president and senior economist, begin dosing
this knowledge gap. The authors examine the 
environmental implications of uacrotuiomic
policies in the Philippines during the 1960s and 
1970s, before the onset of the debt crisis in the 
early 19a0s, and also the consequences of the 
ensuing stabilization and structural adjustment 
programs financed by the IM and the World 
Bank. They find that macoeconcamic policies in 
both periods had momentous, and little under
stood, environmental consequences. 

In this study, a natural resour ! accounting
methodology developed largely by RI is 
applied to the Philippines to demonstrate that 
its development strategy drew down natural 
resource assets while it built up external finan
cial obligations, markedly undermining the 
country's national balance sheet. Macroeco
nomic policies prior to the debt crisis provided
few incentives to manage forests, soils, or fish
eries for sustained productivity. 
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The analysis also shows how macroeconomic 
policies encouraged the rapid growth of rela-
tively inefficient, pollution-prone processing 
industries, especially in the metropolitan 
Manila region, which consequently suffered 
severe environmental degradation. Although 
this process of overconcentration and degrada-
tion was observed as it occurred, little effort 
was made until too late to r,verse the incen-
tives that drove it. 

Cruz and Repetto come to markedly different 
conclusions than previous observers about the 
environmental consequences of the stabilization 
policies designed to cope with the debt crisis, 
They find that the principal impact was not to 
force the Philippines io export its natural 
resources more rapidly to service the debt, as 
some have asserted. Because of the worldwide 
slump and domestic supply constraints, natural 
resource exports actually declined during the 
stabilization peri-d. Rather, the principal 
impact was to se..d millio.s of unemployed 
and impoverished households as migrants into 
forested regions and onto marginal lands to 
seek a subsistence livelihood as shifting 
cultivators. 

Based on their analysis, the authors conclude 
that structural adjustment policies, including 
trade liberalization and tariff reform, must be 
accompanied by other domestic policy changes 
to e.sure sustainable use of natural resources. 
They point to options for the Philippines, such 
as reforms in resource taxation and land ten-
ure, that could have forestalled much environ
mental damage, and they discuss alternative 
adjustment measures that could better have 
supported ei ployment and eased the burden 

vill 

of poverty, thereby mitigating environmental 
pressures. 

Policy-makers in development assistance 
agencies, international financial institutions. 
and developing countris can build c.:. this 
report's analytical framework to design envi
ronmental considerations into structural adjust
ment and stabilization policies. It is to be hoped 
that the World Bank and the International 
Monetary Fund will develop and apply such 
new .nalytical approaches-and that environ
mental advocacy and watchdog organizations 
will elevate their scrutiny of national economic 
policies and structural retorm programs. 

The Environmental Effects of S&abilization and 
Structural Adjustment Programs: The Philippines 
Case extends and complements such recent 
WRI studies as Accounts Overdue: Natural 
Resource Depreciation in Costa Rica, Paying the 
Farm Bill: U.S. AgriculturalPolicy and the Transi
tion to SustainableAgliculture, Wasting Assets: 
Natural Resources in the National Income Accounts, 
and The Forestfor the Trees: Government Policies 
and the Misuse of Forest Resources. 

WRI would like to thank The Rockefeller 
Foundation and the Netherlands' Ministry for 
Development Cooperation, whose generous 
support made this study possible. We owe 
them a debt of gratitude for their support of 
WRI's work in natural resource accounting as 
well. To both, we express our deep 
appreciation. 

James Gustave Speth 
President 
World Resources Institute 



Conclusions
 

Adjustment for Sustainable 

Development 


he focus of macroeconomic policies in 
the Third World must extend beyond 
the immediate crises and encompass

longer-term goals of sustainable development. 
At present, stabilization programs do not. 
Structural adjustment programs, even though 
they are intended t -reate an appropriate
policy framew.rk for lone-term growth, also 
omit crucial environmental -aJeguards. Macro-
economic policies determine patterns of pro-
duction, trade, investment, and income distri 
bution. For good or ill, they therefore 
inevitably also influence how natural resources 
and the environment ae used. 

Policies that depress savings and lower the 
returns to investment shift resource use toward 
the present. Unmanageable domestic and exter-
nal indebtedness are widely observable symp-
toms of this intertemporal reallocation. Less 
scrutinized but even more serious has been the 
depletion of natural resource assets. And yet, 
the analysis of the Philippines expeience 
demonstrates that the rise in external debt and 
the depletion of natural wealth are both part of 
a general deterioration in the national balance 
sheet. They both arise from short-sighted poll-
cies. To promote sust-inable development, 
macroeconomic policies must provide strong
incentives to build capital--not just financial 
ar.d -ndustrial capital, but also natural resource 
and human capital. The deterioration of r. 

nation's natural resource endowment is at least 
as serious an obstacle to sustainable develop
ment as the deterioration of its international 
credit standing. 

The rise in externaldebt and the 
depletion of nahui'a'lwealth are both 

partef a generaldeteriorationin the
national balance sheet. They both arise 
rom sh 

rt-sighted policies. 

Reallocation of productive resources among
sectors to achieve greater efficiency is the 
essence of structural adjustment programs. 
Changes in market incentives through reform 
of trade regimes, domestic price structures, 
taxes, and subsidies are the policy instruments 
of reallocation. Howeve-, if full environmental 
and resource costs are not reflected in the 
incentives resource users fire, then efficiency 
will not be achieved either in the short or the 
long nn.. The Philippines study shows that 
macroeconomic policies without adequate 
environmental controls have increased emis
sions, concentrated pollution and congestion, 
increased pressure on open-access resources, 
and encouraged overexploitation of depletable 
resources. Structurl adjustment policies have 
been designed without adequate consideration 
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of such effects and implemented without the 
safeguards and corrective policies needed to 
control and reduce ,dverse environmental 
impacts. Without these intrinsic environmental 
components, there is no assurance that they 
effectively promote sustainable development, 

Structuraladjustm'nt policies have 
been designed without adequate 
considerationof ecological effects and 

implemented without the safeguards 
and correctivepolicies needed to 
control and reduce adverse 

environmental impacts. Without these 
intrinsicenvironmental components, 
there is no assurancethat they 

effectively promote sustainable 

development. 

Such safeguards should not be regarded as 
impediments to structura! adjustment policies 
or burdensome concessions to environmental 
interest groups. Indeed, policy and institutional 
reforms to correct environmental fadires are 
complementary and essential components of a 
structural adjustment program. Policies can 
readily be identified that reduce environmental 

damage and simultaneously promote other eco
nomic objectives, such as fiscal balance, pov
erty alleviation, and economic efficiency. The 
Philippines study identifies several important 
examples, such as the taxation of resource 
rents, energy taxes, and the elimination of 
industrial incentives. 

Recognizing the role of macroeconomic poli
cies in environmental decline is the critical first 
step in fonnulating such an alternative 
approach. The World Bank and the IMF, as the 
main proponents and supporters of macroeco
nomic policy reform in the developing world,
should actively promote new analytical 
approaches that simultaneously address struc
tural reform and environmental needs. Theseinstitutions should have the capabilities and 
resources needed to carry out studies such as 
this one, with far greater sophistication and 
thoroughness, in cooperation with all of their 
clients. 

Environmental organizations should also 
recognize that they need to extend their scru
tiny and advocacy beyond their traditional con
cerns with individual investment projects and 
sectoral policies. They will have to take posi
tions on national economic policy and struc
tural reform programs. Those positions should 
be based on a deeper understanding of the 
direct and indirect workings of macroeconomic 
policies, not on oversimplifications and over
generalizations regarding complex issues. This 
is a challenge to become involved, not an 
excuse to stand aside. 

Wilfrido Cruz was an associate at WFJ while completing this report. He was project manager of 
this Philippine macroeconomics and sustainable development study and of the Costa Rica natural 
resource accounting study. He is t.urrently with the Environment Department of the World Bank. 
Robert Repetto is Vice President and Senior Economist at WRI and Director of the Institute's Pro
gram in Economics and Population. 
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EDITORIAL/OPINION 

Malaysia: Asia's Next Mirach
 
and an adequate infrastrwutunare under strainB JOSEPH P. QUINLAN 

Malaysia's economy is like the Energizer D 
ny. it keeps going and going and going. 

Indeed, for the fifth straight year, Malayaia 
expects to achieve real gross domestic product 
groirtb in excess of 8% !n 1992. Not bad for a 
nation that les than adecade ago relied cn a few 
primary commodities for growth, 

Those days have long passed, however. Today, 
Malaysia ison the industrial fast track anid a top 
candidate to become Asia's next newly indusvr. 
alized country. Three key economic indicators 
underscore the industrial ascent of Malaysia. 

One is the surge In manufactured goods as a 
percentage of total exports. Bolstered by foreign 
direct investment, manufactured exports like 
semiconductors, electronic consumer goods, elec-
trical machinery and other items soared over the 
past five yeari and presently account for nearly 
two-thirds of Malaysia's total export earnings. 

Conversely, the role and importance of tradi-
tonal exports - tin, rubber and paln oil - have 
declined. Agricultural commodity exports made 
up 80% of total exports earnings in the 1970s, but 
now repreoent Just 20% of total exports, 

r-
centage of GDP is another indicator of Malay. 
ala's push toward industrialization. Up through

andm neralsin But tthe sector. onu-r31986, the manufacturing sector was secondary toInieosm 
agriculture and the minerals sector. But mann-
facturing output currently accounts for nearly 
30% of GDP, having expanded by double digits 
every year since 1987. 

MKnufacturing now is the strategic driver of 
the economy, while the agricultural sector, 
though still a considerable source of employ-
rent, has seen its share of GDP drop below 20%. 

Rapid per-capita income growth ia the third' 
sign of Malaysia's economic advancument. The 
nation's per-capita GDP stood at roughly $1,800 
In 1986, but has )um-ed by more than W%since 
then. 

It now stands at roughly 12,600, which is twice 
that of-that of Thailand and nearly six times 

Indonesia, In Southeast Asia, only Singapore has 
aighneita o GPth a Malysina.r

per-capita GDP than Malufia.Whigher
Why the sharp acceleration in manufactiuing 

outnut and exports, along with the jump In per-
Maplta incomed
Malaysia's industrial takeoff rooted in the 

market reform measures begun in 1916, snd in 
the accompanying surge in foreign investment 
over the second half of the 1980 . 

Following a brief but budden recesion in 185 
- the first downturn since independence - the 
government revamped its industrial policies aid 
became more receptive to foreign Investment. 
Growth in heavy Industries was de-emphasized, 
while large state enterprises were sold off. 

The New Economic Policy, a program de-
signed to redistribute wealth to the "onomicaby 
underprivileged Malays, was revised asweLl 

The state's new priorities became prtvate sec-
tor development and reduced dependence on 

end, a largecommodity exports. Toward this 
privatization program was launched, the finan-
cia! system was reformed and ney. wage guide-
lines and labor practices were implemented. 

In addition, new tax incentives and regula-
tioas were introduced to attract foreign invest-
ment - a decision that paid off handsomely. 

Over the 1986-91 period, foreign investment 
rose almost tenfold, from $675 million to $64 
billion, with the bulk of the investment from 
Japan and Taiwan. For manufacturers like Fujit-
su, Matsushita and Sony, Malaysia was an ideal 
offshore site given the nation's low wages, cheap 
currency, efficient infrastructure and abundant 
ratural resources.Many of these attributes, notably cheap wages 

__ndigenous 

' 

.... 

-

omanaging 
/ 

o 

"Suppose Japan lifts Its trade barriers 
and our poducta sill don't sell?" 

today, and have begun to wo'-rJoreign Investors. 
Indeed, the growing concen of Investors are 

not unfounded: Five years oflady growth have 
spawned inflationary presure labor shortages 
and Infrastructure bottlened. That't the bad 
news. 

The goods news it that t government baa 
embarked on an aggressive irgram, outlined in 
the Sixth Five-Year Plan corung 1991-95, that 
addresses Malaysia's moat pming problems. 

To increase and ensure isteady supply of 
power, for istance, several iw power stations 
are under conitruction. The pn isto double the 
country's electricity supply inhe nert 10years. 

New roads, airportr and otr infrastructural 
projects also are in the workarith US billion to 
$3 billion earmarked for ini,tructural devel
opment alone in the Sixth Malisian Plan. 

Upgrading the technical sk3 of the nation's 
labor force is anoLer prioritof the five-year 
plan. The emphasis is on cating a pool of 
engineers, scientists and otherechnical person.
 
nel essential to promote Malyia's long-term
 
economic dcvelopment.
 

In the sbort-tenrt, the goveissent has eased
 
restrctions on imported labor tnover manpow
er shortages in the construction iustry. 

And ii n attempt to deepen adbroaden themanufacturing base, ew foreign InufcrngbetfrinI
vestment is being channeled ti value-adde4 
productsro like automotive comp:oU and cornputer part. 

In addition, more investm..ntlncentlves re
q I aire moreignto forge nsinvestors with local 
suppliers. Thi, in turn, will faclte the transfer 

p.oftchnology, enhance local magerial skilhs 
upgrade the product qualty of iigenous firma 
and, in time, baunce the need r capital ir
porn. , 
pnfraotructural bottlencks, bor shortages, 

Indstrial development - these d other hal 
Inges will have to be hurdledn the cotng 

gyearsif Malaysiae to emerge Asia' next 
newly industrialized nation. 
nel indstialze nain 

Despite the economy's receat performance, 
some still doubt the nation's capcity to move 
ahead. Yet, given the governmel's record in 

the economy and the ntion's copious 
natural endowments, the oddi art that Malay
sia's industrial rise will keep loinand going. 

Joseph P. Quijan an inlerntiol ecooomst, 
wrjites ollea about Asia. 
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executive Summary 

Backiround
 

i. For most of its 70-year history as an independent state, Mongolia
 

has been a centrally planned economy with extremely close ties to the Soviet
 
Union, particulerly since 1946. During this period, the country has been
 

gradually transformed from a rural, essentially nomadic economy to one with a
 

large indust-ial sector, mainly for the production of semiprocessed raw mate

rials. Industrialization was made possible by large investments and loans
 
from the Soviet Union, particularly in the early 1980s, which permitted
 
Mongolia to run large fiscal and external deficits and to enjoy relatively
 
high rates of growth.
 

ii. This situation began to change in the mid-1980s as Mongolians became
 
increasingly dissatisfied with the rigidities of the centrally planned system.
 
Some reforms were initiated as early as 1986 but did not improve the situation
 
dramatically. After popular demonstrations in March 1990 and the country's
 
first multiparty elections in July 1990, a new coalition government was formed
 
that pledged to "construct a market-oriented economy." Since then, the gov
ernment has embarked upon a comprehensive program of reforms covering the
 
entire spectrum of economic poli.cies, including privatization, price liberal
ization, and the establishment if new institutions for macroeconowic manage
nent.
 

iii. Ths new policy framework coincided with two major external shocks 
that havo seriously affected the economy. First, owing to its own economic 

difficulties, the Soviet Union terminated its financial and technical assis
tance to Mongolia in 1991, except for the complation of ongoing turnkey proj
ects; it has also found it difficult to maintain regular supplies to MongoLa
 
of essential commodities such as cement, fertilizers, petroleum and spare
 
parts. Second, the collapse of the Council for Mutual Economic Assistance
 
(CMEA) system in 1991 has seriously disrupted Mongolia's external trade.
 

iv. Thus, Mongolia's economic reform process has begun under adverse
 

circumstances. The external shocks have had two major effects. In the short
 
term, they have necessitated strong stabilization measures to reduce large
 
structural deficits in Mongolia's fiscal and external accounts. For the
 
longer haul, they have emphasized the need for immediate policy changes to
 
reorient and restructure the economy, so that efficient, self-sustaining
 
growth can be resumed as soon as possible.
 

Recent Developments
 

v. The impact of the rapidly changing external environment was first
 

felt in 1990, when GDP fell by 2.1 percent, the first decline in many years.
 
A steeper drop occurred in 1991, estimated at over 16 percent. Among the
 

major sectora, the most rapid decline occurred in the construction sector, as
 

investment decreased dramatically following the abrupt termination of external
 

assistance. This has already created a rapid increase in unemployment,
 

despite the moderating effect of the development of the prii ate sector, which
 
has been creating new jobs in response to economic liberalization.
 



leading to problems in financing
vi. The reduction in foreign savings is 


the fiscal deficit, equivalen: to about 17 percent of GDP in recent years. In
 

1991 the government resorted to heavy indirect borrowing from the central
 

the conversion of enterprise profit ramitbank. Reforms under way, ouch as 


1 cen to taxes and changes in the price structure, 
have reduced old sources
ta


of fiscal revenue, while new ones are not yet fully effective. Credit to
 

government and state enterprises together increased in 1991 by almost 50 per

cent. Credit to private enterprises also grew, fourfold. Estimating the
 

impact of this credit expansion on inflation is not easy, because data are few
 

and because the administrative doubling of most prices in Janurry 1991 makes
 

comparisons with earlier years unreliable. In addition, prices increased fur

ther, by an estimated 120 percent in 1991. The rapid growth of money supply
 

in the face of declining production thus raises the specter of hyperinflation.
 
are being given top priority.
This is why stabilization measures 


vii. Perhaps the most serious impact is visible in the foreign trade
 

sector. In 1986-89, Mongolia's current account deficit vas equal to about
 

30 percent of GDP. The deficit declined sharply in 1991, as importc and
 

exports of goods and services fell by about 75 percent and 45 percent, respec

tively, from their 1989 levels in the face of the CIEA and USSR difficulties.
 

Reserves became negative as Mongolia turned to hard currency imports to sup

plement denlining CMEA supplies. All this has been compounded by recently
 

poor prospects for some of Mongolia's main hard currency exports--cashmere,
 

wool, and leather products.
 

viii. Thus, a wide range of measureG is needed, both to arrest this seri

ou: economic decline and to stimulate efficiency gains and create new sources
 

of growth.
 

Stabilization and Macroeconomic Reforms
 

ix. Mongolia has moved swiftly to remove its old central planning sys

tem, and new institutions and policy instruments are being p-.t in place. In
 

May 1991, a new central bank uas created and the commercial functions of the
 

old monobanking system are being pri-'atized. Now that the central bank ia
 

operational, it has begun to tighten monetary policy, and strict money and
 

credit targets have been adopted as part of Mongolia's ;tand-by program with
 

the International Monetary Fund (IMF). Clearly, with recent runaway money
 

growth and rapid inflation, reimposing monetary discipline is the central
 
Beyond this, its main priority will
bank's mct important and immediate task. 

be to establish itself and train its staff to regulate and supervise a private 

banking system, and to complete the privatization of its commercial banking 

functions. Privatization has not proceeded as fast as had been expected, not
 

least because of the many bad loans on the books of these banks as a result Cf
 

past directed credit. While it is necessary to remove nonperforming loans
 

from the banks' portfolios before privatization, it will also be necessary to
 
avoid monetizing such debts.
 

X. Among the fir:t measures tlat the government instituted were reforms
 

of the taxation system, recognizing that old sources of finance would fast
 

disappear. Indeed, continued adjustment of public finances remains at the
 

heart of the stabilization effort and Lf the program to create a new economic
 

system. Already, new corporate and personal income taxes have been insti
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tuted, and a new customs tax has replaced the old import price differential
 
system. New indirect taxes have been imposed to fill the large revenue gap.
 

xi. The authorities have begun to reduce public expenditures, primarily
 
by postponing or eliminating investment expenditures and by cutting the size
 
of the civil service. In addition, cost recovery measures are planned to
 
reduce net outlays in health and education. The major area still needing
 
effort is reducing subsidies, which account for a quarter of public expendi
ture. Industrial and trade subsidies should be eliminated rapidly, as part of
 
the transition to a market economy.
 

xii. On the external side, Mongolia has relied heavily on exchange rate 
measures and barter trade to adjust its external accounts. The rate moved 
from Tug 3 -. $1 in June 1990 to Tug 40 - $1 today. However, a special rate of 
Tug 7 - $1 was maintained until November 1991 and then Tug 75 - $1 until March 
1992 for barter trade with the Soviet Union. Foreign exchange retention is 
permitted (to differentiated ceilings) and can be exchanged in a third, par
allel exchange market, at higher rates. However, nothing similar to the lib
eralization of foreign exchange has taken place in trade, which is still domi
nated by the old trade corporations and by comnulsory state orders. Removal
 
of this monopsony situation is urgently needed to improve incentives for non
state corporations to increase export efforts.
 

xiii. Finally, the authorities have yet to define clear policy coordina
tion mechanisms with regard to macroeconomic issues. The old central planning
 
system has been formally discarded but has not yet been fully replaced by new
 
institutions and processes. Despite help from international agencies, these
 
mechanisms are only slowly emerging.
 

Policies for Structural Change
 

xiv. Mongolia has also moved to institute a wide range of policies to
 
improve efficiency in its industrial, agricultural, and service sectors.
 
These will need to be supplemented by medium-term development strategies and
 
accompanied by a reorientation of the role of government. Price reform has
 
been given a central role. Already prices accounting for some 70 percent of
 
all transactions have been liberalized, and some of the remaining 30 percent
 
(excluding some public services) are scheduled to be freed by the end of 1992.
 
While this is encouraging, price liberalization needs to be accompanied by the
 
abolition of the state order system, especially the state marketing organlza
tions in the agricultural sector. Instead, such organizations may offer in
 
some cases minimum support prices to ensure some stability to farmers as new
 
mechanisms are developed. For the remaining public services, appropriate
 
pricing policies will be necessary, especially passing through the full cost
 
of imported products, where the highly overvalued barter exchange rate has
 
caused severe distortions.
 

xv. The government has placed privatization of state-owned enterprises
 
at the center .,f its reform program. Over 2,000 enterprises, including 340
 
large ones, are to be privatized through a voucher system. Originally, the
 
government hoped to achieve this over a twelve-month period, but has since
 
adopted a more realistic three-year timetable. It will be important to link
 
the pace and sequencing of the privatization program to reforms in other
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areas, in particular price and marketing reforms. Marketing reforms must
 
precede privatization, not follow it. A particularly difficult issue is how
 
to treat the enterprises' Tug 10 billion of domestic debt. Clearly, enter
prises will have to be valued on a net basis, and debt may have to be con
verted into long-term bonds. Care will also be needed in addressing the pos
sible macroeconomic impact of privatization, especially the distributional
 
effects of the ownership transfer.
 

xvi. Considerable effort has gone into the price reform and privatization
 
programs, but less attention has been given to promoting new pr:ivate sector
 
activities. Good progress has been made on the enabling environment, but this
 
will need to be backed by supportive institutions. Sufficient credit, for
 
example, must be available for new private enterprises so that they do not get
 
squeezed out of the market by state-owned ones. Similarly, a significant num
ber of enterprises (in terms of asset value) will remain in public hands
 
indefinitely and others for some time prior to their privatization; early

thought will need to be given to how such enterprises will be managed and
 
regulated and how the state's ownership role will be exercised.
 

xvii. These reform issues--especially price reform and privatization--will 
be crucial for medium-term sectoral development. In agriculture, privaciza
tion of the herds and a full role for market forces are the main issues. 
Industry is hampered in particular by inefficiency anc locational issues 
deriving from the central planning system. The energy sector has suffered 
from poor pricing policies, and from lack of access t. modern technology, 
which has had an adverse impact on the urban enviroment.
 

xviii. As reforms take hold, government will have to assume new roles. 
Preparation for this shift needs to start soon. For example, the Zovernment 
will continue to have a role in providing agricultural services; industria, 
retraining, and especially management development, will be required; and pub
lic investment will need to be refocused away from production and toward 
financing essential economic infrastructure. The latter is especially impor
tant in trangport and energy, where capacity constraints could pose serious 
obstacles to economic diversification, especially in terms of external trade. 
There are perhaps two key roles for govarnme-'. First is to reorient the
 
government itself and the civil service to managing an economy indirectly
 
instead of by the old administrative means. It is evident, for example, in
 
the program to promote small business, that the government still thinks in
 
terms of direct actions rather than enabling policies.
 

xix. The second is to focus resources on the social safety net. The
 
socialist system made notable achievements in terms of health, education,
 
housing, and poverty alleviation. In the rush to discard the old structure,
 
these functions of government should rot be forgotten. During stabilization,
 
special efforts need to be made to protect the most vulnerable groups from the
 
effect of output declines and relative price shifts. At the same time, long
term gains in human rescurce development need to be maintained and improved.
 

Development Prospects
 

xx. Mongolia's medium-term development prospects include its well
educated labor force, abundant agricultural and natural resources, and the
 

1V;
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traditional resilience of its rural economy. However, the country also faces
 
a number of basic develormental constraints, in addition to its serious short
term problems. In 1991, :he economy was hit by severe external shocks, and
 
the authorities responded with a strong stabilization program and simultaneous
 
structural reforms. The program was designed to limit the decline in GDP to
 
5 percent in 1992 and, after a year of zero growth in 1993, to resume average
 
growth of 3 percent annually thereafter. (As in other socialist economies in
 
transition, GDP growth rates can be seriously understated during reforms
 
because of large relative price shifts and unmeasured activity.]
 

xxi. This scenario was based on two critical assumptions: that
 
Mongolia's external environment would not deteriorate further; and that the
 
government's reform prbgram and policies would be effectively implemented on
 
schedule. The greatest risk to the government's program is the prospect of a
 
further collapse in trade with Russia and other former Soviet republics.
 
Given Mongolia's high import dependence and harsh climate, this breakdown in
 
trade could have potentially devastating consequences on its economy and
 
people, although its rural sector may provide some resilience and security.
 
Even in the absence of further external deterioration, the government's tar
gets may not be achieved because of policy failures, either in design or
 
implementation. The program's realization may therefore require bolder and
 
firmer reform measures by government and a strong response from the private
 
sector.
 

xxii. Throughout the period of stabilization, Mongolia will have to rely
 
heavily on external financing if it is to have an acceptable minimum level of
 
imports to maintain production and begin a modest recovery. Nevertheless, the
 
balance of payments io subject to considerable risk, implying that Mongolia
 
should obtain external financing primarily on concessional terms, with
 
restricted access to commercial sources. If such terms can be achieved,
 
related debt service should not be a problem, provided that the servicing of
 
Mongolia's debt to the former Soviet republics remains manageable.
 



What U.S. Companies Need to Know About Office of Inventions (NOI, ,ith re,ew
PiVin certain circumstances by the StateIntellectual Property Protection inVietnam Committee for Science and Technology 

Companies seeking trademark regis-Prepared by the Patent and Trademark Office tration should note that Vietnam vestsand the Office of the Pacific Basin, 	 ownership rights in the first entity to file 

U.S. 	Department of Commerce an application, regardless of prior use of 
a mark. Prior to seeking patent protection in Vietnam. U.S. companies may

U.S. companies may be vulnerable to trademark, or copyright, and the pros- wish to review Vietnamese law pertain
the activities of trademark pirates who ecution of a defense to any such ig to tevue o ine uder 
are registering the marks of U.S. com- proceedings; eingto the use of an invention under 
panies in Vietnam. 9 The payment of fees to Vietnam, certain circumstances by the 

The U.S. Department of Commerce either directly or through an attorney or government. 
has received information from at least representative, in connection with the Copyright Protection 
one U.S. company indicating that trade- above or for maintenance of a patent,mark piracy is occurring in Vietnam to trademark, or copyright; For foreign works to be protectedthe extent that internationally well- * The payment of reasonable and country, there must be a bilateraknown trademarks owned by U.S. com- customary fees currently due to at- multilateral commitment on behallpanies are being registered by other than tomeys or representatives in Vietnam in both countries to protect works oftheir rightful owners. Vietnam is the connection with the above, other's nationals. Currently, nosubject of a United States trade and The regulations do contain limitations commitment exists between the Urfinancial embargo pursuant to the Trad- upon powers of attorney and transfers of Statis and Vietnam A draft copying with the Enemy AcL, 50 U.S.C. App. property. Therefore, any company pro- law for Vietnam appears to antici5(b) and implemented by the Vietnam ceeding to obtain, 	defend, or maintain a that Vietnam will join one of theForeign Assets Control Regulations, 31 patent or a trademark registration should international copyright conventions,CFR Part 500. The embargo became ensure that it remains within the scope Berne Convention or the Univcapplicable to North Vietnam on May 5, of permitted activities. Questions con- Copyright Convention, to which1964 and was extended to cover the cerning the embargo should be referred United States already belongs. Erwhole country when South Vietnam fell to Jeff Braunger in the Office of ment of such legislation, followedto the North on April 30, 1975.' Foreign Assets Control, Treasury De- accession by Vietnam to onc or bot]Trademark registrations obtained in partment, tel. (202) 622-2480. these convcntions, would providtSouth Vietnam before 1975 and not re- basis for the protection of U.S. work

registered in the Socialist Republic of Industrial Property Protection Vietnam. Vietnam dos not now hal 
Vietnam by December 1982 were invali-dated. Therefore, most U.S. companies The Socialist Republic 	 copyright registration system.of Vietnam is
do not own trademark registrations in a member of the Paris convention for

Vietnam and these companies may be the Protection of Industrial Property of

vulnerable to the activities of trademark March 20, 1883 (Stockholm Text), the

pirates. 
 Madrid ,greement of 1881 concerning


The U.S. embargo of Vietnam permits the International Registration of Marks,

U.S. companies to obtain, defend, and and the Stockholm Convention July 14,maintain trademark registrations, as weli 1967, establishing the World Intellectual
 
as patents and copyrights. Property Organization (WIPO). Of the


While the U.S. embargo prohibits above, the United States is not a
 
most trade and all investment with. member of the Madrid Agreement, thus,
Vietnam, Section 500.528 of the regula- U.S..companies may not avail them
tions permits certain transactions in selves of the Madrid Agreement to

connection with 
 obtaining, defending, obtain' trademark registrations

and maintaining trademark rights by any internationally.

U.S. entity or individual who is not, Industrial Property Decree No. 13

according to the regulations, a desig- LCT/HDNN8, as amended 
 by subse
nated national. The regulations permit quent decrees and regulations, defines

the following: rights in, and establishes procedures for
 

a The filing and prosecution of any protecting trademarks, inventions, utility
application for a Vietnamese patent, solutions, and industrial designs in

trademark, or copyriglt, or for 
 the Vietnam. U.S. companies proceeding torenewal thereof; 	 obtain patents or register trademarks in 
• The receipt of a Vietnamese patent, Vietnam must work through an indus

trademark, or copyright; trial property agent located in Vietnam

0 The filing and prosecution of op- and recognized by the Socialist Republic


position or infringement proceedings of Vietnam. Applications are submitted

with respect to a Vietnamese patent, to, and examined by, the National
 

22 Business America, October 5, 1992 
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President Bush Should
 
End Vietnam Embargo
 

By d . rxdmerso 

HEN they assess the presidency ofGeorge 
Bush, historians will remember the win-
fing of the cold and Gulf wars. The last 

months of his administration offer him a chance to 
burnish this reputation by moving to resolve the uit-
teraftermath of a war America lost. It is time for 
the president to end the embargo against Vietnam. 
In his firsi policy speech after the election, Bill Clio-
ton proirused to press Hanoi for a 'final and full res-
olution" ofwhiat happened to Americans missing in 
action (MIAs) from the Vietnam War. He ruled out 
"normalization of relations with any nation that is at 
all suspected of withholding any information" on 
missing Americans. 

But 'normalization" can be ulderstood to mea:, 
not ajourney but a final step: exchangng ambassa-
dors. Ending the embargo need imply neither begin. 
ning diplomatic relations nor ending the effort to 
determine the status of the iLks Allowing Amen-
cans to trade gith Vietnam and invest there could, 
on the contrar3, help intensify cooperation on MIAs 
as a condition of full relations, 

Given on I terans' Day to an audience ill-dis-
posed toward Hanoi, Mr. Clinton's speech showed 
that he. rather than lame duck Bush, suffers from a 
misperception about Vietnam. Mr. Bush, the Repub- 
licar World War I hero who rooted for the United 
States in Indochina will find it easier tj reconcile 
Americans with their fomer enemy tUn will Demo-
crat Clinton, who in escaping the draft and oppos-
ing the war angered Americans who did neither 
Elected in November by a minor-

troduced and removed again. But dearly Vietniam 
has left Cambodia to its own devices. Hanoi signed
the UN peace plan inOctober 1991 and has not ob
structed us implementation. Vietnamese wh,' were 
impnsoned or "reeducated" for helping the US fight 
communism have been allowed to enigrate. 

Has Vetnam also met the third condiuon? Ha. 
no's willingness to cooperate with the US unclear
lng up discrepancy cases has waxed and waned But 
the discrepancy list has been shortened, by some 
counts, to around 60 ,anes. 

Enough has been done to enable Bush to an. 
nounce these near.certanties: Thece are no live US 
MIAs being held in Vietnam against their will; and 
even with Hanoi's cooperaton we will never mow 
the fate of all 2,000-plus Americnas still twiac. 
counted for, any more than the US knows what hap
pened to its 8,000-plus MIAs from the Korean War 
or the nearly 7),000 still missing from World 
War [I. 

Recently, Hanoi opened its files and closets to 
American researchers. The resulting flood of evi. 
dence - &,,,sands of documents, photgraphs, and 
objects - could be used, I admut, Lo postpone rap
prochement. IfVietnam's leaders have for all these 
years denied access to their erchivez while hypo
cnc4.ly churing to cooperate, why shouldn't 
Wnshungton keep blocking trade until Hanoi coughs 
up still more information? 

But this assumes the embargo can rem in effec
tive. Dozens of Asian and European countres are al
ready in Vietram - investing, trading, and lending. 
'fawan's investments runmto 75 million. South Ko
rean trade will swell this year to $500 million, dou
bit Ls ycar's flow. Japan has arunounccd a !370 
million loan. Already Vietnamese consumers buy US 

products worth some $40 million 
ityof voters, the president-elect .annually but the profits go to 
canot afford tobe distam e the emboo uddlemen in third countries will. 
controvers over Vietnam while h e a Lg to ignore US displeasure.
he concentrates on reviving the would not zommit the US Lifting the embargo would not 
US economy. to opening ,nembassyin comnut the US to opening an em. 

Yet lifting the embargo will Hn g bassy inHanoi or providing eco
help his domestic agenda by en- Hano or providi noyinc aid.These would remain 
abling US businesses to export to econoic ild. further destinations on the road 
%ietnam and invest there, gener- _____ .____ -_ map, Clinton and Congress some
ating jobs and profits for Ameri- day 94ling. (It took eight years to 
cans and meeting the new president's own require- move the US and China from economic to diplo
ment that foreign policy should help the domestic matic relations.) Nor should Americars have any I
economy. For these reasons I can imagine Clintn's lusi)rs that by trading with Vietnam and investing 
strategists quietly asking Bush to end the boycott so there they will assure the democratization ofits gov. 
they will not have to. errirent. 

In April 1991 the Bush administation gave Vitt. but that is not an argument for the ati quo, 
nam a 'road map" of the turns Hanoi would have to 
take to earn normal relations with the US: (1) with-
draw Vietnamese forces from Cambodia and sup-
port a peace agreement to resolve the conflict there; 
(2) permit the emigration of Vietnamese who 
worked for the US during the Vietnam War; and (3) 
help resolve the 'discrepancy cases" of Americans 
missing in action but known to have been alive prior 
to hypothetical capture by Viet Cong or North Viet-
namese troops. 

Winers of long was against France and the US 
in the 1950s and '70, respectively, militant Viet. 
namese leaders once believed time was on their 
side. "For the last 4,000 years we have had no rela. 
tions with your country," one official told me in 
Hanoi in 1987. "We can wait another 4,000." But 
that was before the cold war ended, the Soviet 
Urion collapsed, and Russia stopped subsidizing the 
Vietnamese economy. These realities obliged 
Hanoi's hard-line Leninists to turn to the West. 

The first two conditions on the 'road map" have 
been met. One can disagreejust how many Vetnam. 
ese troops and advisers were withdrawn from Cam. 
bodia at what ta As,and how many were later rein-

because 17 years of isolation have not democratized 
Vietnam, nor will Clinton's proposed Radio Free 
Asia. 

American trade with Vietnam's burgeoning pri. 
vate sector need not imply offctalUS approval of 
the authoritarian socialists woo are still repressing 
political pluralism there. But the Vietnamese have 
traveled far enough down the road mapped out for 
them for Bush to reciprocate with a few twunrs of his 
own (1) acknowledging the likelihood of perma. 
nent uncertainty about many MIAs; (2) ending the 
emb.t"go for the sake of American economic com
petitiveness; and (3) researching the fate oj IAs in 
an au.oophere of broadening contacts and interac. 
tion. Who knows? The Clinton administration might 
'peed the 'peaceful evolution" from dictatorship 
that Hanoi's hold-out Leninists fear so much. 

Bush is a lame duck. But in that lameness lies the 
strength to be a statesman - to do what is in the 
silent interest of Americans. 

U Donald K. Emmerson isa professor of Souah. 
east Asian studies at the University of Wiscon. 
sin.Madison. 
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Elizabeth Becker 

Showdown With the Khmer Rouge
 
Abthe Unied Natioms preparepeacemakers 


k a ahowdown 
with the Khmer Rouge inCambo-
du the cnucs are decaring the peace plan for 
that country a shambles because the Khmer 
Rouge won't play bythe ndes. mplicit in this ver-
dict a the notion that theKhmer Rouge are 

trong enough to hold Cambodia's peace hooiage 
to theirwhms. The internatona contmuniry as 
about to demonstrate that. on the contrary, the 
lossof Khmer Rouge p.'tjiL uon is not going to 
nun either the plan or the coatntr'i, pros-xuecfor 

,peace. hstead. itthe U.N. 'wiesthe right mtoves 
the Khmer Rouge just migt be on the way to dig. 
SM their o gave. 

Cambodia's peace ii n isfar mortecure 
ta thoseinEl Salvador or Angoa--.not to mei-
tion the former Yugoslvta. Last week two foreign 
miniters who have been pan othe Camxxdian 
peace odyssey fron the beginning-Roand Du-

ass o France and AUAlatas of Iroei-ere 


vmtmg all the Cambodian leaders to .-.k!one 

last
effort to persuade the Khmer Rouga to coop-

erate bdore he Nov. 15deadline for areport on 

the Cambodia peace missior Then the U.N. will 

decidehow to proceed now that the Khmer 
Rouge have refused u,hosorthe treaty they 
igned last paric-year and will neither disarmnr 


ipate theeledctaom tfor May. 

lha report should itress how the U.N. missait 

inCaisia has worked around the Khmer 
Rouge unce k aiaived sixmonths ago, patiently 
givintseCambodian people the ecurtyand 
tools they need to build a paceful alternative the 
Khmer Rouge cannot destroy. ThDs has been the 
result alone of those slow games within games 
that diplomats thov'e on mid revolutotuy moawt 
murders routiely LadLt. 

The first hurdle was to get the Khmer Rouge 
to up the treaty Lastyear, alloimng their benefac-
tors-especally Chaa- face-savig way to end 
all foreign support to that war. By the wstrping 
away of their mternatoal credentials aswell 
(they were the dorrnant patners holding the 
U.N. seatand theus were the only zmhasadors 
alkwed at ittermational hnctions). the Khmer 
Rouge were deprived of the political and material 
means to sttain their aura olornipoterce. Cam-
bodia'scivilwar was shown to beas much a war 

c foerigni mtero.ution is one tat truly divided 
ieCambodian ppubuoion. Uxaced, at the rontru 

the Khmer Rouxe cortrol an estimated one per-
cent of the ptipuwL.,[he vast naoity of Cam-
bodians are rnmat war against each other. 

Until July. the Khmer Rouge believed they
coJd outeanetv the United Natioti -ndmake 
the interrational ommuiuty abort Lie plan. They 
have watched indabe'if asthe U.N. plan has dis-
-antled their power bae &tepbystep. The treaty 
,"teid
the international sanctions against Cambo> 
da,enforced snce 1979 to presue the Vitam-
fe occupaon troops to withdraw. By endwig this 
isolation and opening up the country. the treaty 
destroyed a preconditi the Khmer Rouge have 
always sought to return ti power and control the 
people. By returning to the coenunuty cdnations 
after almo4 20 years out vt the cold, the Cambo-
dan people know th.-y have real altermatives be-
sidesiw o:cu se s inpooand by their 
ton. 


Refugees are bking reptruated, famtles reutit 
ed,c2ptalism restored, human nhs taight and 
vo(.rs and parties regi ieed.All the benefits arJ 
theills of our modem vorld have rushed antio 
Cambodia. filling the void left bythe wars,revoli-
tons aid despair. 

As the United Nationsswt-ted preparing fora 
o these changes, it denarcated who controlled 
what. We know with certainty now that the 
Khmer Rouge do no rulea ingle province, much 
lessthe entire countryside, as Aarmsts had sa 
Today, the U.N.', military int:ligence estimates 
PubPot's army to yncludenu more than 5,000 to 
10.000 troops, iho spend far mere time selling 
off Cambodia's resources than mounting military
operations. The general offensive they have been 
threattng ince 1989 hassofu pewed a bluff. 

There are new reports the Kh.er Rouge are 
trying to Lapend their terntorl, largely byinhabit. 
ingdeserted tracts that are of stategc interest in 
%arbu:of Little use in peace, easpt for reaun of 
commerce. By Nov. 15,the United Nations 
should have astrateg to curta uttand other 
hostile activity. 

The U.N. negotiators shoild cntinue to follow 
the strategy they have inmtovused since it became 
d=nsthe Khmer Rouge would not keep their 

word. The U.N. diplomats patienity negotiated all 
points of contentio until the Khme Rouge were 
forced to admit they Would not go along with the 
treaty. Then the U.N. depnved the Khmer Rouge 
of the benefits fron the plan. Largely aid mney.

Now the U.N. must broaden the interpretation
ths new precedent. Since the Khmer Rouge 

have abown they reftse toengage in the peace 
Process. the interraional comrmuity and Cambo
dia should disengage frot the Ktiner Rouge. The 
Khmer Rouge should be depnved ofall the bene
fits derived h Cambodia's retu.-nto the auer
natina co n ity. especially cornmercal bene
fits. (TMaland's new foreigt mnter Prascng
 
Siu= recently declared inan anterew that hio
 
coutry, whose bus.ness conmuny accounts
for 
all the commerce with the Khrm Rouge. would 
respect such a resolution ifit uere passed by u 
U.N.) The Khmer Rouge could be reduced to a 
oous-nrs,,goler',,, tit,in ,n Camtat. body
 

aeated 'owork with the U.N. mn
 
So far the U.N. hasway rejected
calls to cor' 

net the Khmer Rouge with militaiy acti hasty 
ultimatums or other enow rly sasw.ing denun
cations that might have provoked PobPot to lsh 
out apaist the C=boda populatio. Ctxs of
ten cotplained the U.N. was caving in to the' 
Khmer Rouge. But tot.eircredit, "the diplont 
and politicians involved-espectally those fron 
the five pertnaent member states 4,44e U.N.Se
curity Couil plus Japan. ldonesaa Austr,

-ba- ve controlled their urge fo'ck results 
and have allowed the peace plan to Wsseceed 
through inrovisation rather than sanct a,- ca
tat. 

The key to the success iii Cambodia has been
the deep internatica involvement. based in large 
pat on the colletve gult felt for failing to help
the Cambodan people during their two decades of 
tragedy. Instead of blaming the U.N. for Pot Pot's 
refusal to keep his conutnens, the U.N. should 
be allowed to find the right formula todeepen Pol 
Pot's seU-imposed isolaon while protecting the 
Carr ldan people from Khmer Rouge hostdity. 

The writer. a special correrpondentfor Th7 
Post.has written exter.nstiy about 
Cambodis 
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The Threat to India's Economic Reforms
 
BY Bje (l 

O Dec. 6 a mindless mob of more 
than 250,000 Hindus aiacked 
and destroyed a 16th-century 

mosque in Ayodhya. northern India. LI-
noring a supreme court directive ierust 
any action that might cause harm to the 
disputed mosque, the crowd of Hindus 
leveled the Babn masjtd (mosque). The 
action focused the world's attention on 
one of the Lhorrsrt Les in India's ef. 
fort to remain secular: communal strife 
between Muslims and Hindus. 

The massacre of more than 1,200 Mus-
lims and Hindus in the aftermath of the 
heinous crine was enough to raise the 
specter of India's partition in 1947. An es-
umaed half a million people were slaigh. 
teted dunng the partition that led tq the 
creation of Muslim Pakostan. For the f1rst 
time since independence, sectarian con-
flct between HLindus and Muslims (consti-
tuting 83 percent and II percent respec-
uvely, of the population) now threatens to 
undermine the secular nature of the 
world's largest democracy. 

The timung of the present crisis could 
not have been worse. Only a year and a 
hal ago India had latunched its most am-
bitious liberaluation program. With a 
middle class of about 250 millon people, 
India is a rigni icant market, and the 
opening of the country to foreigners was 
greeted with u, lespread euphoria around 
the world. Just as the country was begin-
rung to respond to the new economic ni-
uauves, the liberalization package faces 

possible extinction because of the recent its economic past. Prn'e Minister 
40ts. Narashimha Rao, along with PInance Min-

For more ta 40 years since Inde- Lster Ma.unohan Singh, udeashed a spate 
pendence, India has failed repeatedly to of deregulation measures end initiatives 
capitalize on a multitude of global oppor- to enhance India's ecolonuc growth. Mr. 
turuues. Nearly all governments since Rao was elected prime minir following 
0t47 have managed to downplay their Ln- the assassination of R jiv Gandhi. 
efficiencies, bad policies, and corruption, 
while keeping the country Lavirtual isola. 
tion from the world by Invoking the anti-
colonial sentiments awsociated wth the 
British. The goal of self-sufficiency only 
led to a web of Intricate, inward-Icoking 
policies, a heavy reliance on socialism, 
and the rse of a counterproductive bu-
reaucrattic structure. 

The economic malaise reached cris~s 
proportions last year when India nearly 
defaulted on its foreign debt obligations, 
Foreign exchange reserves had plum-
meted to $1 billion - barely enough to fl. 
nance two weeks of imports - and total 
foreign debt had amassed to $71 billion. 
Given the piletic state of the economy, 
foreign invesnent fell earlier in the year, 
and non-resident Indian fNRI) money 
flowed out at an alarming rate of $310 
muiion a month between April and June 
1991. The downgrading of India's credit 
rctung only compounded the problem. 

It %easa combination of external reac- 
tions to the domestic crisis and the out-
right rejection by the World Bank and the 
International Monetary Fund of any help 
prior to economic restructurng that 
foeced India to identify poctets of ineffi-
ciencies. Last year, the world witnessed 
fresh thinking from the otherwise paro-
chial Indian planne., The year carried 
with it the hope that at last India was mak- 
Lng a concerted effort to break free from 

In July 1991 the rupee was devalued 
by 20 percent to stop the outflow of NRI 
money, give a boost to exports, and con-
vince nporters to repauiate their foreign 
earnigs. The government boldly decided 
to eliimnate $879 million In export subsi-
dies and to practice flt-al austerity LIa 
surprise move earlier this year, the gov-
ermment made the rupee partially con. 
veruble Laorder to strengthen the market 
mechanism. Foreign equity participation 
was in.reased to 51 percent and foreign 
investors were allowed access to primary 
and secondary financial market.. 

HE significance of these changes
ilies not only in the unprecedented 

. emphasis on structural reform, but 
also in their reflection of a pivotal change 
in the Indian psyche. Although India Is 
ideologically more open than China, It is, 
Laan econonic sense, more closed than 
China. Centuries of foreign rule have 
mad,: generations of Indians averse to for. 
egn capital After all, according to the 
gospel preached by ethnocentric Indians, 
the British came in as traders and decided 
to camp for a long time. 

Although Lndiams have flirted with Ilb-
eralization measures in the past, this is re
*lythe first time that any government has 

come this far toward restructuring the 
economy Many impediments still remain; 
the infamous bureaucracy exists, and cor. 

ruption still pervades the system. Yet -r 
nomic liberalizatton is slowly but surel) 
taking shape. 

And now this religious fervor Lhreatei, 
a monumental collapse of econumc trIu 
tiatives. There have been repeated cals 
for Rao's resignaon becaus, he L, not 
able to saleguard the iterests of Miisa.L 
LaIndia. A change in go%ertunltil s Ul
tune could deliver a hard blow to the re 
form program ard irreparably damage 
foreign confldenc, regarding India s cum. 
nument to reforms. 

The pace of future econoruc reform Ls 
likely to slow. Rao's government o far 
lus avoided many politically sensluve de. 
cisions, such as the fate of employees I.J 
off by the closure of unp-ofiafle pubtl 
sector enterprises and thl liberalizaton 
of the financial sector. 

tlaving experienced unpleasant resutl, 
at the hands o Indian governments in the 
past, many foreign companies hia'e 
adopted a posture of cautious optumism 
toward India. They are pleased with the 
reforms but are wary of potential polrc. 
reversals lurkirg in the background. The 
Lncident at Ayodhya provides an opportu. 
ruty for the government of India to rise to 
the occasion by avoiding any serious re
percussions on the liberalization polc If 
it can achieve thai, it will have eliinated 
yet another threat to the unshackling of 
the economy. If it fads, however, the world 
will unce again shy away from India. and 
India will reenter its cocoon. 

Rjee Malik isiheAnalystforlIndaz 
in the Worid Markets Group at 
DRI/McGraiurH.iL4, an economic crn. 
sutinofirme based in .. znngton, Mass 
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S. ,,,, Dear Readers:
'vul /ilL. 

,,,,,,,. , _',,,,, 
Welcome to the first edition of the 1993 series of Washington Economic 
,1-.,N-N, Watch. We are pleased to announce that funding has been reinstated and 

/.-"i-' quarterly production will resume in 1993. As in previous issues, WEW covers202 71,1 

the important economic policy debates in Washington. This inaugural edition 
provides insight on issues of concern to developing countries, as monitored 
during the pre-election and transition period in autumn of 1992. 

Herein you will find statements made by senior U.S. government
officials, summaries of U.S. congressional hearings, press commentary, and 
excerpts from policy research and analysis published by Washington 'think 
tanks' and multilateral financial institutions. The material is organized
according to six functional categcries; within each are subject groupings, with 
policy statements generally appearing first and commentary and analysis
following. Also included is a bibliographic listing of participating institutions. 
Please direct requests for publications to the respective organizations. 

ODC has experienced a few administrative changes as well. Dawn 
Murphy recently joined ODC as the new WEW Coordinator to whom all future 
correspondence should be directed. 

We look forward to an exciting year with the new administration in
place and hope that this issue proves to be an informative resource for your 
institution. 

Sincerely, 

Christine E. Contee 
Director of Public Affairs 

& Fellow 
otll
IiI, 
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High Stakes in Bosnia for Clinton and Bush
 

r 


By ' ol r 
Y ~'U~~"?Then, 

T'S time for a change is,Uni, StatesIpohe,"
toward the YuiosLiv war. &e-

fore Jan. 20 there is time to stabilize 
the sitmiation. Bin Presidentelect Clinton 
in,1 P'ei'l'-! _Psh mut work tog th,'r 
quicU3l to push the Wecstto take responsi-
bthtyfor Boerua's survival. If they do noth-
ing. President Clinton will inherit a fester-
ing crisis that may camD i",. ther areas. 
Bosnia could be doomed- atrriable prece-
dent for further aggression in tie Balkans. 

Tl~e frst priority is to aban.don efforts
~zneutrality Balkan history or no, Serbia 
is the cluar aggressor, a rogue country in 
central Europe. AMthougha the US rind 
United Nations single oLt S .rbia as beanng 
an over~vhelnung share of the responsibil-
ity for this w,,,Western statments tend to 
lapse, ro a phony "moral equivalence" 
where blame is all equally spread. 

Worse, the fact of Serbian culpabiuity Is 
lost when Mr. Bush or Acting Secretary of 
State Lawrence Eagleburger speak. In the 
first presidential debate Bush talked about 
"ancient ethnic rivalnies that cropped up as 
Yugoslavi has dissoived." He went on to 
say he would "stand by and use moral per-
suasion.' Mr. Eagleburger echoes such
remarks. He talks about centuries of ethnic 
conflict. He reminds the press that he has 
said "38,000 onies" that intervention in 
this "civil war" won't work, 

It is those often-repealed remarks, not 
official statements, that inform the Ameri-
can public. No American wants a part of 
another foreign civilwar. So while the pub-
lic remain 3 misinformed, assist~ance to the 
victims, especially to Bosnia, is not a US 
policy option - for either Bush or Clinton. 

Here are the fcta: In July 1991, Serbia 
invaded Croatia, arguing that the 12 per-
cent Serbian midnority there needed protec-
lion. They did. Croat ethnic nationaism 
threatcned non-Croat minorities. But most 
Serbian Croats were fairly well assimilated 
in places like Zagreb; Serbian minority 
problems coild have been handled. In-
stead, Serbia invaded and occupied 30 per-

e--'". 
 .'Ff
 

cent of Croatia - killing~10,000 people and 
contmg thousands of atr-ocities. 

in April 1992, Serbia invaded 
Bosna - saying Bosna's 31 percent Serb 
minornty w-as threatened. But in Bosnia,
Serbs were well assimilaed - better tha. 
in Croatia. The Bosnian government pur-
suiA moderate policies to guarantee civil 
righs for all ethnic groups. There was no 
problen: In fact, Bosnia had been the 
model of e'hnic tolerance the US govern-
ment wanted other areas of Yugoslavia to 
emulate' Now Serb forces occupy 70 per-
cent of Bosn, have killed 70,000 people,
driven 1.5 million from their homes, and 
commictted uncounted acts of barbarism, 

These evethts s,ere not and are not a 
"civil war." There hi's been no flgntung on 
Serbian soil. Neither Croatia nor Bosnia 
has ever harbored intentions to l.ake part
of Serbia. Rather, this is a war o aggres-
sion waged by ,inevil regime in Belgrade
that has brainwashed its people much in 
the fashion of Nazi Geimaany in the 1930s. 

For the West to oppose Se."baggression 
it must be seen for what it s.Diplomatic 
hedgn or indulgence in denial only pro-
long the suffering of innocent people. To 
save Bosnia, Btsh and Clinton mustqagree 

the US should take sides. 


Yugosuavia Is the benchmark for the 
kind of foreign policy crises the Clinton 
administration will face repeatedly. It calls 
for US Ie,,Jership ina new but '4aflgerous
world, The lesson is that International in-
stitutions, as currently organized and oper-
sredl, can't deal with lcocal,high-intensity 
aggresin. No one knows how to , lesI with 
fragmenting forme como-,unist stites 
how to sort legitimate from illegitimate
demands for self-determination. 

The lack of such aset of rules need not 
result insa lack of will to confront aggres-
sion. Rather, Itshows aneed to adapt cur-
rent institutions such as the UN and NATO 
to the post-cold war world, 

Turmoil may rock Europe for a decade, 
With no institutions ready to confront ag-
gression, the West can't cope with mini-
wars in the old USSR, or elsewhere. Local 
leaders bent on aggression will learn front 
Yugoslavia that aggression pays. 

The key to a larger solution Is In Bosnia. 

Im4 -: , 

The next two months are criticaj.The Bush is not inconceivable. 
administration must not give in to the mner- As things stand, Bosnia cannot long sur. 
tisof failure; the men around Bust,should 
pause to consider their role and responsi, 
bilities. They will be blamed if the rot
spreads. They may well appear culpable 
for the deaths at many innocent people
when history is finally told. Before leaving 
power, they should leave a cleaner slate: 

First, close the US embm.a.y L".Begr-ade. 
Its very existe,,ce send.sSerbia the same 
mixed message Bush and Lagleburger 
send the American people. It tells Belgrade 
we can almost do buiiness as usual. It tells 
Serbs that the US won't act militarily, lest 
we put our diplomais in a hostage sirus-
tion. In a sense, having an embassy in Bel-
grade is much like sidngwithSerbia. If the 
embas.,) were closed, the US could move 
to deal with the problems at hand. 

rj~HE second, perhaps last, step thte that it would only contrbute to more vicBu-shadnth on should take Is lence. Western mediators-tellBosnians to 
..,. to work to lift the UN arms ema- give up land in exchange for their lives. But 

bat-go against Bosnia. from the Bosnian point of view, negotiation
Giving Bosnians access to weapons, or surrender is not an answer. They know 

and giving aid to people affected by the what to expect from Serb forces. The
fighting, are linked. Unless Bosniants con- choice the Bosnians cee is to give up and
tr'ol some land, the ability of Western gov. .lie quickly, or resit and die slowly but 
crianents and the UN to deliver aid de- with hope. They choose the latter. That is
pends on Serb willingne.as to distribute it.their choice to make, not ours. -Incredibly, the US government considers it 
possible to deliver aid1through Belgrade.
More likely, despite as'urances, Serb 
forces will not forward huma.'itarian relief 
- but continue to kil civilians and ethni-
cally cleanse Bosnia of non-,Serbs. 

The I.£ million refugee Bosnians, 
mainly Muslims, plus 500,000 others in 
beselged towns, are caught, to quote
Bosnian Serb leader Radovan Kar'adic, 
"lke rats in a cage." They are desperate to 
e cape. But Croatia, ignoring international 
obligations to accept refugees, turns dis. 
placed Bosnians back. Europe and the US 
only take a token number. Recently, Croat 
forces inBosnia - assuming the collas of 
the Bosnian government and the carving 
up of Bosnla between Serbia and Croatia 
have begun "cleansing' Muslims, who have 
literally nowhere to go but the hills. Earlier 
UN estimates that 400,000 people may die 
thiswinter may be too low. Amillion deaths 

vive. Bosn's government still controls 10 
percent of its temtory - a few towns and 
the capital, Sarajevo. But with no weapons.
Bosnans cannot resist Serb hea'y guns. f 
the US were to give the Bosnians arms, or 
allow them access to arms, they. could de,
fend the areas they control; expand them 
into "ha-'crsfcrpccplc t-ppcd in sn-all 
villages; protect convoys through enemy 
tentory. Arming the Bosnians is far more 
sensible than sendinqg UrNor NATO troops 
to fight their way through on escort duty.
That wou./d be the sort of quagmire we 
want to avoid. Arms won't assure that Bos
ma or Bosnians survive, but they offer a 
chance. In my judgment, the Bosnians 
could, if armed now, succeed in recovering 
and reconstituting their country. 

The logic against arrmg mns is 

Not. only morally, but legally, the arms 
embargo doesn't make sense. The UN ima.
posed an arms embargo on Yugoslavia 
when that state was intact. But Bosnia,
Croatia, and Slovenia are now UN mere
bers. The former Yugoslavia no longer ex
ists. As an independent state, Bosia has a 
right to collective self-defense under Art-. 
c 51 of the UN Charter. Bosnians want 

that help. If the US won't give it to them,
other stte will but only after the- em
bar-go is lifted. For that, US leadership is 
needed. If Bosnia loses control of its land,+ 
the task of reconstitutng Bosnia becomes 
far more complicated, perhaps impossible. 
A victory will only whet Serbia's appetite 
for further conquest. Kosovo is next. Then 
the entire Balkans will go up in flames. 

1 Uruii resinivtg in Auquse, George 
Keniney headed the US Slate Depart
ment 's Yugosla via desk. 
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Macedonian Lesson for Clinton
 
By RoaserS. Gautsxz 

What's In a name' 11hename Macedm 
ala, nIlthplace of Philip 11 ad his son 

Alexander tie Grest. cari the liciet 
hatneta and modeernpansn that.once 

again. enname th?Baljti Bt Macedo-
nilaAlso pouilihis the aOizgshnes and 
sloruitile.iei.a of U S and European 

reatcln to Yugslavia.1 disintegration. 

Soon.It willbe Prenident-lect 13U 

Clinton's gu n to deal with this volitlle 
mix When he addressed Wfe Ioifve 
Macedonia, candidate Clinton hllted 

same tendenty a Mr Bdsh to take t 
,
eaitlown ,lme. orvetoshort view. succumbing to domestic polii. ila's right goch 

cal ptesure. But, overU.ie seemed more 

willing than Preslde ni Bulh t b ck up 

United Natllon-actjorInthe Balkans with 

force.sayiningii ih U S. "should be 
prepared to tend appropriate supfuit. I. 

eluding mtilary. to such an oieration." 

Prior. Ioineed and bLuened by the 
pmtl.Macedonia. th iouiertitot repub-
he cl the former Yukollvia. declared It 
Independence in Novemt.( ltI.Once. the 

historic region of Macedonia ndluded po-
ions of what is n w Greece and BuJlgana.
To e.lm klacedonlA'l 

for-u 
mvl)nccptin he eziutnli orders aor I 
governmenlameded Io nstituton. 

marl ateing Vtmincrig hrteE this uand 
guaranteeing minority rights Ia'ly Vihwaona 
year., the Bush adminisuaw+ was movlnp 

yowarddik)m lc r0bimialon S was the 
European C mmunlly. alter a specialuIEu. 
e'mpeacomeilnison determined that Mace-
dotla MelVie ilen&taor recogtition. 

Then the Greek American lobby went 
Into high gear. urging Vie administrtion 
to delay a decision utul Macedonia picked 
another DameThe name Macedonia. Vie 
Iobbinut laid, robbed Greece of part 
afIts pastand revived fea of encroach- I 
ment on Greek LteirLor) Pieidenli Bush 
and fil senier cbhinetmembers were 
pressed by wealthy Greek.American sup 
oriern to withheld recosnition Greek 
Prime linisterConstantlneMitaoki tel. 
ephoned the While House hi wan that his 
government would cliapse f theU.S. 
recuitilled Macedonia. 

The lobby eniged Mr lintona alen-
lOn. too. In an "-.2 letter to the Greek-
Amerlcan community. Mr. Clinton en. 
dored recognitilon of the Yugalav repib-
tc "provided Its name does not include 

Ms~nia 
In March. then Secrtlry o State 

Jatr Baker had urged European foreign 
ministers to support recognition of Mare
donta A month Later, with the lobbying. 
eflo-I In full force. the prlgmait Mr. 
B akr reversed course, land We aiminia. 

it
ItIa.1 put the issue onlhold.Privately. 

teaton pt n hod. Pivaefy.te liue 

ilked MacedonIa 1oito pr- Il appli.s 

Lion foradmiulon to tie United Nations 

until after the pn-eidenual election. ar 

crding t a U.S official Meanwhile. the 
IC atdrisquarely withtheGreckii. 

But Mr Clinton may be loted to con 
font the le won. amrier his week, 
during a LO'5trip. MaCdOni'a president. 
Kim GhOigro. asked Vie U.N. to begin 

considerin i i. nation' application tot 

memin . Lnder ILcurrentn lameUni lp- 
Fufel matter is resoyed asooner than 

am, thi likely. Mr Clintonmo0t abierveo 
muaI decide whelier to scicept Maceo 

U..napplicaLion, Lt us aeeif theperma 
Dent memlbers of the Security Council, the 
five o them. could in hsh a clearcam 
r"se a veto(or hi. and how Ui IsCing 

ito sothe public."Mr. Giibe eaplianod 
gognVMaid 

What1 it l.ke lD121,1a I1UiVA BY 

cAving t, Watiilon mmd an I0 u' 

nilyIt mhut bCe,Infutf i I lliesAnd 

. ,i. 

sila,, 

INva,, 

" 

sad 

beaded off yet anotfr cri-lb Utt wil fut 
muIrtviolence in the Shilkanf. A cmbilna-
Lion of ollective preseure on Grete. 

which Is billitons of dollars In debt to Is 
euirsn Cnm-r.n.!!y .'nre.r. a-nd 0-
Macedonia, which desperatcly needs Lid. 
aiong with cllective guaranlets and u 
aurances to both nations might haw 
yielded a compromise eWulyon. Now, boot 

aides ortentrenched. 
Diplomatic reco lttlon by Ittif in'fa 

panacea Recognitlon of BonlA han't 
stopped the slAultter there But the %
sence o recornition ofactioria Vi

creii Vie ruskof thederseat of Balkan 
Dalrtmnx - thtl terflU'sIUL"o M of 
be Crials. 

"ethnic letbsi 1g wSe. 
pleIt emethnic lea alnr t rou 
112oIa an U emboldened e math 
toKosovo. which fie SertA have old. 
cited the cradle ot their nationhood. Ko
Nw's two million Musimi .agre dirlva 
tiward Abanila. and Macedona' ethnic 

Oni O d cl 

Albanuis - about one-third oflb twooll
lIon people - Join the fray. Titus com
buaUblecombilnaOin bring; In beighbor. 
InlAlbania, Bulaia ad Greece,all of 
which may have deosisn o pleces of 
Macedonia. Turkey. hoping to priitenl 
further alroit~les againsat Uaillsa. )otIw
In. 

I 

"The realdanger Is Vialth longer vas 
leavetheMacedonia problem ur' iohed. 
the more likely-I- I-,t the premiures that 
wil' irilke Mce- " rginent Ii bulld," 
&aa George Kenney. a former Slate De
pa Lirentdifa officer forYugoslavu who 

resigned In Augut to protest U.S. policy, 
"In a sense, we're giving Serbia liretnae to 
move In." 

U ialt happens. COngres must Mur 
the blame. fLAst-rlng, a House Foreign 
Affair ubcotr ee was working on a 
resolullon calling forU.S reconition ot 
three republics of theformer YugogYalae, 
Induding Macedonia. Then The €Clodi. 

Dited l11oflo,an wnrh iatiuen d Grek. 

AmerCan VIeup and WobyLsu. appfied 
the Pcreiuw' Among; tIh meaauru. &c 

cording to a July7 memo wmltedtry the 
grup. tegillitorn 'wer approached face-
Wltav by tOl mostInuen.ia: GtCrnt 
Americes in the country - Within weeks. 
Macedonia wu dropped frn the rru.u 
t"
 

I Febiirtr.GOP 6ei AJ DAuito. 
h re-eecito n 

York. , io in the Senate to p;'vae he 

"unique nportunity the Repubhi, : M iV

6donla l to a an example foe fda mul1 
ehnIsC sle. Eautern Europe - A few 

Months later, Sen D'Amato beaded theList 

of 36 senator% who. long with 13 repie
genLtln . urged President Bush to with. 

hold recorlilln untIl Macedonia clIange 
Its name touttof the Liw'naki hadUtil 

nlderfi diag of theAlsuel Ihvoin d 

To be sure. Greece haa cDwu. . tMt 

Own in A t lou e.t :1 New 

teedto be addreiod. A MaI Mpev'don. 
Ian cu rncy oe featuring the W'l'le 

Tower. a seairont Lndmrn in rei.alon 
!iUma city that was purl of hj nca Greek 
MacedOnia. rained he specter oIn t-rdn 
Uim The design was Lber abiandoned 
And In the currenluhily ctlged coten 
ment, rec lolgno Macelonia by ial 
name Likely would bri g down Giedi's 
pmuWelern government 
poeirtCenm t 

Much of this problem might have bmn 
resolved with qick, atunve diplomacy by 
the one remainuig superpower. Latetad, 
theU S dawdled, decided iI wijnI worth 
thefignL and yielded to po cua exp.edl 
racy 

iOn withDe,.."rlbi. po w.a' 

tended Lrony. AndiManatosan adviser 
to -i Greta governmeni. Ulia the U.S. 
decision t0withJold rcognition "aLabor
cr Case stud) Ofhow Poltry I form"ed. 
U11tertUna1tely. be Is right. 

.lMr - ±'-... r 
nel i r wdl Wastlhiilonbem. 
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Bosnia: 'A Sense of Fury'
 
Froman interview with George 

P.Shuitz, secretaryof state fron 
1982 to 1989 on the Mac-
NeillLehrerNewshour &m. 

Robert MacNeiL You believe i_,L 
United States sLould be taking lead-
ership in tl-iBosnia situation? 

George . Shultz Many of the con-
ceptual btidges have been crossed in 
the lksnia's situation. For example, the 
Uuted Nations has saio ti the Security 
Cotucil resolutions that the Serbs 
should not be able t use the skies. We 
havc started a process of identifying 
human rights violtions. . . . We ..- . 
go further and follow through on the 
undertakings we've mde. 

I view your prograin and other 
programs and read what's going on, 
and it brings in me a sense of fury 
about what's taking place. The prob-
lm. of course, is a humanitarian ene. 
People are being killed senselessly,
hospitals are targeted, not just hit. A 
...nun told me about the thousands 
of young girls who have been raped 
and are pregnant.... 

But I think it goes further than the 
hunianitanan aspects. The next time 
you do a program on Bosnia. start by
showing some tilms of Bergen-Belsen 
or Auschwitz. because the message is 
the same. What does "ethnic cleansing" 
mean? It goes right back to what Hitler 

did. And when we say, never forget, 
never again, what are we talking about? 
Of course the Jews in Germany. and, of 
:ourse, what can happen if antisemi-tisin gets out of hand. But more broad-
!y,we're saying, when forces of intoler-
ance go wild, you get a result that is 
basically intolerable.... 

! .hink beyond that ... the most 
'ifficult problem in the world today, 

including in the United States, is the 
problem of governing over diversiy, 
One of the tragedies we see unfolding 
is that Sarajevo was a city where 
people of diverse religions aild back-
grc 'nds "ere living in reasonable har-
mony. And that's been smashed, 

Q. Tht. Bush administration has 
been saying all the things you say, but 
that to get militarily involved woul[ 
result in the United States getting 
bogged down 

A. Beconming involved militarily does 
not necessarily mnian putting troops on 
the ground. Again, last night [a Boslij-
ani was asked why was he [defending
his cityl. He said a man :,.:ho won't 
defend his own hone doesn't deserve 
one, and I'm here to defend my home, 
and why won't you let me have any 
weapons? So in the Reagan years. we 
called people like that freedom fighters. 

Q: United Nations' sanctions 
again,' !he former Yugoslavia at the 
moment prohibit Bosnia from import-

ing a;ms that it could use to defend 
itself against the Serbs. You would 
want to go to the U.N. and make an 
exceptiou?

A: Yes. That doe.s't involve 
enmeshing United States troops. It 
involves saying to people who want to 
defend themselves an:d defend their 
freedom, yes, we'll help you. A U.N. 
resotution has said we should take 
control f the skies .... It is not being
observ, I. Furthermore, there 
have been all kinds of violations of 
every cease-ire th- gets negotiated. 

So what can we do ab, u' that? We 
can handle that. Those ar, identifiabiemision.T ey'e d abl nis~;ons by 
missions. They're doable missions by 
our Air Force and our smart weapons. 
We can cause them not to be able to 
fly And if they insist, we can take out 
targets on the ground, and we can 
identify where there are arms caches 
and where there are miltzrt- corn-
mand headquarters. Those can be hit 
so that we get :heir attention and say
that if you insist on trying to demolish 
Bosnia by force, you meet resistance. 

Q: So since these things have been 
discussed for many months now-
they've been proposed a long time 
ago, and nothing has happened-
would you propose that the United 
States, as it has in Somalia, take the 
lead and say to NATO, either you 

guys do it or we're going to do it with 
U.S. planes? 

A: I think that in this world. and 
desirably so, you have to do things inpartnership. It's also, I think, been 
pretty well demonstrated that there is 
a leading partner. It's the United 
States. That's where we are. So we 
lIav to be ready to step up to this. 

If the U.N. Security Council were to 
decide to take further action and 
NATO were willing, it's a nussiun 
NATO could carry out. NATO is 
there. It has a command structure, and 
it has military assets that cal do the 
it has asisita d sssets hdtheth c 
iub. It has bases and so forth. Whetherthe countries involved would be per-
suaded, I don't know, but at any rate, 
it seems to me, that's the kind of 
leadership we should be taking. 

Q: Can this wait until President-
elect Clinton takes office? 

A: The situation is deterioratingtyou try and get people thinkig i. 

during the Iraq-Kuwait war that called 
for countries to bring in evidence, and 
that was done, and when the war was 
over, so far as I can see, the wh,,ething has been dropped .... Saddam 
Hussein is a war criminal, and he 
should be held to account.... At least 
:'ou can indict him, and you can ba-ing 
this evidence, and you can do the 
same with leaders in the Yugoslav 
situation.... 

I think we also should be prepared 
to put forward the possibility of some
thing constructive and esta'lish a 

U.N. commission or some other form 
of irusteeship or something that says.here is a way out, here is a way of 

trying to resolve differences.... And 
combine that with an effort to help 
people with reconstruction so that you
don't just try to stop negative thhmgs. 

You show that on your scree . It 
doesn't go tV our electoral, g- *M-
mental change calender, but I don't 
think that's all that should be done, 
The United States and other cun-
tries, responding to the Security Cowl-
cil, have given evidence of violations of 
human rights. We should be establish-
ing perhaps through a kind of case law 
a personal accountability for leaders 
who encourage such things.... 

There was a U.N. reolution passed 

nmre positive terms. 
Q: Are you disapjrointed tl' .t the 

United States has not exercised this
kind ot leadership up tilt now in 
Bo.za? 

A: Well. the United States has done 
things, and ! am not involved at all. I 
don't know all of the considerations. 
But as I look at it. I have, as I've said, a 
sense of fury about what's going on, 
and I try to connect what I feel in my 
gut to what goes through my head. 
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Jim Hioagland 

Beam Up That Czar,
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Foreign Affairs 
LESLIE H. GELB 

Get Crackingon Bosnia 
and the Bosnians could go for food. aheller 

derboxes nearby might meditate on Or top i n and security. Bush aides And Bosnian 
'two realities: First, Presilent Bush rstop leading Muslims - lona with the 

The people of Bosnia tn-

interna

order U.S. forces to the re,,- M li tional mediators Cyrus Vance and 

cue. Forget IL Second. President- the M Us lmson. Lord D.vid Owen - reject this idea. 

electClinton won't either - at least They feel i t-uldlegitimize Serbian 

not formonths. He mows httle dispo- conquests of Bosnian Muslim temto

sition to walk ecoinomics .nd chew ry.But surely a formula can be found 

loreign policy gum at thesame time. taking phone -alls from panicky job- to provide for immediate humanitar. 

He has barely begun to select his seekers and meeting with political ian needs without compromitsng 

4ational secarity team. allies to keep them from feelnm ex- long-term negotiating positions. 
. Mr. Bush's detisin to dispatch eluded when the moment comes to Bush advisers also fault the Clinton 

troops to Somalia has In no way Ai- exclude them. Inclination to arm Muslims. They be

tered his opposition to American in- Sandy Berger, the leader of the lieve, again backed by Mr. Vance and 
lervention In Bosnia. His senior Aides transition staff, has commissioned Lord Owen, that this will only lead to 

are absolutely clear about that. He various policy papers frm able, sen- greater violence and even more Mus
just sea too many land mina in iorpeople. But these papers cannot lim deatns. But Liere is a trade-off 
Bosnia and no way to get out substitute for the advisers who will here: a heavy short-term price may 
I Mr. Clinton Is unlikely to set li; lorm the Clinton Nationl Security be worhwh,le to stabiliz the battle

ourse m Bosnia until weeks after Xuncil. field and ;ave lives thereafter. 
itnauguration at the earliesL Which The first task of these senior advis- Bush aides insist that if the U.S. 
means thousands more dead Bosni- era should be to flesh o,1 Mr. Clin. bombs Serbia, as Mr. Clinton may 
ans and hundreds of Uiousands, more ton's promising campaign rhetoric on propose, London and Paris will with. 
Bosnian refugees pouring into an al. 6osnia He talked sensitiy about pro- draw their humanltarian-relief forces 
ready floundering Germ;ny. Which viding arms to Muslims, now virtual- from Bosnia. And to they will, unless 
tieans little prospect of heading off ly defenseless against Serbian at- Mr. Clinton successfully mounts a 
-wider Balkan wars in Kosovc and tacks He t,:nted creaiively at bomb- risky and ambitious campaign in prl-
Macedonia All this portends moral lg attacks against military targets vale and public diplomacy. 
A*ndstrategic disaster. in Setbia to deterSerbs from further Most compellingly, Bush advisers 

- Mr Clinton should move now to put aggression. But good thoughts do not warn that getting into Bosnia will be 
'his senior foreign policy and defense a policy make. . far easier than getting out. Before 
team in place and getthem cracking Before the Clinton team goes too taking any action, Mr. Clinton will 
,on Bosnia and other world crises, far down the road on a Balkan policy, have to fashion a persuasive plan of 
'Focusingon the economy is right. But itshould talk with key Bush aides. limited involvement, explaining what 
treading water n foreign affairs it The President and his team have lines he will and will not cross - then 
dead wrong. been far too cautious, t..tmaginative sell It to Americans and to Congress. 
" His transilion staff for national s- and shortsighted on Bosna But they After looking at all this, Mr. Clinton 
curtly cannot do the job of creating arguments may decide it's too late to help Bos

will not 

have some telling Clinton 

policy. It contains few experienced, advisers should listen ard fashion nia If so. he had better stop leading
 
high-level pros. And these pros have convincing responses. the Bosnian Muslims on, come up
 
tospend most of their Ume answering Mr. Clinton wisely rejects fighting with a second line of defense against
 
"idirulous press queries about Clntlon a ground war In Bosnia. Instead, Serbia in Kosovo and Macedonia and
 
policies that don'texist, playing,fool- some of his advisers speak of estab- sell that to Congress and the Amarl
le with anxious foreign diplomats, lishing a safety zone there where can people. 0
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Sam Nunn andRichardLugar 

Still a Soviet Threat 
u understandable national focus on the hunaa 
tragedyi SomaliaandBcsnia must not divertour at(ention from events in the forawe-oviet Union 

that will afectourvital national secary pitierests for 
generatios to come.

Rius Foreign Minister Koryrre's dramatic 
speech m Stockholm, when he spoke as ifRussian for.
egi policy had been taken over bynght.wmg nation-
ahsts, ecrifie the senior Amercan jidEuropean
otfrial in attendance. The tensor,%vas relieved when 
Kmyrev shortly thereafter explained that he had Am 
doneitto lustrate the importance to the West of 
Presidit Yelzm'scooperatave foreign policy and 
therefore of Yelts's polty.-] survival. Yet the peril-
ous conditionofthe Russ"an economy and the cominu-
aig ,nusgle for political power shouild remind us daily 
that Koiyrie's audacus ilstaticoncannotbe d& 
mied asunre 

That iwhy we must not bedacted from the 
thretposedtotheUnited States a11mand its clos 
bythethousandso nuclear warheads sill mounted on 
herctinenauia isiles inRussia, Belart.s, K 
san ao Uk-aine, stil aimed at the iuted States, st 
capable udbeing Lauched withoutwarning inmassive 
numbers at ourates a ouranour 

U&.P,ethe=a cns Bm ad Somali thepo.
tim ha: posed formerbythe Sov. 
et Unn's nudea wapoc--eve j ony one oftwo 
were bich acidenally or eiplodel due to faulty 
m - be seen righnow on teevism, 
We &* reca= otfde Cheroblt'e images d 
eten .muarie miL an,stiu.. hab.though huno res 

its aftermath. andthenunber of 0serobYl e 
Wed carc - continues to grow. Wr are - y 
aware. rOthatmatter, ofte acttht n Cnef. 
110110 carnr reaors remain m operat-today 
inte fornr'r U.SS andinEt Euope.

The thrtAt famassi.'e nuclear attack aganst e 

United Sttes ,satan ag-une lo.Butthe threatof 

anunauthormed launch uxnuclear acr _!nt may have 

inseased, inpart because one nuclear superpower 

hasbeen replaced
byfour nesfo cournes withstrategic nuclear weapono their respective teito. 
nes.And eachofthese counties curently fbes se-
ue inernaleconomic,pohtimc,andethnic strars 


that hardly contribute in reliable centralized control 

over wc weaposu nuclear ,eac-
or to the safety o 

tors.
This isfar more than a tteticaJ dinger. Senior 

Rian mility officls told in Mcscow last month 

that they were deeply cuicernei over the safety of,


id central cotrolover, stategc nuclear weapons

SinUln Senior Ukrairuan oflials tolds. 


asKiev a( their deternanation to establish "admineisra-

fiectrol"ove these weapons
to ermure they werenothncbed by Russian command horn Ubw andta'ist Iaaneheidl sin thp roboe o s d o kaingoian

arndto protect for Ukane the potential negotiating

anddetwert valuethe weaponsembrodied. The 

other w new "uclear' counes ofBelanm and Ka. 

akfst,i are fowing these dereloprmets intently. 
, tJ
Nee=t d eze totheNu.u
Neidter theyno , orUknneUkraine has yet adhered to the. N , 

drar Noniroeratcas Treaty as tte,,." 
whichthy formally pledged to do i nL Mayon Last . 
Nol= msouisi relatedthe danger ofpoeea 


im d weapo of u ucwearsas clear k toe has 
gy and Material,AM s toryhass intow-hoi.sts 
nevr b esse techniiansd scintiss, andWYapMrxss highlyskilled inbuilding and operatin:
nia wesos% whomut worry daily about fidig
food AndWiiog for theirmeves ard theirumilies. 

To onr credit, we have made the provision ofhu. 
mautanau, aid to Somalia and Bosnia a national com.nmtment. At our per, we have not given the unstable 
and potentially threatening nituation in the former So. 
vuetUnion the hgh national priorityit demands. TheUrited States mobilized the world and conducted the 
Largest fuil-raiser in istory to save Kuwat; we have
been unacceptably passive inaddresing the mostin . 
porant national security issue of our tite. 

The Bush adwstat has he ct-edably
Ive imutdmag seine 

en .
of the authorties and funding giv' 

en it byCongress, i providing huanitarian and tech-
mca assi.ance. ilu ssosand i establising a 

in the new cuntries
ofthis important region. Nevertheless. what isnow required. and inour idgmenAVrre-
qusred urgently, is(I) an overall strategy that inte-
grates alas a oua toward farrr Sovtpo the 
Union
and (2)carel. Wa5hrinon-based of 
thus
strategy sothat the United Statercn ith 

manizm eect to the histca opprvxt saffcrfrde 

by thecolpse of theU.S_.P, wts nrmn g theIl 

dearanda= t risthat wmnp ,Yth obpw


Our seci ude thefdlmig
incnlneat 
mThere must beno recess, no time-out Laformu. 
lating and implementing a national strategy re-

tarding Russia nd the other new countries that 

have emerged from the Soviet
Unon.T1uss an 

awkward time for the United Stte, with the outgo.

ing president concemed no( to infringe on the pre-

rogatives of the incoring president, andthe presi-
dent-elect anxious not to take policy initiatives before 
he issworn in.At the sane tame. this i a u-uwouelv 
dangerous mument for the peoples of the former So. 
iwet
Unon and the rest of the world. 


: All aspects of our policy for this part of the 

world should beorganized under one high-level
coordinator, reporting to the secretary of state ' 

ainothe president. who is responsible for the over. 
a effort and can cut across departmental lines,
who works closely with the US. business commu. 
ailyand who has so other substantive responsibil, 

a.
 

0 


Ities. This should be an earlypriorityfor the Clinton 
admnisuaton. 
a Our prime oal must be the prompt, safe dis. 
mantling and destruction of ,trategic nuclear 
weapons. UkraiM and Belaru.h.ve yet to rativ
START 1;neither they nor Kazastan has adhered 
to the NPT as nonnucear states. We should urge
them to take these actions without further delay, as 
they pledged to do inLisbon LastMay. 
" O TJ17 b r by l p .- de in
t fOce, we slded al pa at 
which nuclear warheads on missiles rvered under 
START I a removed from the missile Tere a 

rsn why ,e4iruascmanue to aimthousans ofwar
te-ds at eachother while the seYen-'ear perildprovided 
inSTART I fr"reducing weaps nminsi rs Ue. 
w We should continue to press for finalization and 
signature of 2START II Treaty between Russia 
and the United States before the Bush adminitra. 
tion leaves oMce. Although SecretaryofState Eag.
leburger and Fc eign Minister (cayrev fasted to 
complete this negotatimn inStockholm,and more re
cent contacts between Presidents Bush and Yeltsin 
have not resolved the matter, four more weeks Are 
available before the Bush administration leaves of. 
fice.
 
a Our next priority should be to asist economicsta. 
bilitation and reform, above all by govensment-to. 
government cooperation to improve the investment 
climate for U- private investment in the economics
of theseouoturies. Afffim 2A 'rir (Ovtm
3houl dliver asmple bit cnussmessage to ou rrsae 
't.Inveirrnt in the .fm -Soviet Unem-jara.

lbfyinenergy,
defense esion and hosisng-.snm
portant
now for ournatioal securiy and will befnjri
tant inmmcig years for ourc yntir's
eccony. 
a We should also assist the building of democratic in. 
etitutioas and practices, such ascivilian rxintrol over
the military. We sOald helpMSO for esrart,.Aen.s 

contrd andaccouintablity of nuclear and other sesatve
 
mamtemals
and technoloi
 
is Using our moral authority and our good offlie 
 s 
wall astraditional forms of assistance, we should do 
all we appropriately canto assist in easing the eth. 
nic tensions that plague this region and in resolving
the ethnic onflicts that have already erupted there. 
We need inPrtLar to address housangneeds inRussia asa Mvotalmeas f facilitating the witldrawal of Rum
ian trocS fromnewly independent casitrve
 
. And we should bettor utilize our embassies mad 
consulatesi throughout the region.Our possneed to
 
bebeftter stie b-tten
equpped, mom cselyLisened 
to byWashingtcn and better iniormed abut Washing
tm's liocoim
 

The United States has spent
trolls o ollars de
fending against the mnutary threat posedbythe forme-

Soviet Union. This trt hasalsopreoccupied our
 
eeds inEurope and inAsia Weaid tiey now have
 
.us,uein Fr
ainaae ndemquopport- ty For acomparatively modenvestst inves t

met overseveral years, wecan help ensure that our 
duula ge~xhlrnwill notbe(xitfrrsted byhldreni and aa l,'uf r th nm te o trn S via 

in, t fie the te-tcry 0 Ue foUnser 

Sam Nunn is a Democratic senatorfrom 
Georgia andchairman ofte Armed SericsCommittee. Richard Lugar isa Republican 
mnatorfrom Indiana anda memberofthe 

Foreign Relations Committee, 
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ON THE OAD TO
 
PARADISE -GAIN
 
Keeping Hopes for Russia Realistic
 

J E R 

n the year since the tumultuous breakup of the 

I 
Soviet Union, events in Russia and the other 
successor states have gradually slipped from the 
view o! the Amencan public. There is a sense, 
though, that Russian economic reform-let 

alone that in Ukraine or Central Asia-"; not going 
very well and that the reformer, are being threatened 
by a conservatvt coalition led by Arkady Volsky. 

The former Soviet Union is not likely to remain 
out of the headlines for long. The Russian "dem-
ocrats" have been canceling elections and appealing 
for the dismissal of the freely elected legislature. The 
Russian "reformist" economic team has combined 
tight-money rhetoric with a loose-money policy. The 
disintegration of the Soviet Union left the successor 
states without governmental institutions that could 
implement a coherent policy, but these institutions are 
now being built, and they will be used. The lack of a 
coherent policy in the face of economic decline can-
not continue for long. 

This year we have nourished the hope that Russia 
can pull off a marketization and privatization process 
even more painful than that imposed on Chile by 
General Pinochet in the 1970s, while becoming a fulil-
fledged democracy up to the standards of constitu-
tional democracies of the West. In comparison with 
such unrealistic dreams, events in the successor states 
are bound to be disappointing. But even more difficult 
for us, a coherent economic policy is going to be ac-
companied by and to require tighter integration 
within the former Soviet Union as a whole, 

As Russian policy becomes more coherent, the 
West will have to make hard choices. The danger is 
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that American policy wilI have to be decided by a new 

administration that is strongly within the Wilsonian-
Carter human rights tradition, but with an idealized 
view uf events in 1992 and a simphficd vicv of the 
choices in the Russian policy debates. A realistic policy 
must begin with a realistic understanding of just what 
has been going on. 

The Gaidar "Tight-Money" Policy 
Americans who have been following Russia casually 
this year have a vague sense of confusion and unease. 
The pieces of the puzzle don't seem to fit. Americans 
who follow Russia more close".' and who think 
through the conventional wisdcm differ only in that 
their sense of confusion and unease is well defined. 

The central problem is that during 1992 the eco
nomic czar Yegor Gaidar supposedly ollowed ,n ex
tremely tight-money, low-subsidy macroeconomIc 
policy of the type endorsed by the International Mon
etary Fund, but the result was a surge of inflation that 
threatened to accelerate instead of subside. 

How is this anomaly to be explained? Clearly the 
money supply was expanding rapidlh', and someone 
was responsible. "Villains" have come and gone. Ini
tially it was the State Bank, under the control of the 
parliament instead of the president, that was issuing 
money irresponsibly. Then when the State Bank 
struck back by not issuing money, creating a cash 
shortage that kept workers from being paid, it was said 
that the state enterprises were making loans to each 
other without control. At other times provincial offi
cials-representatives of the old nomenkatura-were 
the culprits: their failure to transmit tax revenues to 
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Moscow was causing a revenue shortage and thereby 
creating a central deficit. Then Jeffrey Sachs discov-
ered that the real source of the difficulty had been the 
non-Russian republics. They had had the de facto 
power to create rubles, and they had helped inflate the 
Russian currency. 

All these explanations contained a grain of truth, 
but none really made sense. Inter-enterprise loans did 
not create money. The money supply increased when 
the enterprises received bank loans to pay for wages, 
taxes, and supplies not provided on inter-enterprise 
loans. The non-Russian republics could not really 
create rubles. They were issuing letters of credit and 
making transfer payments that were translated into 
rubles inside Russia. But it was Russian banks that 
honored this paper and created the rubles, not the 
non-Russians. The State Bank did not make loans, 
but simply issued money to cover loans and wages al-
ready committed-as it was obligated to do by law. 

The major loan-making banks were a peculiar kind 
of commercial bank. "Founded" by major industrial 
enterprises of an industrial branch in 1991, they were 
obligated to give loan preference to the enterprises 
that founded them. One, for example, the "Stankn-
bank" (the Machine Tool and Instruments Bank) 
served the industry once run by the USSR Ministry of 
Machine Tools and Instruments. 

If these branch banks really were commercial 
banks, obtaining their loan money in ways veil estab-
lished in the West and making loans to their enterprises 
at commercial rates on the basis of potential profitabil-
ity, their behavior could be discussed in terms of such 
catcg, ics as the interest rates set by the Central Bank 
and the quantity of money issued by it. But Russian 
branch banks don't work like that. Stankinbank, for 
example, is housed in the same budding as the Depart-
ment of the Machine Tool and Instruments Industry 
of the Ministry of Industry of Russia. The branch 

"commercial" banks worked under the direct supervi-

sioi of the Ministry of Industry. Top IMF officials 

working with the Russian system could not distinguish 

between ba.,k and government-because there was 

no real distinction. 


In other respects too, large elements of the old :sys-
tem remain. The Department of Agricultural Ma2cin-
ery and Tractors of the Ministry of Industry, with INX_ 
employees, is a government body that provides policy 
guidance and conducts "investment policy." "Au-
toselkhozholding" (Auto-Agricultural Machinery Hol-
ding) is a "private organization" staffed by 500 people 
who engage in "wholesale trade" and buy supplies and 
sell them at a 5-6 percent comm,: si,'f. But with the 
holding company headed by the fonner minister of the 
auto industry and located four doors down the corridor 
from the Department, one can guess the meaning be-
hind the cich6 that old supply ties are being main-
mined through independent managerial inertia, 

Now the Ministry of Industry is being split into 
five state committees-one for industrial policy and 
four branch committees for the defense industry, ma-
chinery, metallurgy, and energy. The committees will 
be given larger investment funds and larger staff to 

adrinister it. 

Heavy Industry as the Unemployment Office 
For 60 years communist leaders have used the bi in
dustrial enterprise as a central instrument of social wel
fare, and with few functioning alternatives, they still 
do today. Loans are being made not only to finance 
production, but also to provide de facto unemploy
ment insurance to worker, and to pay taxeo to financ 
local government. Loans continue to be given when 
the enterprises are bankrupt by any meaningtul stan
dard and when they have no hope of solving their 
problems by normal commercial activity. 

The application of profitability criteria to Russiazr 
industries, already greatly overstaffed by Western stan
dards, should have dramatically shrunk the work force. 
In.tead, while the labor force has shrunk because ot at
rition and frustration over low wages. a 2t1-25 per

cent drop in industrial production has caused no 
significant unemployment, particularly in large-scale 
industry. June graduates from high schools, technical 
schools, and colleges seem to have found work. The 
explanation? Loans were being used to pay the wages 
of those who were not woiking. 

Sometimes factory managers Pre described as a law 
unto themselves, protecting their workers and pavu. 
them what they want. Banks, it is said, have no choic,
but to honor managerial commitments. But the banks 
belie that view on occasion simply by no issuing the 
requisite cash. On some questions, managers have, in 
fact, been able to act with arrogance and impunity, but 
wage increases have not been random. They have 
tended to vary direcdy with the recipients' importance 
to society-and ability to strike. Hard-currency earn
ers such coal miners and oil workers receiveas high 
wages, while social scientists 'n the Academny of Sc:
ences receive below-subsistence wages. Insiders assert 
that local managers are told what wage rates they can 
establish and these instructions are enforced by the size 
of loans or allocations provided. 

Perhaps the most revealing evidence comes in the 
way city government is financed. In 1992 rapid 
inflation forced monthly changes in the budgets of city 
governments. Yaroslavl, a city of 650,000 people, kept 
its budget in balance for at least the first four months 
of the year, matching a precipitous rise in spending 
with a precipitous rise in tax receipts. Remarkably, the 
large portion (65 percent) of revenue intended to 
come from the tax on profits of state enterprises kept 
pace with inflation during the spring. The enterprises 
themselves were going bankrupt by any normal ac
counting procedure, but their "profits" kept 
rising-so the taxes on them could support the 
schools, hospitals, and city services of Yaroslavl. 

This was a nationwide phenomenon. From March 
to May the value-added tax remained level at 52-54 
billion rubles. Excise taxes declined from 10 billion to 
9 billion. Individual taxes rose from 16 billion to 19 
billion. But the profit tax more than doubled, from 41 
billion to 101 billion. But since the enterprises had 
huge cash-flow problems, these "profit tax revenues" 
were being financed in significant part through loans 
from the branch "commercial" banks. 

Such loans were made in different forms through

out the economy. For example, the cost of medicines 
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produced in Russia rose tenfold during the firstquarter 
of 1992. To cushion the blow on customers and hos-
pitals, the regime increased the price of the medicines 
sold to them only four times. The regime should have 
provided a subsidy to the wholesale pharmaceutical 
distributor-a wholly state institution-to cover the 
difference, but, to maintain the appearance of bud-
getary stringency, it did not. Instead, when producers 
refused to ship medicines, the government told the 
distributors to go to the banks for "loans" to get the 
money to pay for the medicine. In Yaroslavl, the debt 
of the regional distributor rose from 3 million rubles 
on January 1 to 20 million on April 15. The total bud-
get for medicines for Yaroslavl hospitals for the first 
quarter was 7 million rubles. 

In short, the Gaidar government followed a loose-
money policy from the beginning, but put most of the 
deficit off-budget to create the tmpres*ion of a balanced 
budget. Its February 1992 memorandum 
claimed that inflation would soon 
level off, but even Stanislav 
Shatalin, Gaidar's mentor, felt it 
necessary to write in Nezavisimaia 
gazetaon MarLh 21 mat the calcu-
lations had no basis in reality and 
that there would be eithera catms-
trophic drop in production or hy-
perinflanon. So it turned out. 

The reasons for the duplicity 
in Gaidar's declared economic 
policy are not clear. Perhaps, as a 
young macroeconomist, Gaidar 
had no option but to endorse 
standard IMF policies and claim 
he was following them. Other-
wise, a person with other exper-
tise would have been chosen for 
his post. Perhaps the interna-
tional organizations made admis-
sion conditional on the enuncia-
tion of certain policies ev,-n if 
they were not being followed; 

to the IMF 

perhaps they virtually compelled Gaidar to say what 
he said. (In practice, U.S. congressional appropriation 
of the pledged S12 billion U.S. contribution to the 
IMF became politically tied to Russian admission and 
"aid.") Perhaps both Gaidar and the international 
monetary organizations thought the declared policy 
was a good cover for inflationary price liberalization 
and that real pohcy could be made to move toward 
declared policy once price relationships become more 
rational. Perhaps Gaidar was so inexperienced that he 
could not see the outcome of the processes and mech-
anisms over which he was presiding. We simply do 
not know. 


The Reform Model-Polish or Chinese? 
In recent months the Russian and Western press has 
talked about a loosening of monetary controls. The re-
porting, however, has been misleading. The big devel-
opment of the past few months has been a change in 
the level of honesty, not in the rate of increase of the 
deficit. Spending isnow being put on budget, and the 
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For 60 years communist fore the 1989 elections, while 
Gaidar and Shokhin were ve

l r have used the bgk.nowledgeable about Western
leaders big 


industrial enterprise as 


a central instrument of social 

welfare, and with few 


functioning alternatives, 


they still do today. 

reality of the deficit is being recognized. There actu
ally seems to be a tightening of money to industry anJ 
a rise in unemployment. 

The political battle of recent months has centered 
not on whether to loosen monetary policN, but on 
whether to continue that policy or to tighten it to cor
respond with declared policy. The long-term political 
battle, however, has been dyer whether to adopt the 
Polish or the Chinese model of econonic reforni. The 
Polish model envisions a complete overhaul of the 
econonv, the sooner the better. The Chinese model 
implies fiairly rapid economic reform in the aeticul
tural, service, and small industry sectors, but much 
more gradual reform in heavy industry. The debate. 
obviously, hinges on what to do with hcavv industr,. 

The Polish model was pushed by the young team 
Boris Yeltsin chose to cooperate with him in breaking 
up the Soviet Union in 1991. Gen'ladv Burbulis and 
Sergei Shakhrai handled the political portfolios, Yegor 

Gaidar and Alekandr Shokhin, 
the economic ones. Burbulis and 
Shakhrai had virtually no political 
or administrative experience be

economics but had no experience 
in the economic and administra
tive systen. 

Gaidar and Shokhin both 
worked as young economists as 
heads of "laboratories" in the In
butute ofSNstciiis Resedrn undor 
the leadership of Stanislav Shata
lin. Gaidar's iaboratory specialized 
on macroeconomic questions; 
Shokhin's on social problems. 
When Shatalin moved to the In
stitute of Economic Forecasting. 
they followed him. Both were 
part of the team that put together 
the Shatalin plan in 1990 and then 

developed the economic pl,,n in 19,41 that Yeltsin used 
to attack the Union. 

For Russia, a tight-money, low-subsidy, low-tariff 
policy, intentionally or not (and in Gaidar's case inten
tionally), was a policy of deindustrialization. The 
bloated heavy-industry sector would be subjected to 
intense pressure-the minister of industry talked 
about a 50 percent decline in production. 

While all the deputy premiers, including Gaidar 
and Shokhin, were confirmed by the Russian legisla
ture, Gaidar's declared policy never really had the sup
port of a majority, of that body. The Russian parlia
ment elected in the spring of 1990 had two major 
blocs-Democratic Russia and Communist Rus
sia-each with about a third of the deputies. Enough 
deputies in the middle joined the Democratic Russia 
forces to elect Yeltsin chairman of the Supreme Soviet 
in 1990 by four votes and then to authorize the pres
idential election of 1991. Nevertheless. they decisively 
united with conservatives on a number of key sym
bolic issues and were clearly moderates on reform. 
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The "Businessman's Lobby" 
The response of the industrialists to Gaidar's policy 
was predictable. They resisted the destruction of in-
dustr- as economically, ethically, and politically inex-
cusable. and they poured scorn on the inexperience of 
the Yeltsin team. Their leader became Arkady Volsky 
and his Union of Industrialists and Businessmen. Vol-
sky, who began his career as an engineer at the 
Moscow Auto Works, worked from 1966 to 1982 in 
the defense and machinery industry departments of the 
Central Committee. In 1982 Yir Andropfv made 
Volsky his leading personal assistant, but after An-
dropov's death, Konstantin Cherneriko and Mikhail 
Gorbachev gave him relatively minor posts. 

In 1989 Volsky became a deputy of the USSR. 
Congress of People's Deputies. He formed a 
Scierufic-lndustrial Union and headed the industri-
alist foices in the Congress. After the attempterc coup 
in August 1991, he was one of four men named to 
head the coordinating USSR 
Committee for the Operational 
Management of the Economy. In 
practice, he became its dominant 
figure. 

After the breakup of the So-
viet Union, Volsky returned full-
time to what was now called the 
Russian Union of Industrialists 
and Businessmen. As the leading 
f'ures of the Russian govern-
ment took over the offices of the 
secretaries of the Central Coin-
mittee in the Old Square, the 
Union of Industialists and Busi-
nessmen moved in right next 
door. In appearance a business-
man's lobby, actually the Indus- 
taialiss' Umon was becoming the 
counm,-y's political opposition. 

Volsky's political strategy was 
twofold. First, he worked to I 
unite the industrialists and the 
trade unions in opposition to deindusralization. Im-
plicidy and sometimes explicitly, he and his supporters 
threatened cooperative strike action by the unions and 
industialisis if economic policy became too harsh. 

Second, Volsky organized the centrist forces of the 
Russian parliament. Two major issues arose-one, 
the strength of Yeltsin's power vis-,-vis the legislature 
and, two, the character of economic policy. Volsky 
put together somewhat different coalitions on these 
issues and defeated Democratic Russia on both. In-
deed, key elements of Democratic Russia broke away 
and moved toward the center. 

In the late spring and summer, Volsky organized 
the centrist forces formally. In May he created a polit-
ical party called Renewal. Then he formed a coalition 
called Civic Union with a number of the fictions and 
parties formerly associated with Democratic Russia or 
Yeltsin. One, the People's Parry of Free Russia, was 
headed by the vice president, Aleksandr Rutskoi, who 
had broken the previous year with Communist F,.Rssia 
to support Yeltsin; another was the first major non-

Democracy is incompatible 

with pure marketization, for 

the vast majority of demo-

cratic poluitics center on efforts 

of people to protect them-
selves from the market and to 

receive more income or secu-
rity than it would provide. 

Communist party of Russia, the Democratic Par:x of 
Russia, headed by Nikolai Travkin. 

The Russian system is like the French in havine 
both a president and a prime minister. Volskv i not 
trying to replace Yelsin, but the government beneath 
him. And, of course, he wants to turn Yeltsin more 
into Queen Elizabeth than Francnis Mitterrand. 

Like all politici! groups, Civic Union has not been 
as explicit about its economic program as one might 
want. Volsky doen, however, tal exphcitly about the 
Chinese or the Asian model of reform in preference 
to the Polish one. (He has visitca Japan and Korea half 
a dozen times each, but refuses invitations to the 
United States.) \Nhat isstriking is the extent to which 
Volsky, who is often described a,'. conservative on 
economic policy, has moved the debate about the 
economy in a reform direction. Almost no one talks 
openly about returning to the old Soviet economic 
system. Even Pr.,n da writes favorably about China's 

agricultural reform. 
The real problem from our 

point of view is that Volskv 
rightly emvhasizes that economic 
integration of the old Soviet 
Union isvital for the econom,. 
One hopes that the re-integration 
of the So.iet Union will be done 
quietly and more or less voluntar
ily, leaving a confederation in 
place. The new Ukrainian pre
mier, Leonid Kuchma, once the 
director of the large Ukrainian 
Iockct Pant, is a ...c:_ of Vol
sky's and speaks of the Chinese 
model and close cor.-ation 
with Russia. He is scormiul about 
the introduction of a separate 
Ukraiman currency. The Lithua
nians, in their November parlia
mentary elections, supported the 
former communists and rejected 
Sajudis. Nevertheless, Yeltsin's 

decision to leave troops in the Baltics until they treat 
local Russians well is a reminder that the Soviet army 
remains intact and stands behind the new policy. 

The exact nature of Volsky's policy toward heavy 
industry is also unclear. In 1992 the former Soviet 
Union had neither the orderliness of the old system 
nor real market mechanisms. Capital goods producers 
continue to ship goods, but pressure for technological 
improvement (or even the possibility for it) seems ab
sent without investment. Moreover, with production 
falling, the economy seems to be running own more 
than being transformed. Volsky clearly plans to try to 
promote state-directed industrial investment. Cer
tainly the enterpris-s will issue shares in ,xchange for 
investment, and the government will retain control of 
them. Volsky's dilemma is how to do it without lock
ing industry into the old administrative system. 

How Should the United States Respond? 
Since many near-term and middle-term scenarios are 
possible, it is difficult to talk precisely about the proper 
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U.S. response. If the financial chaos continues, talk 
about a financial stabilization program will remain aca-
demic. But the introduction of order will require 
America to face real decisions. Obviously, if order is 
introduced by Soviet troops acting in the Baltic states, 
the U.S. response will be different than if domestic po-
litical change in Ukraine brings it into a common eco-
nomic market. 

It is possible, however, to make several general 
points. First, the old U.S. propagandistic position on 
the Soviet Union alternated between rwo inconsistent 
views. Often we compared the Soviet Union with the 
United States-to emphasize Soviet political and eco-
nomic shortcomings. At other times we sneered at it 
as a third world country. Nei-her position was nght, 
but the latter was closer to the truth. 

In the past few years we have combined an exces-
sive denigration of the achievements of the Soviet 
Union with the hope that we can force the successor 
states to embrace democracy (including full national 
self-determination for ethnic groups), human rights, 
and free markets over five to ten years. We seldom 
even recognize the inherent contradictions in these 
goals, let alone the difficulty of introducing either 
democracy or free markets, as history has shown in 
Europe and the third world. 

Indeed, we have seen the choice in the Soviet 
Union as a dualistic one between reform and reaction 
and have often personahzed the choice. For years Gor-
bachev, Aleksandr Yakovlev, and Eduard Shevard-
nadze represented in our minds all that was good, and 
Yegor Ligachev was unfairly demonized. Now Boris 

and Yegor.,ati- Gaidar are cast in the "good" role, 
and Arkady Volsky is the villain, 

We must become much more sophisticated. Dem-
ocracy is incompatible with pure marketization. In-
deed, the vast majority of democratic politics center 
on efforts of people to protect themselves from the 
market and to receive more income or security than it 
would provide, 

Volhky's ally, Acksandr Rutskoi, speaks of the need 
for a "strong, liberal state." In fact, market economies 
require orderly, predictable political conditions and re-
liable institutions that can enforce contracts and adju-
dicate legal disputes. This aspect of economic reform 
has been neglected in Russia, and the legal anarchy of 
the past three years must be ende., It is not clear how 
much stronger a state Rutskoi has in mind and even 
less clear whether Volsky shares his vision. 

Last October Gaidar explicitly condemned Volsky's 
embracing of the Chinese model, arguing that the 
Chinese politicai system goes with its economic sys-
tern--the implication being that a freer, democratic 
state requires a freer market economy. But, in general, 
Volsky's economic policy is closer to Western social 
democracy and is less likely to require repression than 
an extreme market position, 

Volsky's Civic Union controls about 40 percent of 
the deputies of the Congress of People's Deputies and 
a third of the smaller Supreme Soviet. (The latter will 
be changed in December to reflect the new balance of 
forces., Many elements of its basic program-support 
for the industrial state sector and for a strong confed-

WINTER )93 

eration within the old Soviet Union-are attra.' . e 

to the moderate right, and ,he Volsky forces almo,t 
surely will be able to maintain a working majon- in 
the parliament by maintaining an alliance with them 

Political philosophers have long pointed out the in
herent conflict within constitutional democracy be
tween majority rule and minonty nghts. The Amen
car, tradition emphasizes the dangers of the tyranny of 
the majontv. In the normal course ofdeniocratizaton 
in Europe, the griduaL and uneven introdu:tEon of 
constitutional limits on the king came before democ
racy. In her famous defense ofauthoritanan regimes in 
1979,Jeane Kirkpatnck would have been less severely 
criticized if she had described them as constitutional or 
semi-constitutional dictatorships on the 18th- and 
19th-century European model (and if she had limited 
herself more clearly to defending such "limited" mod
ern dictators). 

There is a strong logic to this sequence. If democ
racy is introduced when the elite still conceives of 
government in absolute terms, then elected democrats 
naturally think they should have absolute power. That 
is why democracy often leads to extremism and 
plebiscitary dictatorship in its early tages. and is r. 
placed by some kind ofdictatorship. These succeeding 
dictatorships tend to be less absolutist, and, as a result. 
the democrats too have a more liberal ccnception of 
government in the next phase of democratization. 

In Western Europe and Latin America. democra
tization was a 150-year process. At best, as in England, 
the reduction of the power of the king and the rise in 
the influence, first, of the middle clasc and then of 
workers was a slow and gradual proccss. Th pow er 
of parliament varied greatly over time and by issue. 
The French prccess from 1787 to 1958 w.-as mo.e typ
ical in being interrupted by periods of various types of 
dictatorship. 

If the successor states to the Soviet Union have the 
kinds of mixed political systems and economic systems 
we saw in Europe in the 19th century and in the third 
world in this century. we should see this as normal, 
not inadmissible. If full democratization takes 150 
years, then Russia began in 1905 and is well along in 
the process, but it still has a long way to go. 

In the 1930s many Westerner- read into Stalin all 
their hopes for socialism and planning. They saw the 
loss of half the nation's cattle through farm collec
tivization as a minor cost on the road to paradise. To
day many Westerners read into Russian reformers all 
their hopes for a pure market system -and see the loss 
of half of industry as a minor cost on the road to par
adise. 

The American tradition has emphasized gradualism, 
prap.iatism, and constitutional rights. We have lived 
with regimes in the Pacific, in Asia, and in Latin 
America that do not correspond to Western political 
and economic models. We nudge them in the direc
tion of those models, but we understand that the pro
cess is a long one. IfRussia is willing-as it seems-to 
join the Western geopolitical community, we need not 
treat it differently than we do other countries making 
the same journey. Given our long-term geostrategic 
and economic interests, it would be foolish to do so.& 
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Save the Peace Dividend Bi 1'
 
By Richard Nixon 

WOoXi I1FF LAKE. NJ.~resI dent-elect IHill Clinton 
deserves high marks for
aggressively addressing 
a number of important
issues during the transi-
tiion period But as was

the case during the campaign, the 
most important issue since the end of
World War I has receavem nininal 
attention. 

It may be politically shrewd to give
domestic policy. as it affects an econ-
omy lust beginning to recover from 
recession. a higher priority than for-

elanYeltsin'spoicy. ut he collapse of Borispro-Western, democrati 
Russian Government would have a 

far greater mpct on the American 
ecnomy an anything he new Ad-ministration could do at home. 

The Yeltsin Government is in mor-
tal daner. The National Salvation 
Fromn. an unholy alliance of ex-Com-

m unists a nd u ltra -natio nalists ha ve 

bnoldly de n Booris tarlisianesprincipal
ignaton, a return to authoritarianshudbofufienstursoharule and the restoration of the Soviet 
Un ion w ith in its 1 9 9 1 bo r d e r s. Tha twould be a prescriptioa for the begin-l n g o f c'old w~ r II 

Th, peace dividend, which the Clin-
ton Administraton Is counting on to 
help finance its new domestic poll-
cies, will be down the tube. Instead ofcultng the defense budget. It will be-
necessary to increase defense spend
L-.g by billions of dollars.It has been projected that the Unit-
ed States over the next 10 years can 
save between $250 billion and $300 
billion in defense expenditures If 
sian nationalist authoritarianism 
government. heavily controlled by 
the military and shorn of the failed 
faith of Communism. would be agreater threat to the forces of peace
and freedom in the world than the ol 

Soviet totalitarianism.fal.wWhat are the chances that the Yet-
hata re hane e theGo e illsr tIsin Gov er nm en t wilt surv ive? O n thehminus side. Russia is plagued by mas-

live corruption and runaway Infla-

t- . Blu ly ethnic conflicts are on
the i. e. The griidlck in Moscowbc 

twee-. President Yeli! irs' Cabinetand the heavily Commnist Pari-
menuh woh t i an he eer a 

formidable sizcesman tits popularl-
ly. at a lime when his country is 

sulfering not just from a recessionbut from a deep depression. is still 
above 50 percten 

Russia is a rich country; we are notdealing here with a nuclear-armed 
Bangladesh. Ninety-five percent of
the Russian people are literaie, and 
90 percent of the Russian work force
has graduated from high school. The 
pre-s is free. and Mr. Yeltsin has
acted as its greatest defender against
undue interference from both conser-

" 

boldy dmaned 
boldy dmaned 

vatives in the Parliament and his own 
Government There is ci siderahle 

progies in overall judi( aiy reforn.Most important. in foreigo poli-y.
buih vis-a-vi, the West and tie newly 
independent post-Soviet sitles. Mr.Yeltsin has cin-sienitly acted wiih 
enhghtened moderation He needs 
our help and he deserves it 

It is esseintial that we tx' under-
standing and tiilerant as he tries to 
find a new way of ruling the country
through a comlromise with the ten-
trist forces organized under the um-
brella of the Civic Union. I personally
know some of the top leaders in this 
diverse coalition. While qw-stioning 
many of the current Government tac-

tics. they have a fundamental com-mitment to democracy and a free-
market economy and are loyal to Mr. 

Yellsin as the Russian President. Ifhe makes a compromise with theCivic Union. there is no need to panic
and to perceive it as a mortal blow to 

orisYel~ins r,=.the 
ori Yetsi's es-erment 

A 
; ell 

n i n g o f c l d wr 1 1N 

,unless 

cuttng he efene bdge, itwil bepeans 
l 

Is much woise than Wllls~eanything everItiinRsiwllmabliosf InWlllwitnessed in Waslvngton. 
On the plus side. Mr Yeltsin has 

proved to be a skillful politicinand 

Richard N or, the former Pr iodent 
tshonorory choirmn of the lund for 
Democracy and Dev lopment. 

' 
V"' 

N 

Stow. 

. 

,:l 

'Itaeantudes 
.~n/in 

the Russian democratic experiment. 
One of the most effective ways we 

cain help Mr. Yeltsin survive Is tochampion the rights of the 25 million 
Pussian-speaking people in [he Baltic 
and the other post-Soviet states -both bilaierally and in international 
forums. The Russian people should be
able io feel that their human rights 
are a priority fnr American diploma-
cy. This will be a constructive way to 
respond to xenophobic Russian na-tionalilis whc are paranoid and suspi-
cous of the West and violently op-
posetu to President Yeltsi. 

The Yeltsin Government will not 
sutvive unless it receives a major 
new economic assistance package. 
The Freedom Support Act was a Post-tive first step, but it has been overtak-
en by events. Urgent action on three 

fronts is required.I- The Sa0 billion debt that Mr.Yeltsin inherited from Mikhail Gor-
bachev must be rescheduled for l5 

:A. 

," < ' 

t 

". 

years as Mr Yltsn has requested.
2. There muls be a substantial 

bridge Joan from Western govern
ments to help the Russian peoplethrough a cruel, cold winter and to 
assist the transition from a command 
to a free-market economy that is un
precedented in a major country.

3. Russia needs massive invest
ment from the private sector in the
West. Government aid is limited by
budgets. tnvestment from the private
sector is limited only by opportunity. 
If Russia adopts the same legal guar. 
antees for private property as we
have in the West, it has been estimat
ed that $300 billion would be invested 
over the next five years. dwarfing the 
$25 billion in Western government aid 

currently allotted.. As Senator Sam Nuon has recoimended, responsibility for the aid 
program should be given to one high
level individual reporting toiectl 
t e id ent who w l d a ct-y t oPresident who would act as the 

coordinator of all U S. Govef*orts. This individual 
ned 

h e o M Y el zina n t o 

WeNte ofaers n el.tu e s t e ePr seid nays dirqctlo ne o f the s e th in s w i l l happe n 

the President plays directal hn gesuwillhae n 

to accept debt relief, force the 

If we don'thelp Yeltsin, it 

will cost us p 
b"American bureaucracy to shape up 

and get Congress to aprove foreignaid appropriations.
 
What's 
 in it for us? It Mr. Yellsin 

alw al-gu ieI agru
dagilvenadneruworld with the threat of nuclear war 

a g n o v r ur efreedom swepingrhewddi T ewilw ve fwebb
 
freedom sweepln the world will ebb
nd w zco ud ge cauht n he under.If Mr. Yeltsin survives, and free
do and democracy succeed in Ru-

We will also live inA freefonterpresea richer world.vigorous economy 

Russia wilt mean billionls of dcittag;
laz 

ofhous.ds of 
jobsfor American workers W will 
in trade and hundreds fitustiso 

live In freer worldlvesnOof feer becausi ihewrJld free markets In Russia will te an example for 
China and other dictatorships aound 
the world to follow, Eaw. -c uf 
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Jim Hoagland 

Fiddling
 
While
 
Moscow 
Freezes 

Crime or blunder? That isthe ques-
tioi Russian democrats ask as they 
guse cnthe failure of the West and 
Japan to support Boris Yeltsi's fu& 
tering experiment in capitalism and 
democracy. L' this lack oi support a 
plot to break Ruasia span, or stupidt-
ty of historic dimension? 

Even if you op: for the blunder 
factor-I do-it is important to un-
derstand why senior Russian officials 
increasingly seethe world's inatten-
tion to Russia's turmoil u muchief,
Dot simple miscalculation. 

As Yeltin approaches the make-or,
beak point for econonuc and political 
enns in M,~wnw. Wel!'."m leaders 
srmish in petty trade qt-arrels over 

soybeans and Chablis. America's am-
bassador resigns after little more 
than a year actually spent in Moscow,
leaving his post vacant at this critical 
moment. The foreign leaders who 
could help Yeltsin are totally absorbed 
with elections and transitions, domes-
tic poltical problems an economic 
reversals. 

They fiddle while Moscow freezes, 
But inattention is not all. Worse, 

1,estem actions and words have con-
tributed to agrowing backlash against 
Yeltin's program of reform. Three
strains of doubt about Western inten-
tions have become clear in recent 
weeks. Russian officals in Wshing-
ton and visitors from Moscow report: 
a Exaggerated, unfulfilled promises
of foreign aid have damaged Yeltsin's 
aedibility. The $24 billion promised 
by then-Secretary of State JumBaker 
an April 1 turns out to be more Like 
$8 billion, according to the figures oi 
the Yeltsin government, or $14 bib-
ion, according to the Interational 
Monetary Fund. Whatever the crr. 
rect figure, "'he people figure the 
money they heard was coming but 
. never seen went into the pocket

oi ,..mebody at the top," says one 
Russian. "They don't know that Baker 
had his own poliuca purpose in iving
'afictitious figure.' 

's 7 portrayal in the West of Ru"sia 
s sn inherently aggressive and ex-
pmnsiordst state oura deep suspicion
of American motives. Yeltsin's am-
bas.ador to Washington, Vladurw, Lu-
kin, warns American "realpolititk fun-
damentalists who see the strong-arm
rivalry of great powers as the eternal 
law of world politics" that they are 
playing into the hands of "jingolats" in 
NlL3cow who oppose Yeltsi. 

Lukin did not name any "fundamen-
taluits" inremarks he made at a Mo.-
cow conference in October. But con-
ference-goers assumed that his main 
target was former secretary of state 
Henry Kia-wnger, who zairoaddressed 
the metig iumdrepeted his long-
standing concerns about Russia's In-
perialhst, authotaia history ress-
seting itself. 

America's inconsistent policy on 
arms sales is fueling demads inRua. 
sia that its military-industrial complex
be kept intact rather than converted 
to civili industry. While pressing
Russia not to sell arms to Iran and 
others in the Middle East and Asia, 
the B'.oh administration announced 
major U.S. sales to Saudi Arabia and 
Taiwan. 


'We have lost 50 percent or more 

of our markets for our only produc-
Live industry,' says one official noting 
Russian observance of United Nations 
arms embargoes on Iraq and Libya.
"I Washington really wants us not to
sell to Iran, why not help us get ome 
o 	the market in,say, Saudi Arabia?" 

Russia, of course, bears the prim. 
ry responsibility for its democratic 
experiment. The second Russian rev-
olution isYeltsin's to win or lose. The 
West's failure to keep promises on aid 
'have been matched by Russian failure 
to keep promi s on economic re
form, blocking further aid. Historias 
wallsettle which failure is chicken, 
which is egg. 

But the imablitv of Western leaders 
'to distingush the important from the 
urgent-to keep a big-picture out
come for Russia coesantly inmind as 
they deal with their own daily prob
lems-lready invites comparison to 
an earber generation of rulers who 
watched Weuna:-Germany founder ,n 
hypernflation ad eventually awing to 
fiascism. 

One small iodde' t tells the tae: As 
early asAugust, Yeltsin advisers uw 
that his retreat from reform and at. 
tempts to compromise -Athhis Brek. 
nevite opponents would lead to the 
economic crisis that now grips Russia. 

=4~ti: 25, pct'a =.th:1~a 
and the ruble's value in foreign cur
rency trading hanplummeted from 30 
to the dollar in June to 430 today. 

Thes advisers sought help from 
the "sherpas," the seruor-level offi
cials who coordinate the Group of 
Seven summits and policy declara-
Lions, ingetting other leaders to warn 
Yeltsin of the consequences of slow
ing reform to keep unemployment
iow. But election: in the United 
States, an impending change of aher
pas inGermany, vacation schedules in 
France and other national consider
ations prevented any coordinated at. 
tention to the appeals from Moscow. 

That is how it has been all year as 
Yeltsin has stalled maneuvered and 
muddled through with little real help
from abroad. PretmediLtated sabotage?
No. No Western plot to weaken Yelt
sin would have been cai ned out this 
effectively. But we may never be able 
to convince the Rusans of that, if 
Yeltsin, and democracy, come acrop
er inRussia. 
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Go Faster on Russian Reform
 
By And1r1 Aslund 

beenHt~the cas soote usihs efenh e case o oftenRussia 
laces a vital decsto'iw. A bat-
tie Is raging between th- li"-
eral Government -nd the 
"cenlrist'" Civic Union aill-
ance But is compromise 

what Ru%ta needs? Instinctively. many peo-
pie react olsitively to terms like "comiro-

,se" and "moderate reform,* but we must 
no bse fooled The essence of politics is to 
provide viable solutirris to the problems fac-
ing society.

The specter haunting Russia is hyper
Inflalion. In the face of such adanger, modera-
ion provides no solution If a house Is burng 
you do not pour little oil on it. You flood itwith water Sir ),rly. you do not treat ex. 
Ir me inflation try ssuinR more credit. buJt by 
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the real bank savings that had been 
inflated away. Thus, a maximum amount of 
benefits was to be given to the vested inter
ests oi theold Comntmunist society. Tl--!public. 
on the contrar'. would t hit with strict 

on w, Res and scial benefits. And 
this is not all. /he Civic Uniin is also against 

privaliztion.especially the free distri
of enterprise shares to the public at 
which the Government pursues at 

present. 
hsicUinrrmw 

hiCvi Uiwl n io rga a 
by w odr r 

economists. Nikolai Petrakov 
and Yuri Yaremtenko. Mr. 
Volsky's respected ce econ 

Yveny Yasin. was not 
w on e pM'allowed to work on the program. Mr. Yasin, 

sJing with the Russian Government, haswarried that it would lead to hyperinflation. 
r~ hlI ol edt yelfain 

blocking new credit. This is the key difference 
between the approaches of the Civic Unionand the reformist Government. 

The Civic Union is a broad alliance of two 
populist parties headed by Vice President. 
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andthe.eformit.vrnm.nt. 
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Iir s Civic Union program was not onlya 
rekpefordestabmlizmagon. Itwaslthe most nisoia prora Imaginable The lost savng 
of ih"hnomenklatura were lo be restored and 
enle~prtse assets safeguarded, while the 
workers and pensioners would have seen tir 

Alekn.in/r Rutskoi and N'k'lai Travkn. andthe Russian Union of Industrialists and Untre-
peer.ldby Arkady Volsky. Mr. Volsky ispreneurs, ii5p ol .ti old p

ai prime ex',mple of the old apparatchik He 
was the personal economic adviser to Yurl 
Andropov and Konsanlin Chernenko. The old 
official trade unions are also part of the Ci-ic 
Union In e,.'-nce, it is the ciever Mr. Volskywho dictates Civic Union policies.

Viklor Gerashchenko. chairman o the 
Central Bank of Russia. hearsthe prime re.-

sponsibility for Ioday's isllalion. Appointed In 

July. he, toe is an Pc Soviet official, the last 
he-Ii of the Soviet State Bank. Wetrdly. Mr. 
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real incomes fall drastically.
Fortunately, the Civic Union had to with

draw this program. The official trade unions 
protested against its grave social Implications. 
One week later, the Civic Union circulated anabbreviated program of 35 pages. Almost all 

e ea dett. 
remained was little but paltudes. The well.rmiewshtlbupaiud.Thwe
kept secret is that the Civic Union has failed to 
adopt an economic program.p c'tXltitcally. the Civic Union Is dead stl 
against referendums and elections, whilh 

are vital for the construclion o new legito.. 
vi -m a te porly i e e eiG era sh chenk o h a s a ban don ed a ll m o eta rys ate policy-making bodies. But the Civic 

Union as an allianceof vested interests of theresnraints The money supply has inreased •
by about 30 percent a month, causing Inflation . lions. Mr. Volsky instead favors round-labte 

x negotlation. where he can prevail vith his 
October a santh. reais threaa 

percent today. Hyperinflation. defined as 50 '2' " skill; as an old apparatchik. 
Presiden Boris Yellsp accepted the 

gomydan ubreakup... .. of the Soviet Union. whit- Nikolai 
in our offices in the Russian ', 

- The Civic Union advocal,,san aggressive poli-Government headquarters In f / € ";,, , cy toward the other former Soviet republics
Moscow talking to one of the "Govern..ment's strategic "- ' t""- i'':: li !i a esternt foreign po~licy.ind an ai l 

thivrnenas str a nt
ategicp :' "And jet. Mr. Volsky'sg group has its sup-Was there any hope .thinkersfor reviia..ied reform? Yes. my friend said. potr i. the West. Some unr-'ormed U.S.If o1os h tilt mourn the departure 

of the good old Soviet Union and its last 
would present its program and it would be an 

By the end of the mioh, the Civic Union 

unmitigated dmA,ler. ,.f)'" ,I_•.{ J. 1 : leadr. Mikhall Gorbachev, have thrown in 
My riend iae me he 55-p , I / ,ihr lot with t - Civic Union 

program It. was exlraordinary The goal of "s oppinF the chaotic fall in 
M i rf m p While changing the economic system In 

Russi is a far more precarious operation than It has been In Faslern Europe.produt tion" was hailed as primary, while conhing in!aiion ranked second much has already been accomplished One lttle-noticed fact is that there Is noThe s.ggestred measures belonging to the oi .. unl tI economy. No compromisestry sa t e rder sp ric e re gu la ion s s wae m compul- l,riinnon o p h z,s sld w en fo d ra ton in g a threait of famine ihe problem is that thes l w ly n ol oci{fa s l ]o p rom oe a ra tina l reforms are going tooran sfor m at o n o f he e c o no m y, 
It was similar ii the Siviet .e fel..... just befere its c'dlaps,. inf.,iiin must 

The Civic Uinon's program on, ill I0 balanceappledthe budget. viable progiam to a, omptih this.Instead, it wanted to gu....tee the real -;iuie (if eo;erprise assets and Ili apparatchiks of 
w ith the old-line be brought iiiiler control. Only the Russian Government has a 

If it win%at the Congiess of Peple's Deputies, we can expect to se the 
Antlers Alu.i.. econo"ic adv-iser to . . .. . . .. . Giivernniient 11,w Iiw hi- into its slabiliat ion and liheralital ion efforts, whilethe Ru-in G..ernment an di ectorof the ivi( Union. priestizaton is already going excellently. iha is hy President Ylsin andthe %iiocholn Inlitute €o/ I.i f-urp ,iin I , i)i}micis. is oulthor. mI recent- rogll IgPi tote Mosti.' Ga ida r should insis in their policies, as they do. and 

... - -" ....-1"I' I--' - - - ' *rIk -,' lf- 1.1 



THE %AsiTm1i PosT 

Stephen S. Rosenfeld 

For Russia, Democracy First 
Yes. the Cold War is over, but from proven democrats who think Russia the embattled President Boris Yelt- pose the no-return crowd continuis toa security standpoint the largest, most should not fall into what he calls sin. Koz-irev's subordination of for- k-ep Moscow from negotiating on theimportant and most difficult single "infantile pro-Americanism." An ex- eign policy to domestic revival has Kurile Islands with Japan?

piece of the global pgsaw puzzle that ample: Russia inherited a lopsidedly made hini a champion of accommoda- The United States has o to assert remains to be putin place is Russia. milizarized economy an,! is driven by tion with the West. lie has been its interest in these and other relatedReady or not. Bill Cluit,n is going to desperation to sell arms lbroad, but it outspoken in warning of a comeback matters. There's no place in our policyhave to turn to this formidable task. is then scolded by Washington, which by those with a 'fascist ideology" aid for Iiiantile pro-Russianism." ButUntil now the West has had it easy. a gi and vision of restoring Russia in American chances to be listened to canThe major initiatives have been Mos- its grandeur to the borders of the only be improved idsome basic consider-cow's, and they have mostly involved former U.S.S.R." ations are kept in mind.
uniateral bursts of strategic retea,. T s huld Russi's passage puts Russians in "Thefirstpnonty is der-.ocratizaton.military reducion and political re- i e is f a psychological duress. The United Nothing risewill ensure that Russia.,straint. The West look the gains and reinvent tselj as thfe States mist respond with due tact. vieak or strong, will be a gRoodfriend andclaimed much of the credit and paid ta i of The fficuity comes in the specifics, partner. Anything else mocks the sacri-relatively little ii, return. Atiafl~ic cluof Should tieUnited States stop expect- fices of the Cold War. Winston Churchill

This imbalance has generated nations. ing Yelts n to elimiiate the big SS-18 in his famous Ircn-Curtain-is-descendingbackash at the Russn end: a feeling democraticnations ter-ont.nental missiles? What about speech of 1946 invited Stalin's Rus.ia totat the relationship i_ oiie-way and use of the Russian army in the current Like its "rightful place among the lead-unfair. This feeling exists zart from, is far richer and le. militarily depen- Baltic mde-in bargaining out the IgI nations of the worlr"-but democra-
but it feeds, a parallel tendency of dent and peddles its own arms ener- rights of :he25 millHi ethnic Russians cy was the condition. Re-alliig this offernationalism that cnn not only among getically. As a parlianwntary deputy, whom th breakup of the Soviet Union recenily, the Bubh Pentagon's Paul Wol-extremists of the left ('red") and right says Lu!*in, he has learned not to let left as citizens of countries other than fowitz renewed it. Dermicracy remains("brown") but among committed dem- pohiy get out ahead of public opinion. Russia? Is the American government the condition-n particular, he said.ocrats as well. Lukn is mentioned as a possible supposed to sit and smile if uswua political control of the military's policy

The Russian ambassador in Wash- replacement for Foreign Minister An- decides tn resume a classical pan-Slav and budget,inilon. Vladimir Lukin, is among the drei Koxyrev, should he be dumped by pro-Serbia course inthe Balkans? Sup- a The West should we to it that NATO 

Fan, Noymm 13, 1992 A27 

stopidithering and reinvents itself 
promptly as the Atlantc club of demo
-estic nations. Military NATO will slew 
for years over what sort of threats to 
prepare for. Political NATO should offer 
membership to the countries, reborn or 
new, that earn it. Poland would be first. 
It is not simply a matter of prestige. It is 
a matter of giving the politically invalu
able reward of full aceptance in the 
company of the West. 

Overpromising-infiating the stakes 
and then failng to deliver-s a Western 
habit, and an especially bad one when it 
conmes to offers of economic asistance. 
Says Anders Aslund, esteemed Swedish 
adviser to the Russan government: 
"The West is purportedly supporting 
President Yeltsin. democracy and a mar
ket economy in Russia. bat it stopped
supporting this country after it had 
ceased to be a communist, totalitarian, 
aggressive, centrally planned eonomy." 
We are entitled to ask the Russians and 
the others if they are serious. They are 
entitled to ask us. 
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A Cold-Cash 
WinterProposal
 

ForRussia
 
ByGcc Svsur 

Igave uphope foeussia inApril of 
year. Itwas thenthai I begantoforosee 
a processofdisintegration without end. 
SL?0procebs couldlike many forrts: the 
c.o'nu-r-isin- ' 'overnment author. 

.oon ofesuen-
-1 se.v,,es aand the noting uttroops; or 


PisdSach Yeltsin
that wouldremoveBoris 
aidseekto urite the nalion by finding
enemies bothwithout slid within; Ora 
combination of thetwo. 

My cataclysmic view was based on a 

rec nition that Ineeconomicreform In 

traduced by Prime Minister Yegor Gaidar 

wasAUoi
worng. Mr.GaidLr was trying to 
sabilize theeconomyby meansof mone- 
tary p)llcyli Atime whentheeconomy 
wasnutoseyiog monetary signali. Enter. 
prises continued operating according toa 
noue'isieni plan. which meantthat they
kept filing claims on each other forwhich 
there werenofunds.Inter-enierprise debt 
was Accv.rulattng at a rate that waa 
rnughly ilu the totawnational output.
What waswors:, itwasreaching across 
national borders, causing ersions anioog 
auccevs. states of the Soviet Union. par-
ticurly beiweli Russia andUkraine. 

to April. Mr Gaid r wona purliamen • 
lry v-tory that gave him another six 
montitsleaseo lilt. andWestern govern-
ments through the molion.s wer ofoffer. 

tIgeconomic Assistance But the pro,

ceedings hadthequalityof a charade,
There was no reason to believe thatthe 
situation could be corrected within als 
months,

NowMr. Galdar'sleaseonlife isepir.
Ingnd everyoneisfullof foreboding about 
the coming sesion of theCongresso 
People's Deputies, 'whichis scheduledto 
atall DecI. Evenif a reformist govern-
ment is endorsedbythecongress, It Is 
likely to be swept AwAy in the ubse-

quent hyperinhation. andtheinevitable 
attempt to reintroduce pnce tontrols and 
state cerderswould be resisted by the 
regions. leading In civil war. The window 
(V ,poflunjiy toclosing, 

bslthere nothtng to be done' Thetruth Is 

that theSituatton still
could be turned 
tround itonly Western governments would 
pu:their headstogether and usea litUe 
rnlagnaiiso. They a socialcould offer 

Lately would provide minimum
net thit 
subsistence to theunemployed, the pen. 
atonersand the needy 

This could be done ata rldlculously tow 
costduetotheundervaluation oftheruble. 
At present, theminimum wage Islessthan 
$6 a month. Admittedly, theexchanigerate 
-.,ouldbe affected b!'the introduction of a 
large amount of foreign currency. Even w, 
$6A monthwouldenable thoseIn needto 
buy bread andafewessentials Atunsubsi, 
dized asthey had some- prices. Aulong
where tolive - andmustpeoplein Russia 
do- they could survive. Demobilized offl. 
cers would needextra benefits; andthe 
frozen North. which wasnotresupplled
duhng thesummer, wouJdreqlre special
treatment 

I propose dlstributing social benefits In 
cash: in dollars o German marks. This 
would have a miraculous effect.It would 
Intrtuce a stable currency Into a hyper-
Inflationary situation. Ahard currency in 
people ahands would bea powerful Induce 
me tto reirient production to meet pea-
pie's needsHowthi reotrentation would 
beaccoplished could beleft topeople'l
Ingenuity - no need torely ongovernment
policy. Foodwould find Its way from 
producer to consumer. Theproduction of 
all goodsthat can be soldfordol[lr ori 
marks would souar. 

Moreover, sucha plan would remove 
the mainobstacle to the ciosing of inefft-
clent employedfactories. Why keep people 
In nonexlstentsJ when making themun-
employed would brng a positive benefit 
from broud? Whenenterprises whose 
output is worthlesathan the coat of inputs
are closed, and foodandenergy subsldle 
are abolished, thebudgetcan bebalanced 
andInflation brought under control. The 
most inreotable problems of theecooomy
would suddenly becomeanluble. 

Ofco rse. oece thecurrency is stlat 
ued., $6aMonth wouldnotbesufficient u
 

an unemployment bencit, butby then the
 
prncessof disintegnation would havebeen
 
arrested andthe problem could beleftto
 
the Rubsiat. 
government.

Thewhole scheme could be put into
 
effect with $I0billion even1:all the
 
successor staies of the former Soviet Un
 
tonthat arenot actually engagedin war.
 
fare are Included. This is u plItnce.
 
esawcill) when compared to the cost of
 
C"nan reunification. Themoney could be
 
atvinced in the form of a loanfrom the
 
Iniernational Mone,,ry FundTheolter it.
 
selfwould beunconditional. iulits contin.
 
uation would depend mevt:rg
onRussia 

certain conditions. suchastheobservance
 
of human nighLs
andtheeventual creation 
ofa common market among thefluimer 
Sovietstates. 

Since such aid would takea purely
humanita,n form andwould involve lte 
Interference in government policy. it IS 
dilfficlt to faresee any objections from the 
Hussian side,Yetthepolitical effect would 
beimmense. It wouldnotonly preserve the 
reform onerlaion of the Yeltsin govern. 
ment butLive it atremendous boost. 

I have discussedmy idea with key
policy makers in Russia andthey agree
that It would havethe effectI env. 
sait. ButtheytellmeItis an idle dream,
since the Western powerswould never 
endorse such a plan. the)I amafraid are 
nght. Wesiero governments are appar.
ently too busy with their own problems.
Onething is certam: They could savethe 
world a great deal ofaggravation Ifthey
helped Russia now-with hardcurrency. It 
would be a bargain compared with the 
amounts that will bespent onhumanitar
tan aid as the former SovietUnion slips 
into the blackhole of bottomlessdisinte
gration. 

Me. Soresis pnnctp m ad.p stmeni 
tlter to the Quantumbred andisprsl.
det of Fhunfatinsthe Soums etrikok, 
kith offres throughout Lastern nope 
aodtheamier Suvit LUnin 



The Wodd Bank/CECTM 

Aslund Urges Stronger Western Involvement
 
Interview with a leading economic adviser to Russia 

AndersAslund,profemoranddi. 

rectorofthe Stockholm Institute 
ofEastEuropeanEconomicsand 

theStockholm SchoolofEconomics and 
foreigneconomicadviserto the Russian 
government, is u vigorous opponent of 
slowing down market reform. In both 
his recent paper,'Prospectsfor a Suc-
cessful Change ofEconomic System in 
Russia,' andhis new book, 'Post-Com. 
munistEconomivlutin:HowBig 
a Bang'[CenterforStrategicandInter-
nationrs'itudiesSeries,CSIS, Washing-
ton,D.C.!9.92, 92p.],Aslundadvocates 
an even swiftereconomictransforrnation 
in Russia. He explained his uncompro-
misingstandto Transition editor,Rich. 
ardHirschler,just afew days befone the 
crucialDecember meeting of the Rus. 
sian Parliament. 

Q. Let me quote from your latestpaper:
'IfRussia becomes reallysuccessful, it 
mightcometoresemblethe UnitedStates 
near the endofthe 19th century,thatis, 
a Wild West economy with few regula-
tions,but thereforelimitedcorruption.' 
You suggest that privat, businesses 
should lead Russia out of the present 
mess. Canyou reallytrustrent-seeking 
businessmen to sort out distribution 
problems and get the country moving 
again?Will marketforces be sufficient 
to reachsociallyoptimallevels ofoutput 
in thepresentRussian situation? 

A. rm convinced that in Russia more 

government repulations lead to mot, 

monopolization, more excessive profits, 

andmoreconspicuousconsumption. The 

market is a far better equalizing force 
than anykind ofregulation,given &very 
corrupt state administration in Russia. 
According to opinion polls, 1percent of 
Russians are extremely rich, and I have 
no doubt that extreme income differ-
ences could be socially dangerous. But 
the way to mitigate social tension and 
prevent rent-seekingis to go aheadwith 
liberalization and privatization and cre. 
ate a large middle clasu. My worry is 
that liberalization is not going far 
enough, while the policymaking appa-

ratus is disintegrating. Therefore, I 

support the introduction of c( nstitu
tional changes, the call for now parlia
mentary elections, and as a result, a 
gathering of a new democratic assem
bly. In the meantime, the government
should tighten up the macroeconomic 
policy am far as possible. 

Q.Accordingto theirjustreleased1993 
program, the Rusaangovernment will 
rduce the annualinflation rate to 70 
percentnext year,adramaticimprove
ment from the presenthyperinflationof 
about25percenta nmnth.Do you think 
this cut is feasible? 

A. I admit such a drastic cut ofinflation 
seems a little ambitious, but corr.ct 
monetary policy is the key to stopping 
inflation. The main obstacle to macro-
oconomic stabilization has not been so 
muchthebudetdeficitrsthemonetary 
policies. Inflation in 1992 will exceed 
2,000 percent, turaingbank credits into 
subsidies because of the negative real 
interest rate. [The refinance rate of the 
CentralBankclimLtedlastMaytoamere 
80 percent.] The Central Bank and the 
1,500 comm ,c'al banks-he latter 
owned predominantly by large state. 
owned industrial enterprises-are 
channelingq~isi-etate cubsidies to the 
big, and in most cases inefficient, state 
enterprises so that they do not have to 
adjusttothe market. Mostofthis money
will feed the ruble supply at the cur-
roncy auctions, thereby undermining 
the Rursian currency.Thati whyitwas 
so important that PresidentYeltsin de-
cided to subordinate the Central Bank 
to the government and that the chair-
man of the Bahk, Victor Garashenko, 
became a member of the cabinet. In my
view, come kind of control was neces-
sarybecause the Central Bank was not 
properly performing the duty of safe-
guarding mcntary discipline. 

Q. Wthoutdoubt,.GCrahen represents
asolidblockofeconomicopinioninRu-
sia,whichclaims hatevenflagship in. 
dustriecouldb cruhWiftheyhaveto 

restructureproductionandmanagement 
and redirectsales while being exposed 
to indiscriminatetaxes, spiralingcosts 
due to hyperinflation, and a centrally 
orchestratedcreditcrunch. Why notgive 
them at least a little breathingspace 
throughcarefullyrmanagedpolicies?The 
future of state-ownedenterprisesis also 
a burning issue in countries of post. 
communist Central Europe, such as 
Hungary,which up to now have quite 
successfullywezthered thepainsoftran. 
sition, but which now face difficult so
cialproblems. 

A. There is a legitimate case for cutting 
taxes in Russia where people complain 
about excessive tax burden. Public ex
penditures amount to only one-third of 
GNI, which indicates the country has 
already moved farin the right direction. 
But in Hungary, public expenditures 
amount to an extremely high portion
(about 60 percent) of the official GNP. 
The demand to cut taxes without slash
ing public expenditures presents a seri
ous problem there. Hungary also suf
fered mass bankruptcies this past 
summer, which has not happened in 
most of Eastern Europe. Similarly, un
employment has been surprisingly low 
in the region with the exception ofeast
em Germany. At a time of such major 
restructuring, that level of unemploy
ment is not high, even by international 
standards. In the Czech Republic, where 
-unemployment has fallen to 2.6 percent,
the government is concerned that un
employmentisartifidallylowandthere 
are practically no bankruptcies. In Rus. 

November 
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Trarsltlon 

sia, the problemis thatmassive restruc, 
turing of the economy has not even 
stated yet. 

utdertaken already, for example,trans-
lateon and dissemination of Wes'orn 
eco'aomic textbooks, 

tried to do anything. If that happens in 
Russia, orinUkraine,theconsequences 
could be even more disastrous, replicat-

Q. You argue that in Russia hilfmea. 
sures in price and trade liberalization 
onlyIhelpth. rnt-seekers.Whatareyuur 
specific suggestions? 

Q. Do you expect the Clinton adminis-
trationto undertake a more active role 
in supporting Russia and the other 
potcomnwnist economies? 

ing on a massive scale what has hap
pened nYugoslavia.Itisdifficulttoun -
derstand, but we are again in a postwar 
situation and many ofthe ground rules 
have to be rewritten, no matter that it 

A. Liberalization needs to go farther Ll-
though it is much easierin the East Eu-
ropean countries than in Russia, where 
state authorities intervene on a mau-
sive scale ou different levels. Liberal-
ization of foreign trade has been insuf. 
ficient. Besides unnecessary export 
regulations, all kinds ofim trt regula-
tions have been introduced recently. 
Major progress is required in this area. 
As to privatization, I think this is one 
area where the Russian government is 
doing what really needs to be done. A 
new definition of the ruble zone is also 
required, to make clear what the Rus-
sian Central Bank can and cannot do. 
Clear monetary authority must be as-
sertedwithineachcurrencyzone. Offar 
less importance is how many currency 
zones will be established in the ex-So-
viet Union. 

A. I don'tknow,I hope so. It is important 
that someone high up in the adminis-
tration has a major responsibility for 
assistance to the former Soviet Union 
and Eastern Europe. Someone who fo-
cusees on these issues and can act rea-
sonably fast. What we have seen in the 
past year is that sherpas have been in 
chargeofapolicyfortheex-SovietUnion 
and Eastern Europe, Group of Seven 
sherpas, mostly deputies of finance 
ministers. During the exchange crisis 
this fall they were unable to focus their 
attentiononsuchmattersasRusia.And 
the West seemed to have no policy-
making capabilities whatsoever. 

That is no" to deny the importance of 
World Bank or IMF involvement. But 
moreisneeded;strongWasterninvo.ve. 
ment is needed. I do not think there is a 

was a cold war and not a hot one. We 
must understand that intellectually and 
act accordingly. 

Q. As to a foreign adviser,you take a 
surprisinglyfierceattitudein defending 
the economicreformsofthegouernment. 
Afew weeks ago atth, Financial Times 
conference in Moscou you were rebuk
ingArkadi Volski, head of the Union of 
IndustrialistsandEntrepreneurs,who 
feltcompelledtodefendhimselfpublicly 
againstyour chargea. 

A. What Volski really suggests is that 
we learn from the Japanese and the 
Chiese models. But this is unrealistic. 
Theie countries pursued prudent mon
etary and fiscal policies. Most had far 
better civO services and state adminis
tration than Russia has today. 

Q. You expressed many timesyour dis. 
satisfactionwith the Wess low-key in-
volvement in supportofRussia's transi, 
tion efforts. 

A. It ii surprising how slow the West 

danger that Western advisers will over-
run theex-SovietUnion, aswas thecase 
in Eastern Europe. On the contrary, it 
seems that there are too few advisers in 
Russia, and even fewer in other new 
states of tho ox-oviet Union. 

Q. As an adviserto theRussiangovern
ment, you have been spendingone week 
a month in Moscow since November 
1991. How doyou fulfill yourrole as an 
adviserand who is funding your activ.
ity? 

has been in responding to Russia's 
needs. Russia will soon be ready to 
implementanewmacroeconomicstabi, 
lization program, a sort of anticrisis 
program. Assuming that the country 
fulfills ordinary IMFconditionality, the 
West must be ready to provide funds u 
support that program. There is littl, 
awareness ofthatin the West, and that 
should be made a top priority. On the 
other hand, the World Bank, IFC, and 
EBRD are all actively involved in pro-
viding teewnical assistance on privat-
ization. Cooperation between the Rus-
sian government and the Western 
agencieshasbeenexcellentin this area. 
Joint efforts for human capital develop-
ment also hold enormous possibilities, 
considering the large number of re-
search institutes, management insti-
tutes, and business schools mushroom-
inginIRussia. Lotsofactivities arebeing 

Q. In your paper you came out with a 
catastrophyscenario:thatunlesshype.-, 
inflationishaltedandinternationaisup-
portis granted,the menaoe of dictator. 
ship looms, and a new Hitler could 
emerge. How can this scenario be pre-
vented?Isyourappealfor more Western 
advisers the answer? Or can Yeltsin's 
appeal for faster reform prevent this 
eventualcoallase? 

A. I want to alert the world that very
little international policymaking is be
inggeneratedin today's world. The fate 
of the former Yugoslavia is a graphic 
illustration of the West's inability to 
handle the situation. Senior politicians
werenotinformedabuttherealdimen. 
sionsof thecrisis,andwhentheyflnaly 
realized what was going on, they didn't 
know what tc do. Moreover, frm the 
beginningof the crisis, they never even 

A. I try to keep up with major cur 4nt 
policy issues and provide advice on a 
general level, while others give more 
technical adviceon specificissues.Iwork 
with a tWam often senior people, umong 
them Jeffrey Sachs, Davis Lipton, and 
Andrei Schleifer. rm funded primarily
by the Ford Foundation and the Swed
ishgovernment, andwehavesomeother 
scuroes of funding. Basically this is a 
form of technical assistance for the 
RLssian government. 

Q.Didyoulowsome illusionsinthepast
month? WoJuld you do anything differ. 
ently now,' 

A. Not really. I have been in favor all 
along of a very liberal solution for Rus
sia. And the failures suggest that one 
has to go in a more liberal direction, as 
quickly as possible. 
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Russia'sOpiimism. 
A PrimeMiaister 
Can'tStop Reform 

iy Gsan KAseuws 
MOSCOW- The sew' ulata techno-

cra. Vikior Chernomyrdin. Willreplace 
Yelnr Gridir as Russia's prime minister 
is being wnerpreledwidely as a step
b..w.rdforRussla. Thechangeuindeed 
not in inpiring one. But it l not a change 
thal can slop Russia s movetoward free-
mirket democrcy. In fact. Russia's ran 
silion a too big to be slopped from U 
Kremlin. 

To understand how this to to. It to 
itportant to see thai the Yeltiin-Gaidar 
governmenl hasbeendoomed since the fail 
oi t99. Alter thecoup atlempt in Augus of 
that year. Mr. Yeltsin hadalmost unlim. 
lied power to undo theold Soviet slate But 
he Is aformer (albeit nonvotlingI Pohlbur 
member himself It waseasier for tum to 
work with theold guard-old colealoe-
a compromise with them. 

And so hedid.Thestory of the Galdar 
government to the storyof unnecessary 
compromise. Mr. Gaidar started asa true 
reformer, onboth the political and oIt 
fronts. Bul oon fights for power came to 
replace the fight for reform. Mr. GstW" 
gavein to Russia s anonntuatsru, to the 

,
all-powerlu People's Corl rein -jsd to 
Othvr hard line forces. Hecomm,.ed tom. 
self to helping Rus 's bankrupt state 
indu tlies through 
further subsidy-
rather tfrtnprivet. 
rsng immediately. 4 ! 

The Gaidr leam 
slappeda2=' vlue-
added Lason All 
transactns. which .
hurt fr., until en. 
t/repr-eur'. 11 ira, 
poed other taxes 
tul further hurt the 
businessnan. The 
Russlan cenical 
hank - without 
strong opposition Vtklor Chern n 
from Mr. Gaidar - blendied lons and 
credit,.of up to a trllion rubles tothe old 
Indusf n. Tao revenues wereused to 
suppon ovtry ambitiou social plom. 
te from Mr. Yeltin that Included iuing 
salaries andpensions Connectedtothat old 
system. Import taxes raised theprices on 
alcohol.clothing Vd many foodtuffs for 
theaverageRusia. 

At aisill of the central bank rdit.I 
andother policies. the ruble's value has 
fallen to 41 to the dollar todayfrom 13 
earlier in the year. At theG-7summit In 
Munich, Mr. Gildar committed a furtther 
error land copied Mikhail Gorbachev) by 
focusing on gelling new money from the 
West- insead of oni deai to re hedule or 
wrtlle off od debt, 

An outstanding example of President 
YelLsin'shesitationandfallurelstherefer. 
endum on the future of the Congress of 
Pey.,Vle It can be argued thatI Deputies 
thi, entire structure of some 1.000mere 
beri is a relic of conmunism. Mr. YelLsin 
announced that hewanled such a referen 
dam The peoplewere behind tom. But 
pressure from the Congress on this wu 
atrung. and thepresident yieldei. 

Mr Chernomyrdin. aman with Ilfellrie 
experience In the workings of state-con, 
trolled economies, to not an,ct o s card)-
date to eid free/market reforms. Nonege-
less. there are reasons the new slIluaUT 
r.ay not hIl progress in Russia: 

* Thechangeusllftredeocraticjorces. 
The forces that toppled the AugustIoI 
coupmuzzled themselves when they chose 
to bock Mr. Yeltsin UnelalVO,:ally. Now 
that the progress thry tpzed for has to 
clh' ly filled to emerge, they can once 
ak in provide criticsm-and opposition-
to thegovernment True denocrats in 
P-"ia have, over the pastyear, quarreled 
among themselves Thefrightening news 
of tyre newprime minister will galvanize
them.pulting them in the position they 
held inr99 and 1990- thalOfpure Oppos,,
tion. In comning weea. they will join 
together La dissocizte themselves from
Mr. Yeltln. 

• Thechpage ti ot bestrong enou 
tohalt privixe enterprinse.Regardlesa of 
thegovernment's damaging i',ehavior.pn. 
v.te enterprie here hastoken root In the 
past year. Members o thenomenklafur 
nowthave a stake in the privatlilion of 
lodustry. They want thecompanies they
control to beworth something when they 
areprivatloed, andwill fight foethat. 

a The chang till makeesen hard-liners 
rse heOnTress more realislic. Russia's 
leaders realize that they risk a repeat of 
August tO9. f they clamp down, the 
people will else up. and thLs time the 
uprising wilt not be peaceful. So Mr. 
Chernoimyrdin and I government will 
likely work to follow& moderate path. IThe 
new prime minister's statement that he 
is pro-iree market toevidence o L at.l 

A hopefulsign from the new govern
ment would be strong support for the 
privatizatlon of agncullurc andthe private 
ownership of land. (Mr. Yelsin promised 
this, but I. never happened., Bult the 
most important test for [he new govern
meni is the referendum ona new Russian 
conslltuion, ael for April. Russians need 
thechance to vle on the new document in 
a free wa). Furlier tests ar thefuture of 
the Peoples Congressand thepresidency. 
Election for these bodies are scheduled 
for 1995and 1996.but neither onetslikely to 
LastunUl then in Itscurrent form 

The most dangerous consequence of 
thisweek'schangeover is in foreignpolicy. 
Foreign Minister Andrei iozyrev 5 stte
meni this weekIn Stockholm that Russia 
might nolonger coperate with the rest of 
the world on foreign policy is a bad 
sign, even it Mr. Kozyrev lIter back. 
tracked. Many Russian nationatist. for 
example. support theSerbian army and 
theSerbin national cause. They would 
like to end Russias participation in the 
International embargo on Serbia.Russian 
cilizens are divided onsuch Issuet- and 
illinformed. If Mr YelsSinmakes aonces
slon$ to the hard-llnem3 on this. he may 
even end up weakening Rus.sia's Whance 
with thecivilized world. 

Mr. Kaparw, theusold chess cham. 
iu.w,s a Journal covtnbutgln editor. 

http:comm,.ed
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Russia Needs Real Aid-Now 

Suppriilg Russian [lemocracy" ledi-lori the West has come up with are severalal. Dec. 41 claims that Rusia has reuivcrd thtee-month rollovrr's of debts, which have523 5 billion ofihe $24 billion in ai that waa givent no rebelv~I, Ru..ia i to m.nusl ,ewpronuS di April This is nlorthately u ivcr-d riorsand investors. 

reom i is i d on faulty acuning byilncirdeiialy the editc.nal questions wheh-Bsh adnuistrahion oftiilst uienti on hidug er de'bt prlilal as well as interest shothd a reciird of reckles tiglect. ananct, counted in the assistaice The Westernaccuate count showss 'lR i e 
ccved only about $10 bllion Ri1992 and ;hat
ofeshortonly t bllroa in1 that wl 
e.v nakin v nthisoa ethe 
moo csho due. There haa been no real 
stateg or program of Western assistance to 
saupport Russa's refr ss. and the reiirmers 
have conequently been leftm estrei perihav onte l y bee leftakn xteardhne ers.
from the trilitical attacks v( the hard-liners,The ed iorial's reckirng starts with $1 b&-
ban lent by the IMF but dues not menco that
the IMF funds were lent wnder the Incredible 
conditiia that they not be ued in 1992. The 
World tank has recently agreed to a $14)0 
nilioni .n. but it i, likely thit oily $250tfnllu 
"Nso will be used by the end of the year. 

The editorial then reported that $14 billion 
will come in other grants and loans from 
Western governments. As a matter of fart, 
only about 8.5 billion of credits had come as 
of October, with another $500 nillicn in 

ly constitutes a resheduliggrats of previousr thanbial lo tho e reitsactual-
debts rather than a real inflow of new re-

bouessor er.(le than hreesyas andot a 
nurket interest rates. Around $2.5 billion w 
come due already next year (aid will be 
urpayable at that tne). 

The administration is also app.rently try-
Ig to count $2.5 billion of expenditures on 
Rusuan troop withdrawals even though thae 
mn-y is actually spent u Germany. was 
cri umitted lefore 1992 and was never part of 
the $24 billon ail package, a pint made 
clear to the Rusan government and to 1,e
persalUy by lit ughest olffitls of the 
German government earlier this year. 

Ihe editorial also credit% the West with 

been short term (less thin three years) and at 

tre-litduhr. RUs s dcuht. n rtunatly 

tli% has nc t occurred. The Parts ub
ld ooilAI creditui ha,,'ar fakd toagtreconadrl rescheduling this year. It is true that 
Rutsa dd tot pay its debt. sLnce it lactked the 
ioney. but i i, untrue that it received the 
rebef of a formal debt reIhedulingiu, a 
has suffered as the result of the Paris club's 
inaction; nrany lur-is ollered to Russia at thestart ti the year have sui e been blutk-d I-
the donor governments, bec- Le of the ab-
l.nce o a debt reachedhuling. "1 beat that 

r rif.de clear to Russia Wsact 

_ _____ Exception 

March that principal rescheduling nMach thterinia esceduligewor 12,ota
be counted in an assitance package for 1992.because it was already assumed in November 
1991 that the principal would be rescheduled 
and that a 1992 package should be counted as 
additional to the previous agreement (since
the needs were measure-] as additional to the 
previost. debt agreement). 

The editorial also stai s that the stabiliatia 
fund is 'ready and wait ng."Alas.f ittwere ly
true. The Russian governmient argued fo 
months with the international co nmunuty about 
access to such a fund. Absurdly. it was told that 
the fund would not be avaiabe unti , 

atulysucceeded in teabailzng. By contrast, mactually suceeded n ws . By contrat. 

' tad tcln 


rt o the situationspevenrogrs 

But theneversituation is even than this.
There worsewas a sense of urgency or a 

strategy to the Western assuitance. There 
was never an overall design of the policy. 
There was nobody in charge of the U.S. 
government effort. There was no strategy for 
using assstance to bolster the reforms. The 
$7.5 billion or so of trade credits were not 
coordinated or made condilior-I on actual 
reforms. And remarkably. 'vet, the Soviet 
debt has not been reschedur-d. Of course,
The Post could not know thec things: they 
have bee-n well hidden by the adnuiustratios. 

1U Rusan reforms now fail. tlh IlusI 

admngmstration'serglea t will certainly iank 
anmng the greatest falures of Ateerh canforeign poisty, O the other hand, f therefurners are able to survive the political test 
in Moscow now uiderway, the new Chlnton 
admtinistratoni will face an urgent need and 
Opportunity to get a real aasiatance program 
underway. 

The writerisaprofaorofeconoics al 
ilfarvardUnivursiy and an r.oiomic 
a rur to the Rusian ,zwrnvt.u.. 

Setback for East Europe
 
BRIISSEL. Belgium The- cri-

sts in the European Community has 
delivered a killer blow to Eastern 
Europe's bid to integrate into the 
capitalist mainstream 

The EC's struggle to salvage the 
Maastricht Treaty on political and 
monetary union and quell the turbo-

EUROPE VIEW 

Bruce 
Barnard 

leice in its currency markets leaves 
it little tome to help the fledgling 
market economies of the former 
communist nations 

Britain put Eastern Europe high 
on its agenda when it took over the 
EC presidency in July. pledging an 
increased community effort to help 

its vulnerable eastern neighbors.But sterling's ragged retreat 
from the fixed exchange rate grid of 

the European Monetary System. the 
growing opposition to the Maas-tricht Treaty in the ruling Conserva-
tive Party and a deepening econom-
Ic recession have stranded London 
on the periphery of the community. 

Britain's presidency is now focus-
ing on insular community affairs. as 
it strives to save the Maastricht 
Treaty amid growing political tur-
moil at home 

British Prime Minister John Ma-
jor and EC Commission President 
Jacques Delors are going ahead witha mini-sumniit with the leaders ofPoland. Hungary and Czechoslova-

kia next month. But Eastern Europe 
is gttin only a sideways glancefrom the beleaguered community.Even before the currency crisis 
erupted. EC interest in Eastern Eu-

rope wa.3 waning, its conscience 
soothed by trade accords with Pa-
land. Hungary and Czechoslovakia. 
negotiations with other East Euro-
pean states and the occasional aid 
package. 

The trade accords threw a life-
line to the three most advanced East 
European countries and dangled the 
prospect of eventual membership in 

community 
But the ,'als betray tho EC's 

protectionist instincts by imposing 
severe restnctions on steel, chemi-
cals. coal. textiles and farm pro-duce. the very sectors where East-
en Europe is most competitiveer EC is m o t t e 
screws when is domestic Industries,
outpriced by East European produc-
ers. cry foul. Thus the community
recently allowed Germany. France 
and Italy to clamp quotas on certain 
steel products from Czechoslovakia 
- though the volume of shipments 
was relatively small. 

The EC is denying Eastern Eu-
rope its only realistic chance of me-
dium-term salvation - free trade, 

And Eastern Europe is really hurt-ing. The Polish and Czechoslovak 
economies have shrunk by about 

20% since 1989. 
Eastern Europe's misery is coim-pounded by the fact that Germany,

its biggest market and potential in-
vestor, is preoccupied with the re-
structuring of the ravaged east Ger-
man economy. 

None of the East European econ-
omies is likely to return to pre-re-
form levels of output before the end 
of the century, according to Wilfred 
ThalwitM a senior World Bank offi-
cial 

The plans of Poland, Hungaryand Czechoslovakia to join the com-munity within the next 10 years 

were always considered wildly opti-
misti-. In the wake of the currencycrisis and the Maastricht debacle,this timetable is even more unreal. 

Jacques Attali. president of the 

European Bank for Reconstruction 
and Development, is a voice in the 
wilderness Without real hope of 
economic improvement. Eastern Eu
rope. he warned, could "slide into 
tribalism" that will affect both East 
and West. His prediction, on the eve 
of the EC's currency upheaval. 
didn't get much play in a communi
ty obsessed with its own acute 
short-term problems.

Mr. Attali has urged the EC to 
rapidly renegotiate its trade accords
with Poland, Hungary and Czecho
slovakia - to follow withand thatmultilateral free-trade negotiations 
involving some 40 Euoennations.inclving stant Europeanvitr, 
publics 

There is no sign the EC is ready 
to give the front-line Eastern Euro
pean states a better trade deal. 
much less open its doors to countries 
with weaker historical and cultural 
links to the community. 

Instead, the EC likely will come 
under increasing pressure to clamp 
down on Eastern Europe's most 
competitive exports higher-costas 

community producers plead for protection to offstave plant closures
and layoffs. 

The EC faces a daunting chal
lenge in rescuing the Maastricht
Treaty and restoring the credibilitv
 
of the European Monetary System.
 
It has to accept four new members
 
- Austria, Finland. Sweden and 
Switzerland  as well an cut a deal 
in the GATs Uruguay Round and 
ensure the smooth functioning of its 
border-free single market in 1993. 

Nevertheless. the EC should not 
duck the challenge of Eastern Eu
rope. As Mr. Attali has warned, eco
noniic breakdown in the East willtrigger ethnic and territorial di-putes that will make Yugoslavia 

look like a dress rehearsal. 

Bruce Barnard is Brussels con-esponden for rhe Journal of Com
merce. 
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>Where 	 the Action Is in Russia
 
I ing the country from anauthontarnan state 

and planned economy to a democratic state 
By Eugene B. BwzS mandcapitalist economy. Devolution of power 
and John Tedstom to the regions, by design or dq"ault, offers the 

O only hope for econormc reform in Russia.

T	HE replacement of Yegor Gairtar wth 
Victor Chernomyrdtii as prime minis-
ter of Russia ends the political gridlock 

in Moscow. It also hands radical reformers a 
defeat. But this ent will not lead to the 

N Regionaland restoration of central control, as the state-in-
edustnallobby hopes. It is likely, however, to

local/leaders result i more inflationary policies and incon-

have taken legal sequential ati~mpts to restart the economy 
through central planning, thus adding to the 

steps lo wrest disintegrative forces within Russia and, ironi-

ownership of cally, weakerung the central government even 
further,assets on their Westrn media and policymakers have 

territoriesfrom mimed the real story of pobucaJ and eco-
nomic change in Russia: Preoccupied with po-

Moscow. In 801 e tical Jockeying inside Moscow's Beltway, 

cases they are they have paid little attention to the rise of 
Russia's periphery as the locus of political 

pushing ahead and economic power. 

with This trend rosy not seem as significant s 
the disposion of nuclear arms, econonuc aid,

privatization or the reactionary opposition's onslaught 

faster than the against the Yeltsin government. But the trans. 
fer of power from Moscow to Russia's penph-

center had ery is of more lasting importance. It ought to 
planned, be factored into our polcies toward Russia. 

Given Russia's size, its regional and etuiuc 
diversity, and its needs, no centrally devised 
reform program, no matter how clever, could 
encompass the entire challenge of tiansform-

To some, the ero~iun of Moscow's author. 
ity is a harbinger of dangErous instabdlity in a 
coittry where the foindalions of pluralistic 
society have yet to be laI. But the erosion of 
central authority has been offset by a rise in 
the standing of regional and local leaders. 

The strengthening of regional politcal and 
economic forces poses a fornudable obstacle 
to the reactionary elements In Moscow who 

would like to restore an autorntariau n centra 
government and reassert Moscow's control 
over the temtones of the former Soviet 

Union. Any such attempt would encounter 
strong opposition from ethnic and regional
political movements in all former Soviet re-

publics, including Russia. 
The rise of local centers of power promises 

to be a key factor determining Russia's trans-

formation. Economic reform in several re-
gions has outpaced policies emanating from 
Moscow Regional and local leaders have 

taken legal steps to wrest ownership of assets 
on their temtories from Moscow In some 
cases they are pushing ahead with privatza-

tion faster than the center had planned. The 
most successful initiatives on foreign invest-
ment and opening to the outside have come 
from these local leaders. 

While the danger of political and societal 
breakdown in the young Russian state cannot 
be taken lightly the chanrp of qi'h an nil-. 
come would be even greater if a discredited 

central government atnempted to hold on t 
the levers of power The anaJo" ,ith Mkhai! 
Gorbachev's failed aflempts to prese.rne th, 
center's preponderance in econormc and p-' 

hucal life is obvious. 
'iis nAidates a new direction for Western 

P')bj-cy ard Russia. From no%;on it mwit 
bcomt Ansttuve to the rise of regiona;.,m 
and the potential conflict between center and 
penphery Thr West must rea.ze thai. a,, in 
the former USSR, no amount of reasoninl, on 
the 'logic of maita ntig the ution will per
suade regional politiciais to accept a do.nu
nant role for Moscow. Likewise. by polnical. 
embracing emerging regions, the West cuwd 
damage relations with the center 

In light of these considerations the I S an'! 
other Western nations should take a fresi 
look at how they give econonuaSSistance t,, 
Russia. Aid packages tied to macroecononuL 

indicators and federal government programs 
should yield to endeavors focused on reginal 
economic growth and employment. The 1-i 

mary vetucle for a new aid policy toward Ru. 
sia should bt, the World Bank, which ha, the 
appropriate charter and experti.e Fortu. 
nately, Yeltsin has appeared sensitive to re. 
gional poliucal and econormic trends He has 
delegated important power to regional au
thonties and has promised tiore of the same 
in the new Russian constitution. He seems to 
have learned from Mr. Gorbachev's mistakes 

M Eugene B. Ruiner is a poluical scireflrst 
and Jok t Tedstrom an economt in 
R4N,7)' ;,prn,nlnI Pnhl,, dp nr mlni 
Sanla Monca, Cal~f 

Regarding Estonia's Russians, the Basic Issue Is Justice
 

' J dlkTwe 

UCH has recendy been said and 
written about the status of Rus-
sians living in Estonia. While 

many of these discussions have focused 
on legal and econonic considerations, 
the essential, unstated question has been 
'How will justice prevail?* 

Philosophers from Plato to Doones-
bury have argued about the meaning of 
justice. Some believe that justice cannot 
be defined; we can only know what.injus-
lice is. How, then, does an entire nation 
try to implement a Just society; after liv-
ing w th injustice for 50 years? 

Last year, Estonia, a land of 1.6 mil-
lion people, regained the independence it 
lost in the 1939 Molotov-Ribbentrop 
Pact. The secret protocols to the pact 
gave E.innia and the other Baltic states 
to the Soviet Union. 

Estonia, a sovereign nation with Its 
own Nordic culture and traditions, was a 
member of the League of Nations. Its 
population was predominantly Lutheran 
and spoke Estonian. The literacy rate in 
Estonia was more than 95 percent. It had 
historical ties with Denmark, Sweden, 
and Germany. 

During the 50yeas of Soviet occupa. 

ton following the Molotov-Ribbentrop 
Pact, about 100,000 Estonians were 
killed or deported. Its economy stagnated 
as Estonia's pre-war soul mate and eco-
nomic equal, Finland, became one of Eu-
rope's economic stars. Historians 
worked as janitors. Artists were sent to 
psychiatric prisons. Estonia's population 
developed a protective mindset that 
sought to avoid rather than comply with 
every law and regulation. 

Before World War 11approximately 9 
percent of Estonia's population was Rus-
sian. After the Soviet annexation, thou-
sands of Russiars were sent (not always 
willingly) to Estonia. They were sent to 
supply additional workers for factories 
and culturally dilute, if not obliterate, the 
Estonian nation. Because of this, Rus-
sians now make up about 30 percent of 
th, population. 

The Russians who arrived in Estonia 
lived in their own enclaves, refused for 
the most part to associate with the native 
Estonian population or to learn the Esto- 
nian language, and enjoyed a prcerred 
political position, 

These Russians and their descendants 
continue to ive in Estonia and, until the 
past few years, their sheltered, uninte-
grated world remained secure. That shel-
ter collapsed in August 1991, when Esto- 
nia regained its independence. Now they 
must choose where their allegiarco,- fl:. 

Estonia's new Parliament must decide 
what policies to implement toward Its 
Russian population. Should they be con-
sidered automatic Estonian citizens? 
Should they be treated as second-class 
citizens? Should their presence even be 
considered? 

Ertonia's Basic Law, its new Coastitu-
tion, giarantees fundamental human 
rights to all Tc.idents without distin-
guishing between citizens and noncil-
zens. In that sense, the Estonians have 
rejected legalized retribution as an ele-
ment of the justice they seek to define 
and achieve, 

TT NDER Estonia's new citizenship 
I law, however, those people (andU their descendants) who came to 

Estonia after the Soviet occupation are 
not granted automatic citizenship. In Es-
tonia, the post-annexaion immigrants 
may vote in local elections but not in na-
tional elections. They cannot serve as po-
licemen or receive certain government 
sponsored bcnefits. To become citizens 
they must have lived in Estonia for at 
least two years and demonstrate a knowl-
edge of 1,500 basic Estonian words. 
Compared with the citizenship laws of 
most of the world's countries, Estonia's 
is extremely liberal. 

Estonians would be among the first to 
acknowledge that liberal words do not 

necessarily translate into liberal reaht) 
The newly freed colonial subjects of the 
Bntish, French, and Spanish empires iru

tially found it difficult to forgive past in. 
justices, even as th." Rritish. French. and 
Spanish colonLs found it difficult to ac
cept their los,, of control. 

Some Estonians are also finding the 
idea of immediate forgiveness of the Rus
sian colonists difficult, just as man)y Rus
sians are finding it hard to accr.pt that 
the)' are no longer as powerful rzd pm-
Ileged. To the credit of them both, their 
ongoing process of readjustment has not 
resulted in a Yugoslav-style conflagra. 
tion. 

The Estoniat government must de
cide how to implement and execute the 
principles embodied in Estonia's Basic 
Law, which has received almost unani
mous praise from human rights groups, 
so that all residents of Estonia have a 
stake in the country's success. But within 
this legal framework, the real issues are 
whether the Russians want to become 
part of Estonia's society and how willing 
the Estonians are to encourage them to 
do so. These are the issues which will de
termine whether Estoia's search for jus
tice will succeed. 

UJaak 7W'rnan is Estonio's honoror 
consul in Canoga Park, Calkf The 
views expressed are his own. 
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To be sure, Moscow,,, motives uq

championing the rights of Russiansabroad are in many cases highly sus,In some officials, such as Viqe 

pire and would like to use local Rus. 
sian populations as a means of win
ning back the country's hegemony.But Many other Russians are sin, 
cere democrats who supported BaltiqyFrancis Fukuyaa Independence two years ago and feelBy Fbetrayed by the Baltics' reneging on 
promises to treat their minoritieq

WASHINGTON fairly. It Is senseless to hand would-bche plight of the 25 m . fascists inRussia an easy issue with
lion- Russians outside which they, can attack Mr. Yeltsinof Rus;ia ha* become and discredit his close relationship
a foreign policy co& with the West. . 
cern of President Under these circumstances, the
Boris Yeltshi's Gov. U.S. must take an unprejudiced an 

ernment. In this issue are the seeds of

another crisis more dangerous than
 
the breakup of Yugoslavia.;


Estonia has passed and Latvia hal New states
proposed discriminatory cltizenshfplaws requiring Russians, as well As are mistreating
other ethnic minorities, to go throughadifficult naturalization process dure nic Russians.ing which they cannot vote, own proeR

erty or hold certain job.


These policies may be understandri

able for historical reasons, given Ball evenhanded position, supporting thetic fears of being overwhelmed by th, rights of all ethnic minorities in thRussians. Nevertheless, 01sprimina,, region, including Russians. Thistion is discrimination: many Rus' might mean applying pressure onslans have become victims, and the Baltic and other post-Soviet govern-Russian Government is understan ments to liberalize their citizenshipably upset. and permanent residency laws, evenAt the United Nations in Septewi.' as we continue to press Russia tober, Andrel Kozyrev, Russia's pr- withdraw its forces from the formerWestern Foreign Minister, criticiz . Soviet republics.Estonia for violating the hum0Vi Aid and trade to these states shoulid,rights of Russians. And in Octobe?, be conditioned not just on economicthe Yeltsin Government halted toop reform but also on human rights.withdrawals from the Baltcs to put George Kennan's suggestion that aidpressure on local governments to re- be used to build housing for Russla?spect Russians' rights. In Moldoval servicemen being brought home from'Georgia and Tajikistan, Russians. the Baltics and elsewhere is a goodhave killed and been killed in eudni one for the Incoming Clinton Adminisviolence. Increasingly, they are artA tration.ing themselves lO self-defense. With the appointment of VlktorThe instincts that served us w Chernomyrdin, a lifelong Soviet buduring the cold war may be inapprti- reaucrat, as Prime Minister, the Rus,priate now. It is natural for Amerf: sian Government is more likely tocans and Europeans- to side with t4 provoke a crisis with the Baltics ovefBaltics And other captive nations thale the rights of ethnic Russians. But thesuffered under the yoke of Russian big explosion is In the future, ifand Soviet imperialism. But the ha, Ukraine moves away from its liberalman rights principles underlying LL& policies on rights and citizenship tolforeign policy do not extend to ward nationalist conformity.support for efforts to create etlicab Unlike the crisis in the former Yu4ly or racially homogeneous natlons,l goslavia, the one in the ex-SovietMore Important, as a purely practi- states will present the Clinton Admin.cal matter, Latvia and Estonia are istration with not just a moral but Atiny communities on the border of the maj6r geopolitical problem. Russia.world's largest country..It's unrealWs could Intervene against the Balticstic for them to expect protection froln' or, worse, confront Ukraine over th!the U.S. or the European Communjti rights of Russians bn Crimea. Let ufthey will have to find a way to. live hope that our tragic reluctance towith Russia in the )ong run, It Ishar i become involved in Yugoslavia Willto see how Latvia -id*s i A not be repeated in the case of thiexpect to disfranch hat their pop . former 'Sovlet Union.lations and remain viable,-sabie andemocratic countrie. ., Francis Fukuyama, a consultant t

the Rand Corporation, is author of
"The End of, History and the Lasi 
Man." 

I 



STUDIES OF ECONOMIES INTRANSFORMATION
 
PAPER NUMBER 2
 

Trade and Payments Arrangements
 
for States of the Former USSR
 

Constantine Michalopoulos and David Tarr 

Foreword 
In early 1992, trade among the 15 states of the former USSR had declined dramatically, and trade 

relations were in disarray. There is evidence that the pattern of trade that had developed in the former 
USSR was far from optimal and insufficiently linked to the internatio!-al trading community. However,
it was widely feared that, given production linkages, too rapid a decline in interstate trade could 
aggravate unemployment and prove extremely costly for all of the states. Urgently needed was a 
transitional trade and payments arrangement that would encourage market-determined realignment of 
the trsde patterns and absorption of these economies into the international trading community in the 
long run, while reducing the more immediate costs of the transition. This study, ajoint product of the 
Europe and Central Asia Department Ill and the Country Economics Department, presents the contours 
of a transitional mechanis.a for the states of the former USSR. 

The study discusses the incentives in the interstate trading environment of 1992 that have led to 
interstate export controls and the decline in interstate trade and proposes solutions that address the 
incentive problem. It explains how interstate trade can evolve from intergovernmentally determined 
and controlled trade to enterprise-to-enterprise trade. The impact of the free-rider problem present in 
the 1992 molietary system on the incentive to import on an interstate basis is analyzed. The stuc/
proposes methods for allowing enterprise-to-enterprise trade after the introduction of new, possibly
inconvertible, currencies by independent states. The advantages and disadvantages of a clearing
union, a payments union, and an auction market for rubles in countries with new currencies are 
discussed. The study explains why enterprises face little competition from imports from outside the
former USSR now, but why external import competition may become a serious concern after the
introduction of new currencies or convertibility. It evaluates the case for preferential trading
arrangements among the 15 states as a transitional device for easing unemployment and elaborates 
why any differential protection provided should be moderate and transitory. 

The study is intended for trade policy analysts and decisionmakers in the 15 states of the former
USSR and their advisers. All those who are interested in the role that trade and payments
arrangements can play in facilitating a successful transition to the market economy should find the 
study useful. 

Russell J. Cheetham 
Director 

Europe and Central Asia 
Country Department Ill 

The World Bank 
Washington, D.C. 
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Estonia Stabilizes Economy

Through a Currency Reform
 

n September 14, 1992, Estonia 

entered into a 12-month stand-
by arrangementwith the LMFfor 

SDR 27.9 million. The arrangementsup-
ports a stabilization and reform program 
designed to overcome the rema..iing legacies 
of the command economy and speed up the 
transition to a market economy. The pro-
gram has two cornerstones: stabilization, 
which includes a major currenc/ reform; 
and a series of structural reforms. 

In the following article, Tapio 
Saavalainen of the LMF's European II 
Department discusses the economic prob-
lems Estonia was facing when it adopted 
the LMF-supported program; the policies it 
is pursuing under the program; its early ex-
perience in implementing them; and the 
tasks ahead. 

Economic Transition 
Estonia had begun to move toward a 
market system even before achieving 
independence in August 1991. It had 
nationalized several enterprises that had 
previously been under Soviet control, 
established a central bank, and set up a 
tax system similar to that in some in-
dusmal countries. Moreover, a private 
banking system was emerging, and 
price liberalization-which had started 
in late 1989-was well under way. 


However, as a small, newly indepen-

dcent, open economy, Estonia was vul-
nerable to the economic turmoil that 
followed the collapse of the Soviet 
Union, with which it had strong trade 
links. Also, until its currency reform in 
June 1992, Estonia was part of the 
ruble area, leaving the economy open 
to monetary shocks from Moscow. Es-
tonia's inability to insulate itself from 
these shocks was compounded by the 
legacy of central planning, which had 
created severe rigidities, suppressed 

economic incentives, and weakened its 

ability to respond flexibly to increasing 
external disturbances. 

In this environrment, Estonia suf
fered far more serious adjistment costs 
during the early ph r .s economic 
transformation t L..it. other reform
ing economies in Eastern Europe. 
After declining by 4 percent in 1990 
and 12 percent in 1991, real GDP is 
expected to fall by another 25-30 per
cent in 1992. The cumulative contrac
tion since 1989 is some 10-20 per
centage points more than in Bulgaria, 
Czechoslovakia, Poland, or Romania. 

Despite declining real output, prices 
soared. Consumer price inflation 
reached 210 percent in 1991 and ac
celerated to more than 1,000 percent 

in 1992. Two processes explain the 
price explosion. First, Estonia liberal
ized most prices in 1991 to improve 
the allocarive efficiency of its econ
omy. Second, the price of imported 
oil from Russia jumped to close to 
world market levels ;-. eanly 19Q2. AL 
the same time, Russia's price liberal
ization raised prices of other goods 
and raw materials imported by Esto
nia. Hence, to a large extent, Estonia's
 
inflation in 1991-92 
can be character
ized as an adjustment to an increas
ingly deregulated domestic environ
ment and to external price shocks, the 
effects of which were intensified by 
the lack of insulation from ruble infla
tion in the former Soviet Union. 

Despite the abrupt fall in output, 
officially recorded unemployment re
mained low (under 1 percent of the 
labor force) in the first half of 1992, 
implying that a large "employment 
overhang" still exists in the Estonian 
economy. The cost of adjustment re
suited in declining real incomes. 

December 14, 1992 
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Nominal wages lagged behind infla- Adoption of._ 
tion in both 1991 and 1992, generat- Currency Board 
ing a strong downward shift in real After reforming its cur- Estonia: Key Economic Variables 
wages. By September 1992, the aver- rency on June 20, 1992, iso 1901 1,92' 
age real wage was 45 percent lower the Government was in - Chngm)
than it was at the end of 1991. a better position to im- Real GDP -3.6 -12.6 -26.3 

On the external side, Estonia's for- plement independent Consumer pce index ... 210.0 1,055.3 
eign trade was badly hurt by the eco- economic policies. It re- 26.1 9. 58 

nonic disruptions in the former placed the ruble with the General government 

U.S.S.R.. Its traditional trade deficit new Estonian currency, Revenue 35.8 39.0 46.8
turned into a surplus in 1991, owing the kroon, in the con- Expenditure 32.9 33.9 45.2 
mairJ/ to declining imports. In the text of a "currency Surplus 2.9 5.1 1.6 
first few months of 1992, foreign trade board" and fixed the ex- Data E n t " Mf.
virtually collapsed, as Russia sus- change rate to the t, ai hnl,,j.a IMF gt ,,0 
pended deliveries of fuels. Moreover, deutsche mark at the rate
the increasing malfinctioning of the of EEK 8 = DM 1. The kroon was cent from 10 percent; a consolidation
foreign trade payments system cur- backed by gold and foreign exchange, of the previous three-tier corporate tax 
tailed raw material deliveries. The lack and kroon bank notes and reserve de- rate structure, with an average effective 
of external financing and increasing posits of banks were made freely con- rate of 27 percent, to a single rate of
cross-border payments arrears added to vertible into deutsche mark at the 35 percent; and the introduction of a
foreign trade problems. In the first half fixed exchange rate. top rate of 50 percent on all monthly
of 1992, Estonia's trade account was The currency board introduced income, in excess of ten times the
broadly balanced, although at a very market discipline into the Estonian fi- minimum monthly wage of EEK 200.
low level. nancial market. The Bank of Estonia Overall, this package was expected to 

Until the currency reform of June cannot interfere with the setting of in- generate revenue equivalent to about
1992, the scope fux autonomous rerest rates in the banking system. 5-- percent of GDP and to ensure a
macroeconomic policies to reverse Thus, market-determined interest rates surplus of about 1 percent of GDP in 
these trends was limited. Monetary have become the chief mechanism the consolidated general gover..ment
policy remained dependent on the through which the demand and supply operations for the second half of 1992. 
Gosbank in Moscow. The supply of of foreign exchange and cash are equi- To support the monetary and fiscal
ruble notes from Russia decreased, librated. Nor can the central bank lend policies, the Government also an
leading to a serious ruble cash shortag, to the Government, enterprises, or nounced, as part of the stabilization 
which resulted in the extensive use of banks, except in the event of a general package, a tax-based incomes policy.

hard currency and sporadic delays in 
 banking crisis or in the context of re
the payment of salaries and pensions. structuring an individual bank. Even Economic Stabilization and
 
In the fiscal area, Estonia achieved in such cases, only the excess external 
 Reform Program for 1992-93
 
some autonomy with the tax reform in reserves 
of the Bank ofEstonia (that is, With the currency reform and . the
1990, which formally eliminated its reserves other than those of the cur- supporting fiscal package, the authori
dependence on budget allocations rency board) would be used. This en- ties have lid a strong foundation for 
from Moscow. Thanks to the better sures that the currency board's support stabilizing the Estonian economy.
responsiveness of the new tax syst, m for the kroon will never be compro- However, because the economy was 
to inflation and buoyant corporate . mised and that the monetary base is al- experiencing a severe contraction and 
receipts, the general government F.Lal ways fully, or more than fully, backed inflation was still high, further mea
position was in substantial surplus in by foreign exchange. necessary to obtain the exsures were 
1991. Nevertheless, political instability A comprehensive fiscal package that ternal financing needed to ensure a
and institutional weaknesses, mainly in became effective on the tame day as successful transition to a market 
tax admin'istration and social security the monetary reform increased confi- economy and to set the stage for sus
systems, prevented prudent fiscal plan- dence in Estonia's new currency. The tainable growth. To that end, the 
ninge in practice, Estonia relied on cash package comprised an increase in the Government adcpted a comprehensive
rationing to run public finances. tingle value-added tax rate to 18 per- economic program for the 12 months 
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from July 1, 1992 through June 30, 
1993, whose two main objectives are 
macroeconomic stabilization 2nd stnic-

tural reform. The main elements of the 
program as regards stabilization are 
- completior of the price reform to re-
align domestic prices with world prices 

and with domestic production costs; 
. restrictive fiscal policies to support 
the credibility of the new currency 
and prevent crowding out of the 
emerging private sector; 
* monetary discipline under the cur-
rency beard arrangement to reduce in-
£laoon and to provide the economy 
with a strong nominal anchor; 
* strict incomes policies to contain 
wage inflation; and 
' further liberalization of the exchange 
and trade system to open the economy 
to global competition, raise efficiency, 
and encourage foreign capital inflows, 

The program's principal structural 
reforns include 
I an acceleration of privatization so as 
to raise productivity and stimulate say-
ings and investment; 

. financial sector reforms to enhance 

efficiency in financial intermediation; 

* strengthening of the social safety net 

to protect the most vulnerable groups 

from excessive costs of transition; 

, restructuring or closure of nonviable 
enterprises and banks; and 
0 establishment of a legal framework 
consistent with a market economy. 

WId, dhC concerted implementation 
of these policies, it was expected that 
the fall in real output could be limited 

to 15 percent in the program period, 
with some resumption of growth dur-
ing 1993. 

With tight fiscal and monetary poli-
cies, supported by an incomes policy, 
the rate of inflation was targeted to 
decelerate to a single-digit annual rate 
by the end of the program period. Al-
though the inflation rate during the 
program period is likel" o exceed 
rates in Western Europe, the initial 
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undervaluation of the kroon should 
ensure the maintenance of cost com--
petitveness in the tradable goods sec-
tor. "1'o support this aim and to pre-
vent excessive declines in purchasing 
power, the authorities set wage guide-
lines so that real wages would remain 

unchanged in the absence of unfore-
seen external sh.c-ks. On the external 
side, as a result of necessary import fi-
nancing, the external current account 
would remain in deficit throughout 
the program period. 

Early Indications 
Economic developments four months 
after the adoption of the program sug-
gest that it is on track. As expected, real 
output contracted further in the third 
quarter of 1992, reflecting lagged effects 
of declining real incomes owing to the 
terms of trade shock, the adjustment to 
the new relative price structure, and the 
continued disruptions of trade with the 
former U.S.S.R. However, the output 
decline leveled off during the quarter. 
Meanwhile, although officially recorded 
unemployment remained low, at about 
1 percent of the labor force, the slack in 
the labor market has began to increase, 
and unemployment is likely to rise 
sharply in coming months as a number 
of enterprises dose. 

Recent price stuistics are encourag-
ing. Monthly inflation declined from 
20 percent in the summer to 6.6 per-
,,nt in September and 7.7 pei,,nt in 
October, roughly in line with the path 
envisaged in the program. Because 

part of this inflation resulted from 
further price liberalization, the core 
rate of inflation was significantly lower 
in these months. Nominal wages 
increased in line with consumer 
prices over the three-month period 
July-September, implying broadly 
unchanged real wages. Maximum 
wage increases announced in Septem-
ber and November were in line with 
the program's wage guidelines, 

Fiscal policy has maintained its mo
mentun and, despite higher-than-ex
pected corporate tax arrears, the general 
government fiscal balance did not dete
flor-Le in the third quarter of 1992. 
Monetary conditions have remained 
tight, and confidence in the currency 
board continues to be strong. Net inter
national reserves (excluding gold)--an 
indication of the strength of the cur
rency board--increased from $62 mil
lion at the end of June to $96 million 
by the end of October. The stock of 
broad money increased by only 5 per
cent over the three months that ended 
at the end of September, or substantially 
less than the rate of inflation. Domestic 
credit has remained broadly unchanged. 
Short-term nominal interest rates on 
loans have remained at about 50 per
cent in recent months, implying a move 
toward positive real interest rates on 
these loans if the slowdown of inflation 
continues as expected. 

Positive developments have also 
been recorded in foreign trade. Most 
notably, after the currency reform, Es
tonia's share of foreign trade with in
dustrial countries, which was negligi
ble in previous years, increased to 
nearly 50 percent of the total by the 
third quarter of 1992. In particular, 
exports to the Scandinavian countries 
have increased rapidly. 

Tasks Ahead 
The new Government, which took of
ice in October, has made a strong 
commitment to adhere to the stabiliza

tion and reform program. However, 
despite the promising start, the tasks 
ahead are demanding. The immediate 
task is to deal with strains in the bank
ing sector. On November 17, the Bank 
of Estonia closed three major banks ex
periencing difficulties that stemmed 
mainly from the freezing of their de
posits at the old Soviet foreign trade 
bank (Vneshekonombank) in Moscow 
and from nonperforming loans. A spe
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_ _ _ _ _ _ Estonia: A Country Profile 
Se D Estonia Les on the eastern shore of the Baltic Sea and is bordered by 

on iRussia to the east, and Latvia to the south. It is the smallest of the 
I Baltic republics, in area (45,215 square kilometers) and population (1.6 

PAN million at the end of 1990). Sixty-two percent of 
N_" Fa Tllnn ;a'a its people are ethnic Estonians, while 30 pcicent 

are of Russian oigin. An inder,.ndent nation 
ESTONIA between the two World Wars, Estonia was inte-

Est n grated into the Soviet Union in 1944. It regained its 
Baltic.rPfi u independence on August 20, 1991. Afier adopting 

Gummy Sa uaN. a new Litizenstip law and constitution, Estonia 
Poland held its first general elections in September 

1992. The new Parliament (Riigikogu) consists of 
101 seats, ith 52 representatves backing the newly 

Hung" appointed center-right coalition Government. 
_ _ _t Industry accounts for about one half of Estonia's total output and0 4o wo agriculture for about one fifth. Recently, the country composition ofGeorgia Est-inia's foreign trade has changed dramatically-almost 50 percent

ew40,Sa of external trade is now with industrial countres. Estonia's main ex
ports are textiles, furniture, timber, and milk products. 

cial commission has been formed to mer, as was seen during recent wage ing. A particularly importantrecommend early remedial and urmeasures. negotitics, will make a successful in- gent task is to improve the existing so-Beyond this immediate task, the suc- comes policy diflicult to attain, and the cial safety net because the success uicess of the stabilization program will latter will maintain pressure on the lowering inflation is bound to createdepend largely on the results in the budget as the squeeze on bulk credits unemployment in the short term. Infight against inflation. In this respect, will push enterprises to seek 'inance, as the longer term however, providedmaintaining the budget in balance and in old days, from the Government. iound economi, policies continue, livstrict incomes policies are the main In the area of structural reforms, ac- ing standards should risc, particularlychallenges. Principal risks lie in the in- celerating die privatization process and because Estonia's well-educated andertia of inflation expectations and tight restructuring the enterprise and bank- potentially highly productive labormonetary conditions implied by the ing sectors are the key challenges. force could help attract substantial docurrency board arrangement. The for- Here, the initial resulr a cncourag mcstic and foreign investment. 
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NATIONAL ECONOMIES 

Latvia Is First Former Soviet State to
 
Adopt a One-Year Stand-By Arrangement
 

T he Government of Lattia is trans- in 1991. The GDP decline was also peaking at 64 percent in January 1992,T forming its formerly centrally partly due to the uncertainties attend- moderated somewhat to 15 percent in 
planned economy into afull-fledged ing the transformation of a formerly June, wages continued to rise rapidly. 

market system. Between September 1991, centrally planned economy into a mar- Although a liberal trade system, with 
when it was recognized as an ir:dependent ket-based system. The Government no quantitative controls and virtually 
state, and early 1992, Latvia took steps to freed farm procurement prices and re- no tariff on imports, was in effect, ex
liberalize pnces and trade. But the economy ta" food prices in mid-December ind ports were subject to quotas and hcens
continued to suffer fiom the sharp tontrac- the pnces of most indusmal goods in ing and, in a few cases, to taxes. A pro
ton of trade with states January 1992. Combined with the portion of foreign exchange earningsof theformer Soviet 
Union andfrom the worsening of the terms problem of monetary overhang, these had to be suirendered until February
of trade brought about by the suitch to trade price liberalizations fueled inflation, 1992. The traditional surplus in inter
at world market prices for energy and raw which reached 262 percent a year by republican trade increased substantially
materials. The Government is committed to the end of 1991. in 1991 because of the improvement in 
continuing uth the reforms, uhich the IMF The economic sivuation deteriorated the term of trade and import compres
issupporting through a 12-month siand-by further during the first half of 1992: in- sion toward the end of the year, and it 
arrangement in an amount equivalent to dusmal production fell by 31 percent, significantly outpaced the deficit in 
SDR 54.9 million, leading to supply shortages. particularly trade with other countres. The switch 

In thefollouing article, Ashok Lahiri of of petroleum products. Open unem- to trade at world market prices for en
the IMF's European (I1) Department de- ployment, however, continued to re- ergy and raw materials in 1992, how
scribes Latvia's economic and structural rn.in low as enterprises reduced work- ever, led to a large adverse terms of 
problems, the measures it adopted under ing hours rather than laying off trade shock and turned the external 
the IAIF-supported program, the outlook workers. A severe drought during the current account into a deficit, estimated 
until m,-1.193, and tire risks and unter- spring lowered crop yields. Although at about 4 percent of GDP in the first 
tainties the country can expect to encounter the monthly rate of inflaion, after half of 1992. 
on the way. 

Reform Amidst Disruption, , -- - .. -

Output Collapse, and Inflation. 
At the beginning of 1991, after four ... ... '.
 
decades of central planning, the Lavian l Z_. .r-.- 
economy was ineficient, distorted, and 
 . - '4-.' .1 , 
experiencing growing macroeconomic
 
imbalances. Most enr:rprises were al- . -.
 
m ost totally dependent im ported 6- A 4. , , P 1 i,,
on .[4 
raw materials from other former Soviet , . .), .,jg..
1


"
repu-' - and exported most of their " : _
 
outpt.. -o the former republics. "1he' '" - jr-.jS si r,-''" 
disruption of trade with the former So- , 
 .
 
viet republics led to a shortage of ima- w'r*L ...
ported raw materials and other inputs, Latvia's capital, Riga, Is an Ice-free port through which many ofRussia's. exports
and real GDP declined by 81/ percent notably thoso ofoil--are channeled. 
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__-Latvia: An Industrial Baltic State 
" SSea ' Larvia covet, an area of 64.589 square kilometers on the eastern 

S" shores of the Baltic Sea and the Gulf of Riga, and is bordered by Be
larus. Estonia, Lithuania, and Russia. It has a population of 2.7 mil

R"ssa lion, of which slightly more than half are ethnic Latvians 
]Nonny Fkwt W and about a third are Russian. 

E~ts %Following a brief~period of independence be-
Vorftpllstween the two World Wars, Latvia was consti-

Se R-igs .tuted as a Soviet Socialist Republic in 1940. 
Bafsic - LATVIA Rapid industrialization during the Soviet era 

SSea transformed its agrarian economy into an in
dustrial one--although it remained depen

dent on the rest of the former Soviet Union 
for supplies of inputs and the sale of output. In

dustrialization abo changed the ethnic composition 
0of the population through large-scale immigration from Russia and 

nla other parts of the Soviet Union. Latvia delatred its independence from 
Ie9 Back Sea -, the U.S.S.R on May 4, 1990 and gained international recognition after 

the events that took place in the Soviet Union in August 1991.Industry accounts for about one half of Latvia's net material product, and agriculture for about one fourth. The diversified
indastrial structure is dominated by mechanical engineering and metalworks, textiles and clothing, and chemical industries. 
The main agricultural products are poultry and dairy, grains, potatoes, and vegetables. Mineral resources are limited to peat,
dolomite, limestone, gypsum, amber, gravel, and sand. A little less than half of the country is arable and about another two 
wis n' uvcred by forests. On the coastline are situated the ice-free ports of Riga, Ventspils, and Liepaja; many of Russia's 
exports to the West, particularly ofoil, pass through these ports. 

Latvia became a member of the IMF on May 19, 1992. Its quota is SDR 61 million, and its currency is the Larvian 
ruble. Since July 20, 1992, the Latvian ruble has been floating against all currencies, including the Russian ruble. 

Peasant farms had been permitted owners continue to hamper the privati- independent social security system to
since 1989, and a number of them had zation process. be funded by contributions from em
already emerged in the agricultural sec- ployers and employees. But weak rev
tor by September 1990. when thz Program to Stabilize and enues (particularly from the profits
Government undertook to promote Sustain the Reform 

tax 
and the new VAT) and increases inentrepreneurship by enacting a law Initially, the Government relied the public sector wage bill resulted in

granting rights to diverse forms of mainly on tight fiscal and monetary a general government deficit equiva
property ownership. As a result, the policies to contain the macroeconomic lent to about 3/: percent of GDP in
privatization of state and collective imbalances and to prevent the liberal- the first half of 1992.
farms accelerated. In 1991, the Gov- iation of prices from degenerating The policies and measures that
eminent privatized a number of small into a wage-price spiral. In January Latvia adopted by early 1992 repre
shops and service establishments and 1991, it established the m2in elements sented important steps toward deve
also introduced antimonopoly and of a new revenue system. Tight ex- loping a market economy. However,
bankruptcy laws, as well as a liberal for- penditure controls, together with rev- further measures were necessary to staeign investment law providing for enue gains from price liberalization, bilize the economy, to obtai, cx ci,,
repatriation of capital and transfer of resulted in a general government sur- finance to sustain the reform, and to
shares. But uncertainties about the plus of 7 percent of GDP in 1991. In ensure the successual completion ofgranting of citizenship and about the January 1992, the Government intro- the transformation process. Thus, in
restitution of property to previous duced a value-added tax (VAT) and an mid-1992, the Government decided to 
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adopt policies to enable the economy
to adJust rapidly to the worsening of 
the terms of trade, to accelerate pnvan-
zarion, and to improve economic effi-
cienc through a host of ructura 
measures while drastically reducing
inflanon by the middle of 1993. 
The Government's program for1992-93 includes the following nan 

components: 

An Independent Monetary Policy: The 
Bank of Latva (BOL), which has been 
functioning as the central bank of 
Latvia since September 1991, enjoys a 
substantial degree of autonomy and is 
barred from engaging in commercial 
banking activities. On May 7, 1992, 
the BOL issued the Latvian ruble (LR) 
as a supplementary currency to circu-
Late simultaneously, and at par, with 
the Russian ruble. The latter had been 
in short supply, which had led to de-
ays in the payment of wages and pen-

sions---as in other parts of the ruble 
area. On July 20, the LR was delinked 
from the Russian ruble and became 
the oniy legal tender in Lrvia. This 
created the necessary conditions to 
allow the BOL to adopt an indepen-
dent monetary policy to pursue a more 

ambitious inflation objective than inneighboring Russia. Toward this end, 
a restrictive monetary program was es-
tablished for the second half of 1992. 
The Government and the BOL intend 

to replace the interim LR with 
a na-

tional currency, the lats, once the ex-

change rate for the LR is stabilized, 

The BOL's refinance race was in-

creased to 50 percT:nt from 15 percent 

on June 1, and farther to 80 percent 


on July 1, 1992. The interest rates fodeposits in the branches of the BOL 
were freed on April 1, and lending 

rates at these branches were liberalized 

onJuiy 1, 1992. 

0 A Stronger Fiscal Policy and Social 
Safety N:t: Measures to strengthen the
fiscal poiltion in the second half of 
1992 include a tax package adopted in 
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July, the main elements of which • Strncturaland Other Measures: A specomprise an increase in VAT rates and cial department is being set up withinthe introduction of a flat rate 
port duty. 

of i-	 the Government to prevent the abuseof monopoly power in the emergingThe transition to a market economy market economy. Specific plan, forwill place a heavy burden on the social breaking up enterprisessecurity system 	 with monbecause unemploy- opoly power will be established by thement could rise and much of the costof adjustment will be borne by valner-
end of 1992. A new law establishinginternationally accepted accounting

able groups. By the end of 1992, a standard; will be implemented or te 
network of social assistance offices and 1993 accounting year to assess entera new method of means-testing will prise performance, improve financialbe operational, and a system of train- discipline, and e.nforce the bankruptcying and benefits for the long-term un- laws. In view of the sharp increase inemployed will be introduced, inter-enterprise arrears, in mid-June,- An Incomes Policy: To help contain the BOL instructed the banks to stopthe danger of a wage-price spiral, a tax- paying creditors 'n order of chronobased incomes policy has been adopted logical seniority; now, debtors decidefor state enterprises, uncler which per- in which order creditors should bemissible increases in the wage bill will paid.


be significandy 
 below targeted ifla
tion. Increases in excess of the targeted 
 Outlooklevels will be taxed at high and steeply Developments during theprogressive rates. To keep wage 	

last three 
costs months suggest that the Government's 

within budget limits in
 
organizations 
 maintained
 
through the budget, the 


" Government decided to
 
keep the minimum wage
 
unchanged until October 1,
 
1992. 	 .-Trade and Price Liberaliza. . Q .. . . 
tion: The Government abol- .

ished all export quotas and " 
licensing on June 1, 1992
 
and replaced them with 
 a 
system of export taxes. It L 
also lifted linsir on profit 	 t" - .6 
margins in rEail tr-.de. ~ v ' Then, in July, it abolished 
several price controls and 	 . ; " 

transferred to local govern
ments the responsibility for '
' ' -  -. ...... 
determining public utility 
Prices. Currently, less than 8 . 
percent of goods and ser
vices (as measured by their 
weight in the consumer 
price index) remains subject An open air market in Rigs: the Government freedto administrative control. pricesof most IndustriAl goods In JanLray 1992. 
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in mid-July to LR 	 Conclusion 

0.6 per Russian Recognizing that there is a synergy 

Latvia: Key Economic Variables ruble at the end between macroeconomc stabilization 

1160 	 "M 1902 of September-- and structural reforms, the Larvian 
Rand remaining Government is seeking to emphasize 

stable against the both at the same time. Larvia's prwar 

-0.2 -. 3 2.01 U.S. dollar sirce cconomic record, the comprehensive.Rea) GDP 
Consumer price Index 2 10.5 262.4 818.0 early September. nes of the Gov.'mment's effort, and 
Broad money 2 10.9 153.1 173.4 The interna- the support of the international com

gwnuvfam tional financial munity lend credibility to the pro-General goerment 
Revenue 48.3 46.8 39.2 community has gram. Given broad political support 
Expenditure 46.1. 39.8 42.8 shown consider- and determined implerentation, there 
Surplus/Dcit 2.2 6.9 -3.6 able confidence in are good prospects of a reduction of 

IAtoI, I coIgl. 	 Latvia's progiam inflation in the short run, foUowed 
EMc9pwod Deft: ,AGa S f0kraW 	 by committing re- by a resumption of growth and the es

sources to support tablishment of medium-term external 

it. Although the viability.
 
program is containing the destabilizing restructuring process will involve large
 
influences arising from the restructur- costs in terms of lower output and 
ing pro-ess, the collapse of interrepub- higher unemployment, the external fi- Correction: In the chart on page 
lican trade, and the adverse terms of nancing made available to Latvia should 325 of the IMF Suney, Isue 20 
trade shock. Although inflation re- ease constraints on imports of inputs, (October 26, 1992), the legend la
mains high, the LR has shown consid- raw materials, and investment goods bels "Current account" and "Errors 
erable resilience by strengthening and limit the decline in real GDP to and omissions" should e reversed. 
against the Russian ruble--fiom parity below 20 percent. 
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Panelists Discuss yperinflation in
 

Former Centrally Planned Economies
 
an the release of a monetary of the IMF's External 'Relaons De- mTr-
overhang trigger hyperinfla- partment. 
 ILStion? This question was posed The question about a monetary "
 

by Michael Deppler, Deputy Director overhang triggering hyperinflation was • Iof the IMF's European Department I, originally posed in a paper by Lin and 
at an IMF Viston' Center forum held Osband, who concluded that such a 
on June 25 entitled Is Hyperinflation development" was not very likely.
in the Former Centrally Planned Deppler concurred with this view on
Economies Still Threat?a The other a technical level. The monetary overparticipants were Alan Gelb, Chief, hang sterns from "an imbalnce be-
Socialist Economies Reform Unit, the tween the price level and the stock of
World Bank, .
and Kent Osband and money," he stated. "And hyperinfla-
Shoukang Lin of the IMF's Research tion, in order to be sustained, has to
Department. The panel was moder- involve some flow conditions whereated by Shailendra J. Anjaria, Director credit is increas- (P ase tum topage 249) Deppler: the danger of budget deficit. 

CONTENTS Volume 21, Number iMF Extends ESAF 
SE CTIED TOPICS IMF ACTIVITIES Lending Period 

VWutors, Cent" Seminar on ESAF Lending Period Fxtended The IMF has decded to .extnd the*HYperinfladon. by One Year life of its concessional lending win-Page 241 .... , P 251 .dow-the enhanced structural adjust-
Institute for International' Pro te Executive Board ment facility (ESAF) by one year. AsEconomics/Fraser IutiConference on the NAFTA Pa, 252 a result, low-income countaes now

Page AT have until November 30. 1993 toUse of IM Resoue agree with the IMF on, and to4Page adopt, three-year structuri a4tjust-2.J 


Developments in International Managing Director's Addrn=Exchange and Payments Systems mert programs under the ESAF. Atto ECOSOC 
 present, 72 countries are eligible toPaZe 246 Pate 254 borrow under the ESAF. (See stoy' g" 
__________________________________________________page 

251) 
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Assessing the Risk of Hyperinflation 
(cninuedfiomfim pqe) ing at an accel- the monetary overhang at the begin- to take account of the fundamental 
crating rate. He also agreed that it was ning of the process," he concluded, structural weaknesses of these 
unlikely that the monetary overhang Deppler maintained that the critical economies during the transition pro
along with the process of liberalizing issue was not the monetary overhang cess in deciding whether there is a sig
prices would lead to hyperinflation. itself but the policies that these coun- nificant risk of hyperinflation, or of 

The more interesting question, he tries follow once they undertake the continuing high inflation. "It is clear 
continued, is whether there is a risk of price liberalization process. In this re- that financial policies must be quite 
hyperinflation in the formerly centrally gard, the importance of the wage re- vigilant in curbing those tendencies," 
planned economies or, at least, of in- sponse to the initial price shock has he concluded. 
flation getting stuck at an uncomfort- often been emphasized. Deppler in Gelb's view, the release of a 
ably high level. This would result not agreed but pointed to other considera- monetary overhang signals a fanda
only fron, the combination of mone- tions that can create a sustained de- mental change in the way the system 
tary ove'hang and price liberalization mand tbr credit. Pist, the locus of 
shock but also from other features of power within the state enterprises is 
these economies. In this context, Dep- shifting from the founding ministry to "- 

pler pointed to some empirical cvi- the workers in the process of moving 
dence for Eastern Europe, specifically to a market economy. That, together . 
Bulgaria, Czechoslovakia, Hungary, with their underlying competitive 
Poland, and Romania. weakness, leads to a huge loss in these _., -

It is generally accepted that enterprises' profitability, to the benefit 
Czechoslovakia and Hungary had the of workers in the first instance, ac- . ..... 
lowest-if any-monetary overhang cording to Deppler. This, in turn, 

'' "
when they implemented price liberal- generates a demrand for credit to fi- '-. 

ization, while Bulgaria and Romania nance future wages. "So there is a
had the largest. Poland also had low or built-in demand for credit from state " -' 

nonexistent inflation but experienced enterprises," he pointed out. , . 
hyperinflation before undertaking Perhaps an even greater danger 

"
 
price liberalization, comes from budget deficits, contended 

"/
Thus, said Deppler, if one compares Deppler, pointing to the case of *'-
the inflation mts of the two pairs of Poland. Between 1990 and 1992, the 
countries, the former had inflation Polish state budget lost 10 percentage Gelb: the Inability to manage fiscal and 
records that were far superior to the points of GNP worth of revenues, in monetaty policyposes a serious risk. 
latter a year after the price liberaliza- large part because of the fall in prof
tior.. Inflation in Czechoslovakia had itability of enterprises, while social ex- operates. He agreed with Lin and Os
dropped to about 1 percent a month penditures rose to 21 percentage band that the initial monetary over
and in Hungary to about 2-3 percent, points of GNP from about 12 percent. hang is a stock problem and that infla
whereas in Bulgaria and Romania, in- The resulting shock to the tion is a flow problem. "There are 
flation rates ranged from 5 percent to budget--on the order of 20 percent- three choices in dealing with the over
10 percent a month. "Therefore, from age points of GNP-if unchecked, hang," according to Gelb. "You can 
a policy point of view, I would say will cause Poland to rely on bank fi- confiscate it, you can inflate it away, 
that monetary overhang is something nancing, and will result in hyperinfla- or, if you had thought about it at the 
which you have to worry about in tion. These countries, he continued, beginning, you might have arranged 
terms of its tendency to generate sus- do not have capital markets that something like swapping part of frozen 
tained inflation in the context of the would permit them to finance deficits financial assets for real assets which are 
broader circumstances faced by these of this magnitude other than through privatized by the government." 
countries. Those risks appear to be, in money creation. Although some reform programs 
a sense, proportional to the extent of Deppler observed that it is essential have proposed one or more of these 
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approaches, he continued, they have 
not actually implemented any of 
them. The political dyrar.ics of re-
form :-nd to work against that sort of 
approach." 


As for the former Soviet Union, 
Gelb allo agreed that the overhang 
was not a major p.ohl-m in the con-
tinuance of inflation and that the flow 
problem was far more serious, 

In the all-important area of mone-
tary stability, Gelb cited four potential 
threats. First is the tax base; the ad-
ministrative capacity of the country to 
tax on a broad enough scale becomes 
more difficult as the structure of the 
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economy changes and as the reliance 
on state enterprise profits is suddenl 
reduced. A second problem is unem-
ployment. In many instances in which 
companies have been privatized, there 
have been dramatic declines in the 
work force. 

Third is the problem of bad debt. 
Gelb believes that a serious fiscal 
threat is building up as credit is tight-
ened after an initial period of very low 
interest rates. This is explicitly or im-
plicidy a liability of the government 
that has to be met. Fourth is the prob-
lcm of shrinkage of the tax base for 
the inflation tax. In the former Soviet 

Currency Units per SDR 
JUL.Y
14 1 1 17 

.1473 2147 21 

Union, falls in the ratio of money to 
output will areimply that imbalances 
harder to finance through mo'y cre
ation without inflation. 

Gelb then discussed the impact of 
economic disintegration on inflation. 
One problem is the new states' inbil
ity to manage fiscal and monetary 
policy. The removal of subsidies to 
some states as a consequence of the 
transition to a market economy is also 
exacerbating inflation. Gelb drew an 
analogy between the economic disin
tegration of the former Soviet Union 
and the collapse of the Austro-
Hungarian empire after World War I. 
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In both cases, successor states to these 
empires created obstacles to trade; in
dustial bases contracted, as did per
sonal incomes, and governments re
sorted to the printing presses to solve 
their financial problems; unemploy

ment rose sharply, and exchange rates 
came under coiisiderable pressure. 

Lin pointed out that whether or not 
a country's monetary, fiscal, or labor 
market policies are destabilizing has 
little to do with the monetary over

hang. Whether price decontrol will 
1cad to hyperinflaton, he continued, 
does not depend on the initial money 

stock. Rather, it depends on the flow 
variables, such as nominal interest 

rates, government transfer payments, 

and consumption. "However," !e 
added, "given a degree of monetary 
overhang, price decontrol can lead to 
a significant price surge initiahy and, 

therefore, a significant drop in real 
wages. " 

Osband agreed with Gelb's assess
ment that the uifiatonary threat in the 

former Soviet Union stems from a 
flow, rather than an overhang, prob
lem. H noted, however, that many 

leading economists-Martin Feldstein 
and Rudiger Dombusch, for exam

pie-have argued that it is an over
hang problem. He pointed out that 
the major problem is that the statistical 
real wage (the nominal wage divided 
by the official price lcvel) in the So
vict Union rose about 50 percent dur
ing Gorbachev's term in office with

out a corresponding increase in 

productivity. ."That has to be cor

rected," concluded Osband, "and you 

can't correct that through confiscation 

of existing monetary balances." 

Gerad R. Rosen, 
Editor. M/ Sumey 
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okand 
Grant Kirkpatrick and Val Koromzay 

il is difficult to find examples inI tinct decline in popular support for the help enterprises to come to a true aware. 
economic history where so much change and an increasingly precarious fi- ness of the reality of budget constraints 
has been accomplished in such a nancial position for enterprises, banks and and hence to recognise the importance of 

short time.' This is one of the opening re- the central government budget. The per- a tight wages policy.

marks in the economic survey which the sistence of major structural blocks has 
 After a very good start, matters deterior-
OECD and its Centre for Co-operation with meant that macro-economic equilibrium is ated also on the fiscal front. By the end of 
European Economies inTransition has d3- far from being achieved. 1990 the budget was already back in deficit 
voted to the Polish ruform under the Part- as a result of higher welfare expenditure
nets inTransition Programme - a reform The 'Shock Therapy' and declining tax revenue, because of the
boldly launched on 1January 1990 which, recession and an increasing incidence of
in two years, has produced such import- ari its Ec tax arrears. In 1991 the budget deficit 
ant changes that a reversal of the process The programme of transition to a market amounted to 3.8% of GDP.

isout of the question.' 
 economy aimed also to achieve economic The performance of the Polish economy

Five examples will show how much pro- stabilisation. To control inflation that had was severely affected by the reform pro
gress has been made. Shortages have been been aggravated by two 'systemic breaks'- gramme. Sales by state-owned industrial
eliminated: the stores that once were des- price liberalisation and anew, steep devalu- enterprises fell by 30% in the first two
perately empty, and outside which endless ation of the zloty - the authorities opted for months of 1990. Over the year as a whole,
queues used to stretch, are now plentifully two anchors: convertibility of the currency the fall in GDP was 11.6%, with declines 
stocked with a variety of products; and and control of nominal wage growth. A of 9% in investment and 13% in consumpt
new shops are changing the luok of Polish hardening of monetary and fisca stance ion. The surge in prices had the effect of 
towns. Inflation, running at 600% in 1989, was clearly essential in order to maintain reducing real wages in the state sector by
is now down to 40%. The convertibility of these anchors for any length of time. The one-third. They caught up modestly (+2%)
the zloty has been established and main- simultaneous removal of all import restrict- in 1991 as inflation eased. Because of
tained, with a resulting surge, in trade with ions was another weapon in the fight this, and also reflecting a fall in household 
westem countnes. The national currency against inflation. savingE, consumption pick.J up last yearhas also become a credible savings instru- .The policy of fixed exchange rates, es- (6-8%). But another decrne in investment 
ment since interest rates are sufficiently sential during the first year of the reform (down 8%) and a fall in net exports caused
high to prevent the erosion of the real value asacurbon price expectations, was main- GDP to shrink by n further 8% in 1991. 
of zloty deposits. Finally, the private sector tained until May 1991, when the zloty was The recssion would have been deeper
is asserting its presence in a growing had it not been for the rapid er.ergence of
number of sectors of the economy. ing peg' system was introduced, consisting a private sector, whose output grew strongly


This spectacular progress is the result of an automatic monthly depreciation of in 1990 and '91. Unemployment sky
of a radical policy of transition to the market 1.8o. All the same, and even allowing for rocketed, its rate rising from 0.3 to 11.4 %
 
economy, conducted at three levels. First, the new 12 %/ devaluation in February 1992, in two years. But this does not seem to
the legal framework, through the establish- the zloty has appreciated steadiiy in real have made any real dent in overmanning
ment of property rights, competition and terms since January 1990, making it dff- in the large state enterprises, since mass 
Labour legislation, new laws on commerce, cult for enterprises to maiin their e g redundancies accounted for only about 
banking, and so on. Second, the institu- 23% of the jobless total at the end of 1991. 
tonal framework, through the introduction Control over wage growth proved to be Understandably, therefore, the topof a system of social insurance and un- of only limited effectivoness. Thc excess priority of the government formed in De
employment compensation, and the oonylmtdefcins.Thexss cember 1991 isto put an end to the recessemergence of such new actors as prite wages tax (Popiwek), which penalises pay ion. For 1992 this wili mean achieving zeroeieurance omps nd fancalprivate awards above the norms set for each stateinsurance companies and financial inter- enterprise, was made the object of numer- growth of GDP and eal wages while bringmedianes. Third, instruments of economic ous exemptions. The fact that firms which ing the average rate of inflation down fromP.Iiy, through the emergence of a genuine had exceeded the norms in 1990 had 70% last year to 45% this year (that is,
system of regulation by prices, a modem higher ceilings applied to them the follow- 36.5% over twclve months). This goal will 
tax system, monetary control and trans- ing year further reduced the credibility of require 3 much tighter fiscal stance.parent budget processes, the Popiwek. More generally, the feeling The 1992 budget bill aims to limit theThe magnitude of such an undoilaking that financial failure was unlikely did not budget eicit to 5nof GDP (65,000 trillionimplies countless difficuties and uncertain- troductioof VAT attheb itties. and many Problems remaiH unresolved. Grant Kirkpatrick is an economist in the Ca~ntral aind~~ Gracetan- cnms eta zloty).troductionOn oftheVAT at the beginning of 1993, aiipiikSa nii n revenue side, pending in-

Eastern Europe Division. of which Val Koromzay isRecently f _clouds have been gathering over Head, inthe Country Studies and Economic Prospects 1. OECD Economic Studies: Poland, OECD Publi0e Polish reform programme, with a dis- Branch of the OECD Economics Department. cations, Pans, 1992. 
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broadening of tha tax base and higher turn-
over tax and excise duty rates are 
planned; and improved tax collecion pro-
cedures are to be implemented. Income 
tax should also produce some additional 
revenue, 

On the expenditure side, the govem- 
ment intends to make savings on welfare 
programmes by reviewing the rules of 
pension eligibility, creating selectivity in 
unemployment compensation, managing 
the distribution of subsidised medicines 
more efficiently and charging for certain 
medical services that used to be supplied 
free. Lastly, the automatic index linking of 
civil service pay to enterprise wages is to 
end. 

But there are reasons for asking whether 
the fiscal goal can be achieved. Pa.liament 
has still to complete its work on the rneas-
ures required to implement the budget, 
and other measures will be necessary to 
takeaccountofsomerulingsoftheconstitu-
tional tribunal that have adverse budgetary 
implications. More generally, further pro-
gress in structural reforms will be required 
if the programme is to move ahead satis-
factorily. 

Reishant 
Elteeis| 

The ambitious macro-economic pro-
gramme that has now been under way for 
two years is far from achieving Nl its aims, 
largely because, at the micro-economic 
level, enterprises have not adapted them-

'!vsadequately to the new conditions. 
Business management has not had the in-
centives to behave in a manner that would 
normally be considered rational in a free-
market system. Faced with a steep fall in 
profits, state enterprises have paid far too 
little attention to cutting costs. They have 
barely reduced overmanning and have put 
up little resistance to wage demands. Yet 
they have seldom hesitated to raise their 
prices. As a result, increasing international 
competition, as witnessed by the surge in 
imports in 1991, has meant that they have 
had to reduce their output. At the end of 
1991, out of 1,800 firms under the super- 
vision of the Ministry of Industry, 718 were 
in a difficult, even desperate, financial 
situation. 

Obviously, a process of adjustment on 

such a scale takes time. The new economic 
policies mean an unprecedented shock, 
to which Polish firms must respond although 
they lack the financial, technological and, 
above all, human resources necessary to 
break the straitjacket of structural rigidities 
bequeathed by forty years of central plan-
ning. 

Price liberalisation, the sharp reduction 
of subsidies and the convertibility of the 
zloty have brought about a complete up-
heaval in relative prices, driving some up 
(clothing, textiles, electronics and precision 
equipment) and others down (food, non-
ferrous metals, energy). The rise in relative 
prices of fuel and power alone was a par-
ticular shock to Poland's energy-hunary 
industry. The surge in interest ratps, rurther-
more, has made borrowing unaffordable 
for firms whose own output prices are flat 
or falling, 

Inan economic environment that in many 
aspects has deteriorated sharply and in 
any event is much more uncertain, Polish 
enterprises are further hampered by two 

specific handicaps: a comparatively old 
capital stock (the proportion of equipment 
under five years of age is even smaller than 
in the other ex-Comecon countries), and a 
serious lack of competitiveness. (This 
second handicap, temporarily obviated by 
the initial steep devaluation of the zloty, 
resurfaced with the rise in nominal wages 
and the further decline in productivity as-
sociated with the fall in output during the 
past two years.) The wide dispersion of 
activities undertaken within enterprises is 
another obstacle that bars the way to effi-
cient management. For example, firms 
have to provide their emoloyees with a 
wide range of social services (housing, 
recreation, health care). Finally, there is 
the regional dispersion of industry which 
often produces 'one big firm in a small 
town'. In political and social terms, there-
fore, the adjustments to be made are painful. 

These handicaps are all The more difficult 
to overcome in that Poland's state enter-
prises are only partly conscious of the 
urgency of adjubtment. Budget constraints 
often remain theoretical since the liquida-
tion of entorprises is rarely initiated and, 
even when it is, it seldom leads to their 
closure, and bankruptcy is seen as an im-
probable menace. The authorities have often 
shown themselves to be accommodating 

in rescheduling tax arrears, and the banks 
generally continue to lend to loss-making 
firms - they even capitalise the interest 
when instalments are not met - counting 
on the government to provide assistance 
eventually.2 

Another obstacle to the restructuring of 
state-owned enterprises is their decision
making procedure. During the 1980s the 
power of the workers' councils increased 
considerably, to the detriment of manage
ment which, in the absence of a real repre
sentative of 'canital' in the enterprise, did 
not encourage the adoption of profit
maximising strategies. To overcome these 
short-term or systemic handicaps, the 
gc,,rnment has firmly opted for a rapid 
development cf the private sector, both 
through the creation of new enterprises 
and through the privatisation of state
owned firms. 

The EyL%-ntin.
Private 

In the event, the expans on of the private 
sector has been spectacu;ir: there were 
11,700 private enterprises in 1989 and al
most 41,500 by September 1901, while the 
number of unincorporated entiepreneurs 
rose from 813,000 to 1.4 million. This shift 
to the private sector was concentrated on 
those sectors in which earnings were ikely 
to grow most rapidly. Private-sector acti
vity accounted in September 1991 for 75% 
of trade, 45% of construction and 80% of 
road transport. 

More often than not, the emergence of 
the private sector has been through 'small 
privatisations', which have made fcr a 
rapid transformation of retailing in particu
lar - an activity in which Poland has a big 
lead over the other central and eastern 
European countries. The communes usu
ally turned small shops over to their em
ployees, renting or leasing but not selling 
them, which made these privatisations 
somewhat precarious. 

In 'large privatisation' Poland has opted 
for a flexible, multi-track procedure. The 
first approach, privatisation by 'liquida
tion', has already moved into an opera
tional phase, with nearly 500 enterprises 
(mostly SMEs) privatised in 1991. Liquida
tion can take one of three forms: sale of 
2. See pp. 19-22. 
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assets; contribution of all or part of the Persistance terest due. The savings bank will have to 
assets and liabilities to a joint venture set become more independent and adapt hous
up with a Polish or foreign partner; sale of and New Fronts ing loans more closelyto its own resources. 
assets and liabilities to a new firm estab- Where taxation is concerned, the object
lisheci by management and workers (buy- Poland is irreversibly committed to the is to introduce VAT without further delay
out). I his last method has accounted for process of transforming its economy, but and to improve direct and indirect tax col
90% of privatisations-through-liquidation. is still in mid-stream. To avoid becoming lection. 3 Improving the efficiency of mone-
It usually involves some form of leasing, bogged down, and to ensure that it reaches tary instruments by strengthening the 
for which favourable financial arrange- the other side safely, it will have to speed banking system is also essential. 
ments are available. To ensure their up the structural changes while at the As for privatisation, the range of avail
effective participation, the new owners are same time persisting, of necessity, with able procedures means that the general
required to put up a sum equal to at least macro-economic stabilisation. framework is satisfactor The public 
20% of the capital of the former enter- First, fiscal control. The officially fore- could nonetheless be better informed, and
prise. cast deficit for 1992 (5% of GDP) must be the rules on sectoral privatisation clanfied. 

Second, there is capital privatisation. seen as an absolute maximum, in particular The mass privatisation of the 240 enter-
Since 1991, fewer than twenty firms have because increased debt service, stagnant prises already selected should be launched 
been pnvatised in this wiy because the growth and positive real interest rates as soon as possible, since their current in
flotation of shares has proved to be difficult. make an explosive mix. termediate situation is not conducive to
In fact, capital pnvatisation has mostly Second, inflation has to be further re- sound management. Similarly. liquidation
taken the form of direct sales to investors, duced. The year-on-year target of 36.5% procedures should take less time. 
the majority of them foreign. by end-1992 represents an improvement, Finally, the growth of foreign investment 

After a few months' experimentation, it but it is not sufficient in terms of lowering depends more on stable rules of the game
becamc c!car tc the Po!;sh authorities that interest rates and curbing speculative be- than on preferential and discriminatory
the various methods proposed were not haviou,. In this respect, there is little room conditions which, since they inevitaoly
going to lead, within a reasonable period, for macro-economic policy manoeuvre - proliferate, would run the risk of distorting
to a massive transfer of medium-sized and, whence the importance of improving con- the liberal trading system now ,-.vailing
above all, large enterprises to the private trol over wages. Amending the Popiwek in Poland.
 
sector. Whence a third approach: mass system (the tax on excess wages) to favour
 
privatisation, whose implementation has the extension of bonuses and remuneration E) C3
 
so far been delayed by the lack of political linked to the performance of the enter- Although Poland is at present going 
consensus. At all events, under this scheme prise would help. Yet the best instrument through a period of uncertainties, particu
the govemment will initially keep 30% of for reducing inflation would seem to be larly political, there is no cause for excess
the capital of the firms selected, with em- micro-economic measures that aim at ive pessimism. Brisk development is within 
ployees bEing allocated 10% of the shares cutting production costs. For example, the compass of the country, which for the 
through their free distribution. The remain- employees could be more directly involved past two years has been engaged in far
ing 60% are to be shared between some in improving their firm's profitability by reaching and courageous reform, provided
15 to 20 National Investment Fnds. establishing a clear link between the increase the Polish authorities abide by the princi-

The Funds will function i (e holding in value of the firm and the participation of pies which have guided their efforts thus 
companies and are to be run by manage- workers in its capital at the time of privati- far and persist in adopting a pragmatic 
ment firms with foreign professional part- sation. approach to the difficulties that arise. This 
ners; initially, each fund will receive an At the same time, a number of specific is the way the Polish government has been 
equal portion of 27% of the capital of all structural measures are advocated. First, proceeding, and its efforts deserve the 
companies. After assessing the prospects with regard to pensions: to prevent an erupt- recognition and support of the international 
of each firm, the funds will then bid, by ion of the deficit of the social insurance community. U 
auction, for additional shares, enabling funds, the conditions of entitlement to full
them to obtain 33% of the capital of specific rate disability pensions have to be tightened
companies (twenty on average), the re- and the maximum retirement pensions paid 
maining shares being spread among the by the state gradually lowered so as to en
other funds. The second part of the pro- courage saving through complementary OECD Bibliography
cess will involve the distribution of shares insurance schemes. Second, in housing 
in the funds to all adult Polish residents, finance: costs are too high because the v )ECD Economic Studies: Poland,
These shares will be tradable only after existing system of repaying loans from the 1992 
publication of the first yearly results for savings bank involves a ceiling on pay- Tax Reform In European
each fund. ments by households, with budgetary e Jeffrey Owens, 'Options for Tax 
3. Jeffrey Owens, 'Options for Tax Reform', The support from the jovernment covering the Reform', The OECD Observer,OECD Observer, No. 170, June/July 1991. gap between the ceiling and the total in- No. 170, June/July 1991. 
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WESrERN AID TO POST-COMMUNIST 
EUROPE: LESSONS LEARNED AND WHAT IS 
TO BE DONE #70 

"The West hould focus its efforts nat a 
assistancz designed to make the West feel it "ai 
done its charitable duty, but on cchanges and 
building partnerships that would marry post-
Communist eonomeS to Western onesaaid 
Janine R. Wedel, Fulbright Scholar and Adjunct 
Associate Professorial Lecturer at George 
Washington University, at a September 30 Noon 
Discussion. 

Since 1989, the European Community, the 
United States, Britain, Germany and other Western 
governments have allocated some 38 billion to help 
ease ELAern Europe's transition to democracy and 
a free-marke economy. With the end of the Cold 
War, the We" committed billions more in aid to 
the republics of the former Soviet Union. Specifying 
that her focus was on Western governmental grant 
ad, rather than on export credits, macrostabilization 
assistance, or loans, Wedel raised questions about 
the efficacy of the attempts of Western governments 
to help Eastern Europe through technical and 
humanitarian assistance, for which most grant aid is 
being spent, and for which an increasing portion of 
overall funding to the region is being allocated. 

Wedel noted that the outcome of any aid 
effort is a result both of how the donor structures 
and implements it, and of how the recipient is set 
up to handle it. Before delving into the mechanics 
of the aid effort, she recalled the climate of Eastern 
Europe following the autumn of 1989, during which 
the Communist governments of the region were 
toppled. This is the setting in which aid began to 
be delivered. For a short time, Wedel said, 'many 
East Europeans expected that their new leaders 
could transform the devastated economies overnight, 
with a little monetary help from their friends in the 
West." 

Meanwhile, misleading information was 
circulating in Eastern Europe about Western aid. 
In Poland, $30 billion was often cited as the amount 
of aid the West was sending usually without 
explanation that this figure includes export credits, 
stabilization funds and loans, and that most grant. 
aid is for technical assistance in the form of advisers 
and consultants going to the region to offerth*; 

srvice. It is not surprising, said Wedel, that 
disillusion is sweeping the region as swiftly as hope 
did newrly three years ago. 

While many in Eastern Europe thought of 
the United States as a rich Soviet Unio," 
Westerners tended w view transition in Eastern 
Europe as the recovey of people with whom we 
Iave close cultural bonds: "We do not speak of 
donors and recipients, as in aid to the Third World, 
but of 'partners' and 'partnerships." Yet many of 
the same donor organizations and institutional 
mechanisms employed by the West in the Third 
World are now being employed in Eastern Europe, 
resulting in many of the same problems in design 
and implementation. 

Most grant aid to Eastern Europe is 
technical assistance. Yet 'maany East European 
officials have concludod that their countries are 
'technically over-assisted," said Wedel, because of 
the West's mphasis on technical assistance, the 
areas in which it is being concentrated, and the way 
in which it is being delivered.* Marek Kozak, a 
Polish official who monitors foreign aid, thinks that 
the main benefit derived from the consultants' 
presence 'is not from the expertise they provide, but 
from the presence of Westerners carrying hard. 
currency in the local ecnomy.' 

Wedel noted that aid almost always comes 
with strings attached and outlined three areas that 
frustrate the aid efforts of the major donaor: 
contracting procedures; the considerable gap 
between commitments and disbursements of funds, 
which creates a perception of 'who stole the goods' 
among East Europeans; and turf battles among 
donors of bilateral aid who are drawn to 
'demonstration projects' that yield high visibility, 
thereby competing with one another at the expense 
of projects that might truly help. 

Wedel outlined the following problems with 
US assistance. Aid recipients are seldom allowed to 
contribute to the process in a way that would make 
a difference. In this regard, U.S. aid programs in 
Eastern Europe generally have the worst reputation 
and have been the least effective because, compared 
to European Community and British programs, the 
US. programs allow recipients the least leverage to 
set terms or to select experts. Another problem 
Wedl noted is that, in some cases, U.S. aid works 



around the institutions i is supposed to help.
Although direct aid to private aors makes iuse• 
when the goal is to promote private businesses, the
US. insistence on avoiding governments almost 
entirely s counterproductive when the goal a to 
privatize swtate-owned resources. - . 

Wedel also pointed out the lollowing
additional problems: US. assistance has been 
scattershot and the organizations and consultants 
carrying out grant aid projects, which are 
administered through the Agncvy for Iternatirmal 
Development (AID), do not follow any coherent 
overall strategy.AID, whose management problems 
are well-documented, has little ex-.tise in Eastern 
Europe; nevertheless it is in charge of U.S. 
assistance. Washington is the center of assistanc 
decision-making, creating a myriad of coordination, 
implementation and political problems. The aid was
designed as sho;'-term even though the Unied 
States would have had to make a long-term
commitment from the outset for this aid to have an 
impact on the region. Fmally, the "regiona
approach' to administering programs makes 
planning and monitoring of aid difficult for the East 
Europeans. Some of these difficulties, particularly 
those arising from Washington-based control, short-
term pLanaing. and the regional emphasis are being
reconsidered for the aid effort to the former Soviet 
Union, Wedel said. 

Wedel also outlined some conditions on the 
recipient's aide that frustrate aid implementation 
and monitoring, including fragmentation in 
governance and public administration, and the fact 
that East European ministries often lack familiarity
with the protocol and politics of donr 
organizations. She addressed three areas that

donors have targeted as priorities and examined 

how the interplay between donor prerogatives an-

local conlitions can prevent aid efforts from having

the intended effects. 

•" First, the major donors have made 

privatization a priority because it is seen 
 as a 
yardstick of progress in the new democrads. Yet 
consultants' studies on how to privatize a particular
factory can do nothing if they are ill-informed, if 
conditions soon change and the studies become 
outdated, or if the resources or politicrj will to 
implement them are aLsent. Foreign assistance for 
privatization may be a waste of money, and, in some 
cases, even encourage corruption. Wedel offered 
several examples, including that of an Eat 
European truck factory undergoing privatizaiom
with the help of Western consulting firms hired 
using aid money. 'Does tl., aid help to produce
the results that the West itself look, to a. a 
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yardstick of progress?" Wedel asked. 
A second troublesome area targeted as a 

priority is that involving projects.to build democratic 
institutions and to encourage 'pluralism' and °civi 
society." In some cases donors have funded 
political groups and parties directly. Wedel 
cautioned that, "While seeking to encourage an 
active political process, the West instead may be 
supporting only a handful of parties thai East 
European voters have legitimated.3 Another way of 
funding political groups, Wedel said, is through 
supporting East European non-governmental 
organizations (NGOs), some of which ae active 
political players even if they were set up for am.
political purpose Wedel cautioned that, although
NGOs are playing a role in political, economic, and 
social change in Eastern Europe, it is a confused 
role. 

. Third, Wedel questioned the helpfulness of 
humanitarian aid to the emerging democracies of 
Eastern Europe and the former Soviet Union. 
Althou.h the food, medicine, ind clothing provided
by humanitarian aid are almost always seen as 
helpful by the donors, some East European and 
Russian recipients are questioning this premise.
Wedel said the following questions need to be 
addressed by donors: Are the goods being offered 
useful and suitable? What are the possible 
economic side effecz of aid? How wl the goods
be distributed in the recipient country? What 
impact will aid have on the political situation in the 
recipient nation? For example, there is til 
starvation in Russia and aid may serve to distract 
the Russian goveeament from itself nurturing
domestic institutions that can survive-and thrive
long after the last aid dollar has been pent.. 

F'naly, Wedel argued that more aid is not 
necessarily better. East European officials generally 
are impressed with the effectiveness of the British 
Know How Fund, for example, although itis much 
smaller than U.S. and EC aid efforts. What seems 
critical is how the aid is structured and 
implemented. She observed that 'Aid that is driven 
by the considerations of the donor and not much
 
help to the East Europeans also is not much help to
 
America's image in the region.' 
 She further noted 
that several prominent East European officials 
reemny have spoken out against foreign assistance,. 
.- Wedel predicted that the actual 
implementation of Western assistance in Eastern
 
Europe will become increasingly critical to policy


"makers grappling with what the role of foreign aid 
should be in the post-Cold War era, and to a public
questioning the wisdom of providing assistance to 
post-Communist Europe during times of domestic 

q. 



economic hardship. She emphasized that technicala.ssistance can not substitute for investment or trade,
and that the most helpful form of aid is technical
assistance that encourage& investment, such ashelping to set up workable banking and financial
institutions. Wedel believes that technical assistanceneeds to be much better targeted and structure:., It
should concentrate on institution building, especiallyin fields such as accounting, financial servic-,
taxation, and banking. Rather than sendingWestern consultants to Russia for one-time training
sessions, what is needed are programs that ensure
that Russian institutes that train sanitary engineers,
for example, can link up with comparable groups inthe United States that can offer long-termpartnership and consultation. 

Technical assistance is most succesful 
a people-to-people basis 

un 
f local community

exchange through projects that the people design
themselves. No technical assistance can be trulysuccessful unless both donors and recipients aremotivated to form partnerships. Donors have tolearn their partners' needs and abilities, 

Moreover, Western countries have a keyrole to play in promoting partnerships within 
Eastern Europe and the former Soviet Union bysponsoring projects and zoaferences that gpther
peop!e from the region together, a process that can
help to build valuable ties across isolated class
ethnic, and geographic lines. Janine R. Weald 

POLrrCS AND POLIO IN KOSOVO %71'News accounts of the deepening disaster inthe former Yugoslavia often refer io the "crisis in
Kosovo," but only in geopolitical terms. If the
sports sequence suggested by some black Yugoslav

humor is correct and the quarter finals and
semifinals of the civil 
war in Croatia and Bosnia
respectively give way to the finals in Kosovo, then
neighboring states will almost inevitably be drawn

into a third Balkan war. 
 This is in fact the subtitle
of BBC correspondent Misha Glenny's sadly
instructive eyewitness account, -alg 
Yugoslava (New York and London' Penguin Books,1992). True, and frightening enough, but what are
the specific conditions of that crisis in Kosovo itself?
Over what issues does the impasse between the
territory's Serbian administration, responsibleprimarily to President Slobodan filokvi's
ministries in Belgrade, and a population nearly 90percent Kosovar (Albanian) threaten to explode? is
there some prospect for resolving just part of de
impasse? 
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Dr. Alan Rot from Doctor of the World,USA, addressed these broader questions inreporting on Kosov,'s crisis in medical care, onethat has already confronted the Albanian population
with an outbreak of polio. Dr. Ross is a specialist
in pediatric emergency medicine who first treatedpatients in Kosovo in 1986. In a September 24
Noon Discussion at The Wilson Center, he gave amoving description of the difliculties confronting thevaccination program that Doctors of the World hasattempted to conduct there since Apil, 1992. Ross
first obtained support for the enterprise from'Republic of Yugoslavia" Prime Minister Milan
Panil and the Serbian health ministry. He arrived
in Kosovo to find that Albanian families wererefusing to be treated in any way by the Serbian
staff that has taken over public facilities for health 
care in the province, let alone respond to a noticein Serbian cyrillic to be injected with vaccine ofSerbian manufacture that would, Albanians feared,
make boys sterile and girls barren. Even the totalnumber of Albanian children was uncertain, given
the 90-95 percent born at home in recent years to
avoid Serbian doctors (that percentage was notinsignificant even when Albanian doctors staffed 
public hospitals).

Ross reckoned that perhaps 15 percent ofchildrcn under two had bc- vacdnatc4 against
polio by last April, despite a disturbing rise in thenumber of cases reported and the presumptionmany more were unreported. .hat 

His project targeted 
an estimated 120,000 unvaccinated Albanianchildren under two and a still larger number overtwo. Only careful, cautious negotiation with local,
often religious, leaders of the Albanian communityled to a breakthrough in several towns and then in more. Overcoming superstitious anxiety aboutinjections and local resistance to any outside
authority proved to be essential, even after al
Serbian ingredients in program
the had been
removed. By July, however, Ross and his leam had

succeeded in vaccinating 
some 175,000 children ofall ages. The outbreak or polio was stopped in its 
tracks. 

Nov, what? Medical supplies, like those in
sanctioned Serbia proper, have become dangerously
short. Dr. Ross wondered whether even aspirin was
still available. Many people wonder whether theywill survive the winter. He called despair the
predominant emotion among the Albanian
population, even though youth feeling they have
nothing to lose may yet risk violent demonstrations 
against the Serbian adminisratioa. But when 



Ibrahim Rugova, head or the League the -for 
Democratic Action told him that Kosovo was dead, 
Ross responded that doctors assume every patient
entering the emergency room is alive, even if 
apparently dead. The doctor's goal is to open a 
private English.-speaking hospital and nursing school 
in Kosovo as soon as possible, with international 
support and without Serbian or Albanian control 

Again, the support and therefore the 
siuvival of the PanV "federal" government will be 
essential. This is after all the government that is 
attempting against resistance from the Wfilogevi6 
government of a Serbian territory that includes 
Kosovo, to reorn Allbanian-staffed schools and 
reestablish Albanian-staffed press and television,
This medical project would, however, have the 
advantage of working in the private sector and 
outside the fatal presumption that any facility in the 
province must be exclusively Albanian or Serbian. 
John IL Lampe 

ROMANIA'S POLITICAL CULTURE AND 
PROBLEMS ON THE EVE OF KEW 
fLECTION #72 

The recent situation in Romania two weeks 
before the general elections was as complicated as 
i was two and a half yeaus ago reported Wiru= 

M . editor-in-chief of Qri7nnt in a September 
9 Noon Discussion at the Wilson Center. _h 
December 1989, Romanian society faced overnight
upheaval- in a single day the entire political and 
administrative structure of the Communist party,
disappeared. But what did not disappear and what 
lies at the root of the continual social turmoil in 
Romania is the Communist mentality that has 
fueled the exacerbation of nation. feelings and 
inter-ethnic clashes.. This is not peculiar to 
Romania, but exists elsewhere in Eastern Europe in 
ohc polarization between partisans of. a liberal, 
Western-oriented society and those of a closed, slU-
sufficent society. One sees the direct result of such: 
a mentality in Yt:go.,'avia, noted Mihaie4; he argued 
that none of the East European countries is 
completely immune to the nationalist madness that 
has engulfed what was once the most liberal country 
of the old Eastern Blo., 

- Mihaie" suggested that * nationalist 
pemsiroika might be an appropriate label for the 
post-1989 period in Romania. The nationalist 
compou at of the Romanian peresmta became 
evident atqer the failed August 1991 coup in -
Moscow. '1t Romanian leaden preserved the 

entire ideology of perestrolka, but safeguarded their 
power and privileges by fanning the old embers of 
nationalism. 

Ihe nationalism now prominen, in his 
country is rooted, acco:.ding to M in,haie the 
Romanian subconscous. For decades, Romanians 
have pitured themselves as a martyred nation and 
sought relief by blaming 'the outsider" for their 
misfortunes. There is a disproportionately large
number of folk sayings abotl the dangerous 
stranger, the sinister foreigner, which reflect the 
deep traditional conservatism of the Romanians. 

Unfortunately nationalism in Romania is 
being used as a means to ignore serious problems
and to muzle opposition. President fliescu and 
then Prime Minister Roman, in their desperate 
search for allies in face of charges of "neo-
Communist" made by democratic forces, reactivated 
former architects of the Ceausesca personality cul 
For instance, the owuer/publishcrs of Romania'. 
most rabid nationalist magazin,, Romania are. 
are Eugen Barbu, a long-stnt(ing member of the 
Romanian Communist Central Ccnmmittee, Corneliu 
Vadim Tudor, one of his deputies, and Adrian 
Faunescu, a Maiakovsk-y-like minor poet who 
pznnd interminable odes to Elena and Nicolae 
Ceausescu. They have orchestrated a written war 
against democratic change in Ro-ani. =d res-orted 
to anti-Semitic and anti-Hungarian accusations. 
Poet Mircea Dinescu (who announced Ceauseseu's 
flight on Romanian television) was denounced by 
R2mania Marc as a spy working simultaneously for 
Russia, the United States, Israel, and Hungary, and 
as a Gypsy, a non-Romanian (a "hitc-Gypsy" as 
they quite originally described him). Romania 
M also proclaimed 1991 *Lbe year of 
international struggle against Hungarian terrorism' 
and, far from being censured, the magazine was 

- cited by Interior Minister Dorm 'iorel Ursu for 
*journalistic objeaivity." 

Despite the anti-Semitic, anti-Hungarian, 
and anti-dissident fervor growing in Romania, 
detoocracy has made undeniable progress. One 
sees the presence of active political paries, which 
have developed philosophies and platforms and can 
address their constituencies. There is an 
independent television station (SOTI), although the 
govo-nment limits its broadcasts to only one hour 
late u *,he evening, received by only a small part of 
the c, rntry. There are also some local stations, but 
they are directly supervised by the local authorities. 

The independent print media, generally of 
good quality overall, can barely reach the 
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countryside or even reniote urban area bemuse the 
dLstnlbution channels are controlled by the National 
Office for Press Distribution, which reports to the 
Ministry of Post and Telewmunications With 
such absolute control over distribution, it is easy to 
bankrupt even the most popular magazines and 
newspaperm. As editor of an indepeLuent wweky, 
M1 aiej also testified that the repressive tactics of 
the government distribution office started precisely 
after the tragic events of June 13-15,1990, when the 
miners marched on BucharesL The majority of the 
print media violently attacked President Tlesca for 
his contribution to the miners' violence, but the 
government's response was & nplc. the papers did 
not reach their readers. • 

On the eve of the general ele4on, Mlaiq 
saw Romania as divided between two strong forces: 
the notalgic, neo-Communist forces embodied by 
President Iliescu, and the democratic forces allied in 
the Democratic Convention. Supporting Iiesca are 
the nationalist groups, such as "VatraRomaneasc" 
which recently spawned an unexpected but very 
dangerous politicalpersonality, GheorgheFunar, the 
Cluj-Napoca mayor, whose views, Mihaie4 believed, 
havc been inspired by Nazi-like idoology. 

Mihaiq also singled out the Romanian 
Service of Information, a direct descendant of the 
old Searitate, and its mysterious leader, Colonel 
Virgil Magureanu, who played a leading role in the 
miners' ritualistic visits to Bucharest. Despite i 
relative invisibility, no one believes this institution is 
neutral or objective. A recent but poorly distributed 
report revealed that the bloody ethnic clashe in 
Tirgu Mures in March L90 were engineered at a 
high level The violent forcc-; that dashed were not 
townspeople, but RomaniLns and Hungaria iving 
in the vicin,,y transported to the town by 1use 
supplied by the Romanian Servic for Information. 

This situation in Romanian has not gone 
unnoticed by the international crmmunity. A letter 
to President Iliescu signed by sixty-two members of 
the U. S. .ouse of Representatives reiterated that 
prior to restoration of Most Favored Nation status 
to Romania, it was expected that there would be 
free and fair elections, an indepe.dent media, 
civian control of the Romanian Intelligence 
Service, and protection of human rights and civil 
liberties, including the rights of ethnic minorities. 
However, abuse, and irregularities of these 
democratic expectations are growing .-

The nomination of Emil Constantinescu as 
the presdential candidate of the Democratic 
Convention did nothing to strengthen this umbrella

like party. Consantinescu was unknown nationally 
as well as within the party, and this plus the absence 
of a dear political program led to a last-minute 
increase ir nationalist suport before the election 
(which was won with a large majority by President 
Iliese and a narrow margin by his National 
Salvation Front). Dissatisfied with the National 
Salvation Front, 1 's party, and unable to 
dentify with the pro-Western philosophy of the 

opposition, Milhiq feared that the elecorate was 
becoming more and more seduced by nationalism. 
Mlrcca Mlhka with Kriui Hunt 

EES CURRICULUM REVIEW MEETN 
East Euror.-an Studies and the American Council 
of Learned Societies are sponsoring a December 
workshop for the memberv of the ACLS Joint 
Committee on Eastern Europe and the EES 
Academic Advisory Council to review how the 
American disciplines most concrned with Eastern 
Europe are to proceed after the collapse of the 
Communist regimes that were previously at the 
center of attention. Five papers on history, 
political science, economics, international relations, 
and literature will review the strengths and 
weaknesses in courses, textbooks, and research, and 
What Is To Be Done in a roundtable forum. EES 
intends to publish the rc-v:sc.d papers quic-.Ly as an 
Occasional Paper that will be available free of 
charge. Plans are underway for a further set of 
workshops, discipline by discipline, with colleagues 
in the East European universities 

NEW PUBLICATIONS 
EES announced publication of two books in 

September 1992. Creatimn Capital Markets in 
Eatern EuroW (order number 0-943875-42-0), 
edited by John Lampe, is published by Johns 
Hopkins University Press, and may be ordered for 
$10.,5 by calling 1-800-537-5487. ELb 
Agriculture in Eastern Europ: ProAps.[oL.j.h 
1990s and the Leons of Pre-War Coo' rat*vand 
Land Reforms. also edited by John L .ipe, is 
available free of charge through East Ew'opean 
Studies. Please all 202-287-3000, extension 330, or 
write to EES, 370 L'Eafant Promenade, Suite 704, 
Washington, DC, 20024. 
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OPTIONS FOR SAVING THE ARAL SEA 
The shrinking Aral Sea B A REN T S - would only put 21 km3 of water into the 

_- sea a year. The problem is that lining
S E A -'1960 V A ZAK H s T- canals and making them deeper toI I ' 4 reduce evaporation, then installing/11 9731 . . ,-' . more efficient irrigation, would be 

1989 ~ ~extremely expensive. 

Nanother option. There has been no sys
, N tem of charging for the water, so there 

Moscowhas been no incentive to conserve it on 
S E A the part of the users. Although the 

report foresees problems for the newly
."ZAK"A NS independent republics to coordinateH A' 

S'-,1Y K c,-r[,, and high costs' I Z improved management, 
.. ,.. . ._. for building systems which allow better 

- -control over the distribution and use of 
"Amn-/arya-'T- srA water, ... the individual Aral Basin

-_CI)NSTN ._countries will have to consider this pos
sibility'.

Imagine a container 55 km long, 1 km being the only other major crop. With The introduction of more variedwide and I km high, and brim full of such limited crops the same fertilizers, food crops with lower water needs is 
water. That is the amount of water put pesticides and herbicides were applied, perhaps the cheapest option. but so
into the Aral Sea by its two main tribu- causing significant pollution of the sea much of the infrastructure is devoted to

taries every ye5.r between 1926 and from i-rigation water run-off. he rise in cotton that a massive ioss of jobs would

1960. By the end of the 1980s, that salinity and chemical levels has seen 
 be inevitable. It is possible that cottonflow, from the Amu Darya and Syr fish life completely eliminated from vir- and rice varieties with lower waterDarya rivers, had fallen from 55 km3 a tually the entire Aral Sea, and the col- needs are now available and could be 
year to 'virtually nothing', according to lapse of the fishing catch which, prior to used in the Aral Basin. 
arecently-completed UNEP report. 1960, had been about 44 000 tonnes per One simple option for reducing the

The Aral Sea was fed by aTibutaries year. It is a bitter irony that the sea was water draw-of' is to take the poorestfrom the central Asian republics of the sacrificed to supply water to canals lands out of pro:'iction. The report's
former Soviet Union-Kazakhstan, where up to 40 percent of the water was authors estimate that if 5 percent of land
Uzbekistan, Tadjikistan, Kyrgyzstan lost through leakage (most were not were taken out of production, approxiand Turkmenistan. The water from lined with anything) or through evapo- mately 7 km 3 of water would be saved

these tributaries began to be diverted 
 ration. Even the water which reached each year. '7ifteen percent of land cur
for agricultural irrigation in 1956. As a agricultural land was wasted as ineffi- rently cultivated is of low productivity,
result of the diversion and of dt "ruc- cient flooding of fields saw too much and if ndthing is changed will stop pro
five irrigation practices over the next 36 water used, causing water logging, and ducing anyway.

years, the sea has been reduced in vol- surface salt accumulation when the soil 
 The report is to be discussed at a ume by 70 percent, had its surface area eventually dried out. UNEP-organized meeting of represen
reduced by 54 percent and its salinity tatives from the surrounding republics,
increase to 29 percent, approximately The options the Russian Federation and UN agen
three times the salinity of the open Saving the Aral Sea is relatively sim- cies in Geneva from 31 August to 4 
ocean (it was always slightly brackish), pie, concludes the report: increase the September. Meeting organizer Habibwhile the shoreline has receded by water-flow down its tributaries. EI-Habr hopes that concrete proposals
80-100 km. Wind erosion of the Unfortunately, the report adds, the pop- will be agreed on at the meeting so that
exposed dry sea bed no'v removes ulation explosion in these central Asian work can then begin estimating likely
about 43 million tonnes of salty grit republics, based on the cotton industry, costs and, eventually, sources of funds. 
each year. When the grit isdeposited by means that any reduction in irrigation
the wind it increases the salinity of the would, in the short term, send unem
soil for hundreds of kilometres and ployment 'sky-rocketing'. Even then it 
inhibits plant growth, in some cases is estimated that the sea needs in-flows 
stopping it entirely, of 55 km3 of fresh water a year, but bet-

The irrigation was almost exclus- ter canals and irrigation techniques,
ively for massive cotton farms, rice such as spray or trickle-feed irrigation, 
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U P D A T E
 

WKERE COMMUNISM'S MOST ENDURING LEGACY...
 
BY MARGARET KRIZ 

P RAGUE-Brown coal's legacy is 
written large everywhere on the
facades of this baroque city of cas-

ties and cathedrals. The dirty smoke has 
democratically painted black streaks on 
everything from the elaborate 600-year.
old buildings in the medieval quarter to
the cheaply built, Communist-era apart-
ment blocks on the outskirts of town.

Years after Americans stopped using
it to stoke their furnaces, coal is still 
shoveled into storage rooms inPrague's
.2 .
 fashionable 

d i p Io ma t i c .
 neighborhood as
residents prepare for what's expected to 
be along, cold winter. 

Czechoslovakia's Communist govern-
ment virtually ignored growing environ-
mental problems in favor of cheap ener-
gy and higher production quotas. Heavy
industry was encouraged to exploit an
abundance of high-sulfur coal and other 
raw materials, causing Czechoslovakia to 
use three to five times as much energy 
per unit of output as other industrialized 
nations used. 

It wasn't that Czechoslovakia had no 
environmental laws, but that the overly
ambitious regulations were riddled with
loopholes and backed by halfhearted 
enforcement, explained Jan Plechaty,
water management department director 
for the country's Agriculture Ministry.
"The philosophy of protecting water was 
very good," he sv"d. "The practice was 
very bad." 
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The devastating environmental conse-
quences helped fuel the 1989 VelvetRevolution that overthrew the totalitari-
an regime. According to a January 1992
World Bank study:
0 Nearly 70 per cent of Czechoslo-

vakia's rivers are heavily polluted, and 
the drinking water in many cities does 
not meet international standards. 
0 The average life expectancy of the 

country's citizens is five to seven years
below Western standards. 
0 Most of the country's animal species 
are considered endangered.
* Five per cent of the nation's forests 
have been killed by acid rain damageand another 70 per cent are sick or
dying. 

In some regions, environmental deg-
radation has reached truly epic propor-
tions. Northern Bohemia, part of East-
ern Europe's heavily polluted "black 
triangle," has experienced airborne sul-
fur dioxide levels that are seven times 
above those permitted in the United
States. Many central Bohemian children 
are evacuated to other regions twice a 
year to let them breathe cleaner air for a
while. 

But although environmental problems
helped energize the country politically,
they have since taken a back seat to
other crises. Czech Prime Minister 
Vaclav Klaus has described environ-
mental protection as "icing on the cake" 
of Czechoslovakia's economic develop-
ment. 

A major civil conflict will ease at the
stroke of midnight on Dec. 31, when the 

74-year-old country officially splits into 
two nations, the Czech Republic and theSlovak Republic, also known as Slo
vakia. "After Slovakia is split from the
Czech Republic, there will no longer be
t;ie big political controversy in this 
area," said Jaroslav Marousek. executive 
director of SEVEN, a Prague-based
cnergy-efficiency group. "Then all of the 
resources will be focused on the econo
my." 

But the republic)' political divorce 
may be less traumatic than their eco
nomic metamorphosis. The two are tak
ingdifferent courses:The Czechs favor a 
fiece-market philosophy; the Slovaks. amore socialistic approach.

Environmental activists areue that the 
division of the republhcs provides a rare
opportunity to adopt environmentally
sensitive policies for rebuilding and
managing their economies. Czech offi
cials, for example, hope to couple eco
nomic reform with pollution cleanup by
privatizing regional electric utilities and 
wastewater treatment plants. "The prob
lem is to get the money to improve the
drinking water, to improve the equip
ment in our stations," Plechaiy said.
"Privatization is a good way to improve
systems more quickly."

The Czech Republic's move to a mar
ket economy has meant forcing citizens 
to pay the real costs of heat, water and
electricity. As government subsidies 
have been reduced, electricity prices
have more than doubled: water costs
nine times more today than it did inpre
revolution days. 



U P D A TE 

ISENVIRONMENTAL DEGRADATION ON AN EPIC SCALE
 
Environmental experts predict that as
 

the cost of energy and other natural
 
resources increases, consumption and

pollution will decline. The World Bank
 
estimates, for example, that higher ener
gy prices will cause 
a 25 per cent reduc
tion in sulfur diuxide emissions by the
 
end of 1993.
 

Opportunities abound in EasternEurope for energy-efficiency projects, 
said Marousek, whose group seeks to 

. '
 
attract Western investment in the new
 
republics. "We believe that energy-effi-

cient businesses will have a very opti-

p p ~~~ , .,: -. . 
'

mistic future," he said. 

But officials in both republics, worried /#': 

7
 
about falling output and rising unem-

I 

4.pio-ymcnzt, are rcluctant to clamp downon polluting businesses or to make them " . 

abso-b all of the higher energy costs. ~ ~ '
Although many industrial facilities are ,

obsolete and may be phased out, the Prague's dirty smoke has democratically painted black streaks on almost everything.officials want new investment in placebefore enforcing strict rules that could ognize which types of activities have a ysis by Margaret Bowman of the U.S.force their shutdown. very short payback period and which will Environmental Law Institute and DavidLocal officials in the two republics never be profitable. It is a black box forlack not only financial backing, but train-

Hunter of the Center for Internationalour experts; everything was controlled Environmental Law.ing as well in such basic skills as writing from above." "The task facing Central Europe isbudgets and managing resources. Those Dozens of international groups, alongabilities will become even immense: completely restructuring itsmore neces- with the U.S. Environmental Protectionsary as municipal and regional govern- entire social, cultural, political, econom-Agency and other Western government ic and legal systems," Bowman andments begin taking control of water and agencies, are sending help. Despite suchelectricity systems. In the past, the Hunter wrote in a recent article in theassistance, the Czechs and Slovaks arenational government dictated all msn-
Michigan Journalof InternationalLaw.struggling to learn the fundamentals ofagement policies, "The hard reality of today's Centralindividual responsibility and public"We have a relatively skilled labor problem-solving. 
Europe is that the emerging democra

force in the technical areas," Marousek cies in the region have taken a place inThe battles under way here and else-said. "What we don't have isa sensitivity line behind all the other industrializedwhere involve far more than environ- nations in what is at best a slow trudgefor money flow and profit. We don't rec- mental protection, according to an anal- toward sustainable development." N 
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LATIN AMERICA 

\VAS III N(;'I'ON 
I(ONOMI(C 

S%%'.T (: 11 January 22, 1993 

II)hic,,,Vs' fI/ 

Poh',':" h~fia-1r1(1/1'(1 

Dear Readers: 
Is-5,i (will, Mill It,% %11 

,,,,, 1 Welcome to the first edition of the 1993 series of Washington Economic 
1,,,h,_1,m. Pe,20009 Watch. We are pleased to announce that funding has been reinstated and 

2022-fN-S7 quarterly production will resume in 1993. As in previous issues, WEW covers 
"" ,-"' -, ,,,,-	 the important economic policy debates in Washington. This inaugural edition 

provides insight on issues of concern to developing countries, as monitored 
during the pre-election and transition period in autumn of 1992. 

Herein you will find statements made by senior U.S. government
officials, summaries of U.S. congressional hearings, press commentary, and 
excerpts from policy research and analysis published by Washington 'think
tanks' and multilateral financial institutions. The material is organized
according to six functional categories; within each are subject groupings, with
policy statements generally appearing first and commentary and analysis
following. Also included is a bibliographic listing of participating institutions. 
Please direct requests for publications to the respective organizations. 

ODC has experienced a few administrative changes as well. Dawn
Murphy recently joined ODC as the new WEW Coordinator to whom all future 
correspondence should be directed. 

We look forward to an exciting year with the new administration in 
place and hope that this issue proves to be an informative resource for your
institution. 

Sincerely, 

Christine E. Contee 
Director of Public Affairs 

& Fellow 

II I .r 

A,'r,'lhpm,'.-1 ("'1111141 

J.'hd 1%. ,, -	 I 
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GOVERNOR CLINTON AND
 
LATIN AMERICA
 

.
 

Just a few days ago Governor Bill Clinton, the Democratic 
candidate for the presidency, sent shock waves throughout 

the hemisphere by suggesting that he did not know whether 

he would support the draft trade agreement just concluded 

between the United States and Mexico. If approved by Con

gress, this document would add Mexico to the existing U.S.-
Canadian North American Free Trade Area (NAFTA). It 

would also constitute a giant step toward the creation of a 

hemisphere-wide free trade zone, as proposed by Preident 
George Bush in his Enterprise for the Americas i1-itiative 

(EAI). Conversely, rejection of Mexican association would 
doom the entire concept of the initiative. For if a country of 

the enormous geopolitical weight of Mexico cannot clear the 
moreobstacles, what is the hope of countries smaller and 

distant from our borders? 
Suddenly made aware of the diplomatic and political impact 

of the governor's remarks, Senator Lloyd Bentsen (D..Texas), 

chairman of the Senate Finance Committee, rushed to his 

candidate's defense in the pages of the Washington Post. 

Bentson's view - sin,.e reiterated by the Clinton campaign 

is that the Democrats support a free trade agreement with 

Mexico, just possibly not this one. It all depends, he added. 

After all, the document in question runs to 2,000 pages, and 

nobody can be expected to digest something that long, and 

technical, overnight. The point is certainly well taken, but in a 

presidential campaign whose every squiggle is magnified by 

the press at home and abroad, the Latin concern is 

understandable. 
Not that Governor Clinton is not justified in playing a bit of 

politics with the treaty. According to the latest surveys, the 

otttcome of his presidential quest may well be determined by 

several crucial industrial states in the Midwest. There, many 
workers (rightly or wrongly) fear the export of their jobs to 

Mark Falcoff 
Resident Scholar 
American Enterprise Institute 

Mexico, where wages and environmental standards are palpa

bly lower. Put simply, these are the people Clinton has to 

reassure to win the presidency. Once in the White House, he 

may well support the treaty, whether in this form or some 

other. Nonetheless, Latin diplomats and businessmen study

ing the 1992 Democratic platform cannot help noticing a 

strain of ambiguity in the text. "Multilateral trade agree

ments can advance our economic interests by expanding the 

global economy," it reads. "Whether negotiating the North 
Area (NAFTA) or completing theAmerican Free Trade 


GATT negotiations, our government must assure that our
 
legitimate concerns about environmental, het.,th and safety,
 

and labor standards are included."
 

"r thefirst time in
 
Fort 

memoy, the LatinAmri-can 
political class see= toprefer

the re-election ofa Re pubican 

president." 

The sudden concern over Governor Clinton's attitude or 
of thi,NAFTA underlines the somewhat sui generis nature 

political year. For the first time in memory, the Latin Ameri 

can political class seems to prefer the reelection of a Republi 

can president; several Latin American presidents have ever 

said so publicly. For the first time in a generation, Latir 

. merica has all but disappeared as a contentious issu 

I tween the two parties; except for the reference to NAFTP 

,;.ed above, the Democratic platform does not even mentiol 

Latin America (although it does mention the Middle East an( 

Northern Ireland). As Governor Clinton maintains his lead ii 

the polls, Latin i "iericansare searching the horizon for somi 

clue to how his i -ional policies would differ from those of thi 
Bush administration - if at all. It is by no means certain tna 
they would. But the confusion is understandable. The worc 

- including Latin America - has changed a great deal sinc, 

the last election. The purpose of this letter is to put some o 
those changes in perspective. 

Council of the Americas 
Washington Report - Fall 1992 

4 



The Democrats and Latin America 
Though historically Latins have expressed a preference for 

Democratic presidents, for many years the differences 
hemispheric policy between the two parties were more appar-

in 

ent than real. Franklin D. Roosevelt endorsed the principle of
nonintervention but also propped up dictatorships in the
Dominican Republic, Cuba, and Nicaragua; John F. Kennedy 
introduced the Alliance for Progress but also dabbled in cov
ert action, counterinsurgency, and even attempts to assassi
nate foreign leaders. Under Lyndon Johnson, more aid andconcessional lending were disbursed to the region than ever 
before or since, but 20,000 American soldiers and marines 
were landed in the Dominican Republic - and the Organiza. 
tion of American States was nearly destroyed by Johnson's 
insistence on an artificial multilateralization of the adventure 
post hoc. 

The big change occurred sometime between die end of the 
Vietnam War and the advent of the Carter administration: 
Republicans continued to believe tas Democrats once had)that our policy inthat region should advance the U.S. national 
interest in both economic and security matters (even if they
did not always know a national interest when they saw one).
But Democrats now argued that our policies were good only
to the extent that the Latin Americans approved of them. By
"Latin Americans" they meant the ones they happened to 
know  populist demagogues like Venezuela's President
Carlos Andr~s Pdrez or Mexico's President Jos6 J.6pez Por-
tillo or Panama's roguishly charming dictator Ormr Torrijos 
- whose vaguely leftist domestic policies and neutalist for-
ein policies (and even, to some extent, their anti-
Americanism) seemed a guarantee of both their authenticity
and t.ei ..historic lgitimac. 'The chor,L of Lati populism-
neutralism-cum-anti-Americanism also rc-inated nicely with 
a wave of national gulih and self-hatred that swept over much 
of liberal America in the immediate post-Vietnam era.)

Intheory, the Carter administration (1977-1981) favored all
good things in Latin America and opposed all bad ones, loftily
proclaiming its support for human rights, nonintervention,
cooperation rather than confrontation, and multilateralism. In
practice, these goals often proved impossible to reconcile 
(human rights versus nonintervention) or invited the rigorous
application of a double standard (cooperation with adver-

saries, confrontation with allies). Carter's conscientious pur-

suit of multilateral solutions could not always cancel out real

differences of size, power, and perception; thus, in cases like 

the Nicaraguan civil war, he was utterly unprepared for [the]

irresponsibility of other governments, which expected the

United S'ates to act decisively should their own nerve t-.:' 
them. 

The Past, Not Necessarily the Fufare 

The Carter administration left office twelve years ago, and
there is no particular reason to think that a Clinton adminis-
tration would necessarily partake of the notions orsamerepeat the same mistakes. For or. thing, Democrats have 

since learned that administrations that appear to value the
interests or views of other countries ahead of our own tend tobe voted out of office at the first available opportunity. For 
another, with the disappearance of the Soviet Union and what
used to be called the Eastern b), -, the term "nonalignment"
has lost all meaning; there is no need to court neutrals, much
less adversaries, since there is no other camp to which they
might tilt. For yet another, since 1989 the Latin American 

"LatinAmerica tends to 
attractsom of the moreefrd som et ofe 
leftward componts of the 
Democraticparty Sforeign 
p tuencyP
Policyco t 

political classes have staged a remarkable turnabout: far from
wishing to distance themselves from the United States, in 
every country they are seeking what they call a privileged
relationship with Washington. Their greatest fear these days
is that after the cold war, the United States will turn away
from the region and give a higher priority to some other area 
(particularly Eastern Europe).

The proliferation of elected civilian governments tL-ough
out the region (the ory exceptions are Haiti, Cuba, an-!, by
some lights, Peru) has made the human rights issue less 
inflammatory and certainly less ideological. Finally. many of 
the leading Latin practitioners of boom-and-spend DODulism
have turned over a new leaf and are now sponsoring market
oriented economic reforms far more radical than anything the
Carter people, in their fear of provoking "confrontation,"
would ever have dared to suggest. One of these is the
reformed populist who used to boast that he was Carter's
principal adviser on the region, Carlos Andr~s Perez, now
completing his second presidential term in Venezuela. 

If there were any dissonance over Latin American policy in 
a Clinton administration, it would in all likelihood come from
within rather than without. Latin America tends to attract 
some of the more leftward components of the Democratic 
party's foreign policy constituency: the human rights lobbies,
environmentalists, population control people, and social engi
neers of every kind. Arecent meeting inWashington between 
two senior Clinton advisers and some of the artY'sLati 
Americanist constituency revealed a serious cultural ap(or
erhapsa Mewap).Clinton'speoplewerecriticalofBush 

but i.t-.m entirely pragmatic way; many of the Latin 
Americ;uiists in the room were still boggeddown in the same
old wars.One urged the governor to make a major speech
denouncingPresidentBush or taingto restore democracyto Haiti;" another wondere whter -intonmight not con
template convertingBush's enterprise initiative into a vehicleforthe massive infusion offoreignaid into the regon. There 
wasmchhandwriningabouttheuseot mitr forceto 

(catinuedon Page12) 

Council of the Americas 
Washington Report - Fall 1992 
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solve the drug problem, though no clear alternative was pro
posed. (Cuba, tne tavonte lost cause of tMese people, did noT 
come up at all - possily because Governor Clmiton has 
already endorsed the Toricelii bill, which would tighten tie 
existing embargo.) There is obviousy a senous separation 
between the Democratic candidate and is closest advisors, 
on one hand, and many Latin American specialists who 

mpectenghFtly or Trongly) to play a role in his administration 
,n the other. As Anna Quindlen suggested more generally

(New York Times, September 16), a lot of American liberals, 
in anticipating a Clinton victory, may be setting themselves 
up for some serious disappointments. 

Legitimate Latin Concerns 

Despite the barrage of reporting by both print and elec
tronic media, including CNN's Spanish-language network, 
Latin Americans continue to be somewhat perplexed by the 
U.S. electoral process. Distances, both geographical and cul
tural, distort image,;, so that many things that seem obvious 
to Americans are far less so to their southern neighbors. How 
President Bush can be nearly fifteen points behind an 
unknown Southern governor simple escapes their under
standing. Most hemispheric leaders, including some who in 
the past have been cool and distant to the United States, have 
invested considerable energies over the last four years in 
coming to terms with the Republican administration in Wash
ington. The idea of starting all over - with a whole new set of 
people, many of whom they may not know - is not particu
larly inviting. Apart from lingering fears that labor constitu
encies in this country will prevail over Governor Clinton's 
stated commitment to NAFTA, there is also considerable dis
comfort over the possibility that a new Democratic adminis
tration might not inspire the kind of business confidence 
needed to fuel a U.S. recovery and with it, the continued flow 
of capital to Latin America's growing private sector 
industries. 

This last is a perfectly understandable concern, although it 
is difficult now to say how justified. But it underlines the 
degree to which Latin American politicians and intellectuals, 
who once regarded bilateral relations as an inevitable zero
sum game, have come to identify the welfare of their own 
countries with that of the United States. It also marks the 
extent to which the Latins have retreated from their perennial 
call for each new administration to reinvent the wheel. For 
their part, the Democrats' reluctance to deal directly with 
Latin America in their platform may bespeak not neglect, but 
an implicit admission that the current policies deserve to be 
continued. If so, it means that one of the most contentious 
issues in recent American foreign policy has finally found its 
way to a more productive phase than at any other time since 
World War 11. 

Reprinted with permissionfrom "Latin American Outlook'; 
October 1992. "Latin American Outlook" is publishedmonthly
by the American EnterpriseInstitute.Formore information con
tad Thomas Skladony, 202/862-5914. 
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Office of the President-Elect
 
and Vice President-Elect
 

REMARKS OF PRESIDENT-ELECT BILL CUNTON
 
TO THE ANNUAL CONFERENCE ON TRADE, INVESTMENT AND DEVELOPMENT
 

IN THE CARIBBEAN BASIN
 
MIAMI, FLORIDA
 

LITTLE ROCK. ARKANSAS
 
WEDNESDAY. DECEMBER 2, 1992
 

Thank you very much. Thank you very much. Congressman Guarini,
Congressman Fascell, the other members of the United States Congress, I want to say 
hello to you and to all of your friends there from the countries of the Caribbean for the 
people, for the public and private sector who are gathered to talk about how together 
we can continue to work to advance democracy and economic progress. 

It's an honor for me to be able to speak to you today. This Is a very

Impressive gathering. I have reviewed the list of attendees, as well as the
 
progress which has been made over thA last ftw years.
 

Just yesterday, I had the honor of speaking to the Rio Summit in Buenos Aires 
to underscore to them my commitment to mutual efforts among all of us in this
 
hemisphere to promote democracy and economic progress. I want to underscore
 
again today the enormous importance I place on those common efforts.
 

I want to work to make the United States a stronger partner In our endeavors, 
first by rebuilding the strength of our economy here at home. We cannot hope to 
be fruitfully involved in the things which you are discussing today unless we 
are strong enough to be an economic leader. There Is much we have to do at 
home, but I want to assure you, too, that I have no Intention of withdrawing 
from our historic commitments or our unique opportunities at this moment In 
history to move forward in a whole broad range of areas of concern to all of 
you. I want to work with you to help the nations within our hemisphere 
strengthen our economies, our commitments to democracy, and to human rights. 

Today we face an unprecedented convergence of ideals rnd historic trends that 
gives new hope and aspirations to all of our people. Mucl of what brings us 
together Is not only clear shared economic and security Interests, but also 
common values and principles. We believe strongly In democracy for our people 
and reject those who would use violence against democratically.elected 

P. 0. Box 806 Tltl]e Rlwk, AR 72203-8086 501-374-3322
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governments. We believe In competitive economic policies that foster mutual
 

growth and progress within our hemisphere.
 

That's why I 3upport the efforts to develop a North American Free Trade 

Agreement, and continued efforts to expand trade and other economic
 
We must also reach out to the small
opportunities within this hemlsphere. 

market economies of the Carlbbean.Basin to ensure that they, too, are part of 

our efforts to expand trade and prosperity. And we must not forget that many of you 
I look forward to working withbear heavy debt burdens which hamper these goals. 


you to make progress in both these areas.
 

also shares a belief In social Justice and greater opportunity forEach of us 
and education, housingall our citizens. That's why more efficient hsth care 


and Job opportunities are Important to all of us as we strive to Improve the
 

quality of lives of our people within our own countries.
 

Being with you today Is the beginning of what I hope wil; be a long, 

consistent, and very, very productive relationship. Together, we can seize the 

opportunities that are before us and prepare all our people to make the most of 

the beginning of the 21st century. 

Improved economic growth In the Caribbean Basin is In the direct interest of 

the United States. It helps to create jobs and exports for us. It helps to
 
our own
promote the ida!s of democracy, which cre important for us not only In 

nation, but throughout this hemisphere. 

When I take office In January, I look forward to working with you from day 

one on these common objectives. Together we car advance our shared agenda, not 

only of economic progress and political democracy, but also of protecting our 

environment, resolving regional conflicts, strengthening and promoting 
democracy where It does not yet exist, and ridding our hemisphere of the 

scourge of drug trafficking. Together, we can constrL.t a genuine hemispheric 
community of democracies, one where open markets and accountable governments 
provide the foundations of freedom and prosperity. 

I look forward to getting to work with you on these Important goals. 

I thank you for having me with you today, and I thank especially the members of 
the Congress who are there who will be my full partners In our common endeavors 
to advance the quality of life for all our peoples. 

Thank you very much. 
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President-elect Clinton Addresses Rio Group
 
Summary of Remarks
 

Governor Clinton spoke today to the Rio suumit of LatinGroup's American
Leaders. The group, formall' known as the Pe.rmanent Mechanism for Latin American.cliticalConsultation and Cooper tion, holds annual summits and periodic meetLngs
)f its foreign and economic plar-.Irig ministers. 

Governor Clinton spoke with the group's chair, Argentinean President Carlosrene, between 12:45-1:00pm through a translator. Below is a summary of his 
emarks:
 

President Menem gave general opening remarks and exchanged greetings wit.h
resident-elect Clinton. The President-elet said it was a great honor and a
leasure to join with President Bush in addressing the sumit. He called theeeting of the Rio Group "a real testament to the commitment that all of you haveade to progress throughout the hemisphere: to democratic elections and
asttutions .nd to the promotion of economic growth." 

President-elect Clinton told the leaders that he looked for-ward to a new eraid spirit of cooperation to promote free markets and to expand and strengthen
:onomic ties on mutually beneficial 

our 
terms. He noted the that there was much work 

tft to do before -.he new democracies are consolidated but that t-he people of this
tr!sphere can take great pride in what they have accomplished on the road to 
.mocracy.
 

President-elect 
a 

Clinton reiterated his belief that a strong, cooperative
lationship with the nations of this hemisphere is crucial to the well-being of 
a U.S. "I campaigned for the presidency of the U.S. because I believa we cannot

strong abroad until we rebuild our economy ... But Ci]t is also one of
erica': most important and fundamental interests is to ensure that our friends
d neighbors in this region are economically prosperous and politically stable. " 

President-elect Clinton spoke of his support for working together to expand
portunities for trade and investment, andof his support for NAFTA for building
.e trade agreements with other nations in the hem" .phere. Among other subjects
itioned were the debt burde.n, proliferation and environmental protecticn. 

In closing, Pre'sident-elect Clinton said, "One of the strengths of anyiocracy is the continuity it allows our governments as our leaders change... Ist work with (President Bush] over the coming weeks, I want you to be assured 
.t I intend to build on the relationships of the past four years and make thet four years even stronger in their cooperation for our mutual commitment to 
ocracy and economic progress.0 
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Thank you so much. Mr. President-elect, Mr. Vice President-elect, I thank you 
for including me in this teach-in. As an aging baby boomer its been a long time since 
I've attended a teach-in, and I think that one on economics is just right for tclay. 

Over the past year you've drawn the tight connection between domestic and 
international issues, and in Putting People First you link world growth to the health of 
the U.S. economy. Today I'd like to take a minute of my time to put my assigned area, 
Latin America, into this global context as it relates to the long term hcalth of the U.S. 
economy. Our first order of business must now be reviving the domcstic economy, and 
trade -- trade with Latin America in particular - is an important factor in making that 
recovery sustainable. 

America's economic vitality depends inure than ever on economic conditions 
abroad. In the last 20 years, trade has doubled as a percentage of our entire national 
product to one fourth of the total, and we export one fourth of all the goods we make. 
Exports have become crucial for American economic growth and job creation, 
particularly since the effectiveness of other policy tools has been severely h tpered by 
past economic mismanagement. Just since 1984, export expansion added one million 
manufacturing jobs. About one third of all U.S. growth inthe last six years has come 
from cutting the trade deficit. And in 1991, the recession would have been twice as deep 
in the absence of continued trade gains. 

However, continued strong export growth and improvement in the U.S. trade 
deficit now face major challenges. The greatest threat to U.S. export performance is the 
economic slowdown affecting most of the industrialized world. Japan's economy is 
faltering, and Germany's recession is hampering economic growth throughout the 
European Community. As a result, our main export markets are stagnant and a drag on 
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the tentative domestic recovery we may be experiencing. Additionally, the yen's current 
To illustrate the significance ofundervaluation threatens U.S. trade performance. 


overseas growth on the US. economy, every 1% of growth in the rest of the
 
-- or about 200,000 jobs.industrialized nations isworLh $10 billion to our trade position 

Now, that's the bad news. The good news is in emerging markets partcularly in 

Latin America. Developing country markets have proided nearly three quarters of U.S. 
export growth this year. 

Sales to Latin America alone grew by 18 percent in 1991 and are expanding 
almost three times as fast as US. exports to the world as a whole, That's almost four 
times as fast as the increase to the European Community, and seven times as fast as the 

increase to all developed countries. Now, if you break the figures down a little further, 
they show that 15 percent of our exports go to Latin America now, and a,'rrt half of 
those go to Mexico. Lnprovement in the trade balance with Mexico accou, its for more 
than 70 percent of the overall improvement with Latin America since 1983. 

Compare the picture today to the disastrous consequences of the debt crisis of the 
1980s in Latin America. Then, Latin America sought relief from its crisis by cutting 
imports while increasing exports. Our exports, U.S. exports, to that region dropped 
drastically in that lost decade, costing hundreds of thousands of U.S. jobs and creating a 
massive U.S. trade deficit with th, region, During my 9 year service at the International 
Trade Commission which overlapped with this period, I took the opportunity to note in 
test'ony on Capitol HIu! that U.S. firms and workers were suffering grievously and were 
seeking relief from the surge of imports which followed in the wake of Latin American 
contraction. 

But today, Latin America is turning around. After the lost decade of huge 
resource outflows, hyperinflation, and shrinking incomes, the region is regaining lost 
ground. Inwhat has been likened to a "silent revolution," market-oriented economic 
development strategies are now being adopted by most Latin American countries. 
Governments throughout the hemisphere, shunning the stat.st past, have restrained 
budgets, cut inflation, curtailed controls on prices ad markets, privatized and 
deregulated economic production, and removed barriers to trade and foreign invcstment, 

This economic pluralism is a breeder of political pluralism in that region, while 
fostering better relations between the United States and our southern neighbors. And as 
an extra dividend to these developments for the United States Latin America is now our 
strong partner in efforts to achieve strengthened trading rules in such areas as services, 
investment, and intellectual property rights protection at the Uruguay Round of 
multilateral trade talks. 

Freer trade and economic integration are at the leading edge of these positive 
developme.nts in Latin American economic policy, The peoples of that region are, of 
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course, the greatest beneficiaries of that change, but we too are benefitting. Long 
established market presence puts U.S. business in a strong position to profit from 
renewed economic growth, freer trade, and from expanding consumer markets. Latin 

America spends 50 cents of each import dollar on U.S, goods, and for Mexico it is 70 

cents, Nowhere else does the U.S. have that kind of advantage. 

Revived US. exports to Latin America have reversed the staggering U.S. trade 
In 1984 our trade with Latin America left us $17 billion in the red,deficits of the 1980s. 

but this year, we're running a surplus, with exports of over $75 bill.on. And exports 
mean more jobs. 

It is clear, then, that Latin America is important to the economic health of our 
Trade with the regionown country. However, trade with Latin America is not enough, 

The rapid growth rate of exports to Latinis a relatively small part of our total trade. 
America is unsustainable because of ule huge external deficits that many of these 
countries are developing once again. Moreover, the largest economy of the region --
Brazil -- continues to drift. And problems loom on the horizon as disaffection grows 
with the slow pace of economic gains for the lower income groups in that region. 

In sum, while strong export growth to Latin America ad the rest of the 
developing world is a welcome cushion, it cannot make up for the slowdown in 
6veloped countries. Nor can it compensate for the fact that U.S. imports are once 
again increasing. Latin America -- and particularly its best performers, Chile, Mexico, 
and Argentina -- has shown that tough economic reform programs -- stressing fiscal 
discipline, freer markets, and industrial restructuring -- can create the conditions for 
recovery and sustained growth. 

As our experience with Latin America has shown, the pace of economic growth 
abroad -- together with a competitive exchange rate and overseas market access has a 
significant impact on production and jobs at home. The lessons we can draw have to do 
with the need 1) to promote faster growth abroad, 2) to promote a competitive exchange 
rate for American business, and 3) to bring down trade barriers and expand international 
trade, not just in this hemisphere but globally, 

Trade is not a 'cure-all for our economic needs. But trade expansion -- in sync 
with domestic policies that strengthen us here at home as competitors ill the global 
marketplace - can play a crucial role in building a sustainable, long-term recovery. 
TIhank you, 
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An Agenda for the US and Latin America
 
A community of democracws would make the nations of the Americas more productiveand gIobally competitive 

By Peter Hali 

and tok d Falnbmrg 


T IE Inter-Americ;.n Dialogue - an 
a.miembty of 100 opinion leaders 
from the United States, Canada, 

Latin iJuienca, and the Caribbean - last 
week t!-iued its new policy report on US-
Latin American relations Convergen-e 
ans Grimntunity: The Americas in 1993. 
The report calls for the formation of a 
Western Ilemisphere Community of De- conununity, two funda-
mocracies, offering concrete recommen-
datrons to set the building blocks of such 
a community in place. What follows is a 
summary of the Dialogue's proposals. 

Evaouol lmtegratlon 
The nations of tLiZAmericas now have 

the opportunity to construct an economic 
commuuty that would make every nation 
more productive and globally competitive. 
We propose a five-point program for 
grasping this oppotunty: 

1.The US, Mexico, and Canada should 
ratify the NAFTA agreement, making sure 
that appropriate attention is given to the 
environment and to%orkers' rights. 

4. NAFTA membership should promptly 
be extended to Chile mid other countries 
that can meet the entry requirements. 

f. The governments of te Americas 
should establish a new multilateral organl-
zaLion to guide progress toward a hemi-
spheric economic community Existing re-
gional economic organizations should play 
prominent roles In the new bodly, along 
with private business, trade uions, and 
other nongovernmental organizations, 

Callw.iv daasta.of demoaruay 
To sustain progress toward democratic 

mental challenges must w 
be confronted. Fl st, 
democratic institutions 
throughout the Americas 
must be made more re-
sponsive and participa-
tory Second, the nations 
of the hemisphere must 
fortify their resolve and 
capacity to respond to 
violations of constitu-

The struggle against
social and economic 
inequity Isthe most 

important challenge
facing the Americas today. 

"_.___gotiations 
I ' 

tional order. We propose a six-point strat-
egy: 


I.Hemispheric governmentn must pro-
mote negotiated settlements of Latin 
America's remaining guerrilla conflicts to 

2. Latin American and Caribbean gov- end the violence and counterviolence that 
ernments should intensify efforts to forge 
sub-regional trade pacts while sustr'Lnlng 
domestic economic reform Iniai,,-t. 

3.The NAJ1iTA partners should begin 
consultations with other governments to 
establsh criuria, procedures, and Limeta-
bles for building NAFTA Into a hemisphtric 
trade pact. Requirements for membership 
should include a corrunitment to demo-
cratic practice. 

undermine democratic institutions and val-
ues. They must also work to stop human-
rights abuses by vigorously pursuing the 
recommendations of credible human-
rights organm.L lions. 

2. The governments of the Americas 
should together take a fresh look at the 
missions, size, weapons, and costs of their 
armed forces and establish regional norms 
to govern civil-military relations. 

3. TIhe inter-American community must 
responI rapidly to breakdowns of demo-
crtic ride - as demanded by recent resolu-
tions of the Organization of American 
States. All nations of the hemisphere must 
work ctllectively to repair the democratic 
proces,. The capacity of the OAS to take 
leadersnip must be strengthened by ex-
pandinj( its new Unit for Democracy. 

4. The inter-American community 
should not try to impose a predetermined 
solution following a democratic break-
down. In some cases, decisive action might 
reverse an illegal takeover. But If a rapid 

"-_-


turnaround appears un-
likely, inter-American ef-
forts should foeter 
negotiations among con-
tending forces to restore 
constitutional rule. 

6. When an illegally 
cortituted government 
refuses to engage In ne-

to restore 
democratic order, the In-
ter-American commu-

nity should consider stronger sanctions, 
The selection, sequencing, and escalation 
of sanctions must be orchestrated on a 
case-by-case basis., 

6. 1leinispheric action must aim quickly 
to reitore democracy. However distasteful, 
this may require a compromise solution 
that accommodates some of the demands 
of thone who ilegally took power. 

Fewe aad Iheqnality 
Tlit strnggle against social and eco

nomic inequity is the most importart chal-
lenge facing the Ainmricas today. Democ-
racy must be anchored in social Justice If 
it is to endure. The Americas must forge a 

future that Is shared by all Americam We 
propose seven measures: 

I. The countries of the Americas should 
give as much priority to expanding social 
and economic opportunities as they do to 
promoting growth. 

2. All governments must sustain sound, 
growth-oriented macroeconomic policies. 
Spending must be kept In line with tax rev
enues and Inflation must be controlled. 

3. Anti-poverty strategies should em
phasize raising the productivity of the 
poor, particulary women. Investmenls In 
health and education are required. 

4. Income transfer program should be 
targeted to the neediest groups. 

6. Local governments, community 
groups, and private business and profes
sional associations should be fItensirely 
Involved in the provision of social services. 

6. Programs to reduce poverty and in
equality must be consistent with macroe
conomic stability and therefore should be 
financed through some combination of In
creased taxes, the reallocation of existing 
expenditures, and external aid. Opening 
opportunities for the poor requires that the 
better-off payvtheir taxes. 

7. External organizations should put 
their financial, Intellectual, and political 
muscl behind national anti-poverty pro
grams. 

We believe the nations of the Americas 
have an unparalleled opportunity to shape 
their common future. It will take many 
years, but an important start has been 
made. 

U This sumxmary uias compiled btyPegr. 
ltakim and RicAard Feinberg ofthe In
ter-American Dialogue, who are regu. 
lr contributors to th Monitor. 
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=Peru Has Moved Back from the Brink' 

Statement of Ambassador Luigi R. Einaudi 
U.S. Representative to the Ad Hoc Meeting of Foreign Ministers
 

on the Situation in Peru
 
Organization of American States
 

December 14, 1992
 

President (Alberto) Fujimori's April 5 suspension of the Congress and the Courts put Peru on an 
uncertain path -- one that held a grim prospect of tragic consequences. Since then, Peru has moved 

no small measure to the actions of this body, as implementedback from the brink, due, in our view, in 
by the Secretary General (Joao Clemente Baena Soares), with the support of the distinguished foreign 

minister of Uruguay (Hector Gros Espiell, chairman of the Peru MFM). 

The United States believes that it is vital that such a pattern of mutually supportive cooperation 
between this Organization and Peru continue, and we believe that the resolution introduced by 

Foreign Minister (Guido) Di Tella of Argentina, based on the lengthy drafting debates that took place 

here last week, meets our basic needs. 

Let me attempt to explain why. I will not repeat the maddening succession of fits and starts which 

made up the complex process from President Fujimori's offer to hold an election for a Constituent 
Congress to the actual celebration of the election on November 22. Let me note, however, that when 

in September the Secretary General and the chairman of this meeting were able to accept Peru's 
invitation to observe, the Secretary General -- thanks to substa-tial support from my Go%'rnment, 

-from other members of this Organization, and, I would note, from at least one important observer 
was able to back up the commitment by developing an extraordinary communications, logistical, and 

security system to support his normal political acumen so as to deal with some of the most difficult 
circumstances that external elections observers have ever had to face. 

Between September and the holding of the elections, not only were more than 200 observers put 
and I think that those of us who were present note with particular gratitude on the ground, but 

they were armed with an independent and autonomous system of communication and a highly 
developed technology for checking t.e actual voting and results. 

The conclusions that I and others from the United States who had the good fortune to participate 
-- and I would note that at least three, of my fellow U.S. observers, five of whomin the observation 

were staff members from the U.S. Congress, are here with us today -- and what we saw matched 
essentially the report given to us in much greater detail by the Secretary Ceneral. 

The elections took place freely, fairly, with a good level of popular participation, in spite of major 
security concerns, though not without irregularities that stem largely from inadequate training from 
electoral officials. 

We felt that the way which our Secretary General managed this most complex situation was 
exemplary. I congratulate him, as indeed I congratulate the Government and people of Peru for the 
fairness and good humor with which the elections were carried out that November Sunday. 

(over) 



USOAS 

Now, this said, the election of the Constituent Congress was an important first step. Yet it is only 
that: an important first step. There is still a great deal to be done. The return of democracy requires 
a truly representative and independent congress. Two of Peru's traditional political parties did not 
participate in the Constituent Congress elections, but have joined other parties now in annuuncing
that they will contest municipal elections scheduled to take place in January. 

We hope that the international community and the Permanent Council will closely follow both
 
the activities of the Constituent Congress and the conduct of the municipal elections. While mindful
 
of Peruvian sovereignty, and of the prerogatives of our Secretary General as he acts in accordance
 
with the Charter, it is our view that the OAS has a clear, constructive role to play in assisting Peru to
 
strengthen the foundations of democracy. The United States is interested in supporting an OAS role
 
in these areas.
 

We applaud President Fujimori's r-ent statements in Ayacucho in support of human rights 
and I note that Ayacucho is the home base of the Sendero insurgency. We hope that the situation
 
with regard to both the defense of human rights and the defeat of terrorism continues to show
 
improvement. 

We recognize that it is difficult - extraordinarily difficult - to deal with the Shining Path. 
Nonetheless, we believe that it is incumbent upon the Government of Peru to set an example of 
fairness and respect in its treatment of all Peruvians, including human rights workers, political critics, 
and the press. 

Peru has taken an important first step, as I have just said, yet as Secretary (Larry S.) Eagleburger 
said at the Meeting of Foreign Ministers on May 18, "The devil is in the act!ils." These details will be 
seen in the effective work of an independent congress, the elaboration of a constitutional order under 
which the rule of law is observed, and separation of powers and the full exerm:ise of Dolitical rights are 
respected.
 

Peru needs strong, representative institutions to confront the intractable p.:oblems that afflict its 
people. And only a democratic Peru can attract the extraordinary degree of international support that 
it needs and deserves. 

In conclusion, something real has happened in Peru. I think it is incumbent upon us that 
something real happen here. The resolution that has been presented creates a framework for 
continued attention and for continued cooperation. We believe that under those circumstances once 
the Constituent Congress is instituted, the extraordinary Meeting of Foreign Ministers (MFM) can, in 
fact should, close. If occasions arise that warrant reopening (the MFM), it clearly can and will be 
reopened. But in the meantime, I think that we should throw our weight behind practical cooperation
and hard work to consolidate the gains already made. 
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THE WASHINGTON POST, November 20, 1992 

RowandEvans and Robert Novak 

Lne Rider in Peru
 
LI:A.--ln the face of car bombs

shatteng windows and nerves 
here thUweek. Peruvian Presi-
dent Aberto Fujimori is taking
anothe step toward regenerating 
Peru ader his own brand of de-
macrv that wll not play well in 
U.S. ral European government 
circles 

Fujinori Is expected to run 
stronly in Sunday's first elections 
since he dissolved the congress. 
fired prdge,; and assumed personal
rule ua "self-coup" last Aprl. Hi 
partyis likely to win a majority of 
seatin the new 80-member con-
grestcharged with writimg a new 
conshtution. But Peru's two main 
tradtionsl partes are boycotting 
the election, which clouds its au-
thetticity in the eyes of outsiders, 
evtn thoug:i the parties are dia, 
craited in Peru. 

!ujimori is impatient with such 
crping. "That was not demn-
ci, he said of the cor'upt ol 
Congress in an interview with us. 

He pointed to his sustained popu-
lari' in.the polls, contrasting it 
with his rejectmioninworld capitals. 

P esident Bush's State Depat-
ment was unable to cope with 
Fujumori's deviation from a rigid
democratic model, and U.S. policy
under Bill Clinton is apt to be even 
stricter. Washington's judges of 
friuaphleric: morahty should con-
aider what works for the people on 
the scene, even if it falls short of 

.Jeffertnuin ideals. 
When poltical uknowmn Fujimo-
iwas elected inJune 1990 in a 

stunning upset, Peru was implod-
ingafter a generation of decline 
brought on by feckless leftist gov
ernments. even his critics credit 
him with two remarkable ch~eve-
ments as president curtilg wild 
hyperinflation and halting the 
loody Shining Path guerrillas.a.tary 

Fujimori's austere anti-inflation 

strictures have won over the light-

skinned Castilian aristocracy that 

supported novelist and free-mar. 
ket advocate Mario Vargas Llosa 
against him in the 1990 election. 
Fujimori has also maintained sur-
prising loyalty from the bottom 
rungs of Peruvian societ:. the 
dark-akinned mestizos who voted 
for him as'one of us-the son of 
poor Japanese immigrants who 
made it on hi own and whose 
campaign propounded an anti-sus-
(erty philosophy. The poor today 
hate Fuimori's economics but still 
like Fuimori 

All social classes felt immensely
relieved when Shining Path leader 
Abimael Guzman was captured int 
September ard imprisoned forlife. 
The Macist guerrlla crganizatkin 
demonstrated that it can spread 
terror without its leader by
launching a bigger-than-expected 
bombing campaign in Lima Tues
day leading up to Sunday's elec
tion,Nevertheless. the threat of 
Shining Path is greatly diminished. 

But even more important thaa 
the curbing of inflation and the 
terrorists as a source of Fujimori's 
o r i s ao e l whatm aks 

Ppsty i,precisly what anken 
hun so unpolar in Washington and 
Madrid: his duoluton o congress. 

The Lum..,ar. voting them
selve, saianes lavish by Peruvian 
stanArds, were accountable to no
body but their party leaders be. 
cause they ran st-large nationally. 
According to the polling furm 
Apoyo, this county's atizens define 
democracy as an elected president
 
and a free press, with no mention of
 
representative institutions.
 

Even Peruvians pleasantly atr
prised by Fujimori's abandcimeiit
 
of rbbL.-mu.na populum ooe he
 
was elecLed worry about what they

consider to be his authoritarian tes
denaes. He admires the free-mar
ket, strong-government Four
 
Tigers of East Asia, and hi ideal
is
 
reputed to be Singapore's autocrat
ic Lee Kuan Yew. Fujunori
did not
 
deny to us that he wants a constitu
tinoal change to permit now-forbld
deneecuontoascondtem.
 

The more serious problem isthat
 
Fuiimon is a lone rider, carrying by
 

Ifaope f grinstlePeuT 
coup attempted againt im lat 
e no laughn matter, re

g n o intv
the ad ler'fp iterw
 
on by drug t rs.
 
U.S. diplomats in Lima have mis

givingl 'bout Fujimor, but they
recognize what he has tccomplished
and know his overthrow now would 
be disastrous. These facts of life 
thouJd restrain Clinton from knee
jerkpassion for democracy and hu
man tights. Indeed, Fujimonawants 
to visit the new presidesit in Wash
ington to show he is no Mussolini 
and explain how the war against 
drugs is fsiling-the subject for a 
second column from this country 
too loa ignored by its bigneighbor 
up north. 

a 1. lan,, c 
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The World 
observe the elections. Many PeruviansDeorayIn Peru:,o saw a waning of U.S. resolve and feared 

a Americas: The U.S. cannot 
rt'.ore dcmocracy ;;Peru, but 
working with the OAS, much 
can he done to contest the 
autocratic regime of Fujiniori. 

By Peter Hakim 
WASHINGTON 

resident-elect Bill Clinton's cam-

mlpaign pledge "to stand up for de-
E_ mocracy" in the world faces a stiff 

challenge in this hemisphere. After 
a decade of extraordinary political 
renewal in Latin America-when 
military regimes gave way to freely 

elected governments throughout the re-
gion-democratic rule today appears in-
creasigly at risk in many places. 

On Nov. 27.military officers in Venezu-
ela launched their second coup attempt in 
less than a year. Both faled. but they 
revealed wide public antip.,th.v toward 
the civilian leadership. They aisa under-
scored a bitter truth: If democracy could 
come under siege in Venezuela. with its 
great nil wealth and more than 30 years or 
cnnstitutional rule. few governments in 
l.atn America can feel secure. 

And it is no easy task to restore 
delocracy onoe it is overturned hy force 
W.shngton has been working with other 
hemispheric governments, under the 
manile of the Organization of American 
Si.taten. for more than a year to revive 
democracy in laiti-with virtually noth-
tig to show for it. 

A similar OAS effort in Peru. following 
elected President Alberto Fujimori's im-
position of one-man rule last April-
when he suspended the constitution and 
closed down Congress and the courts-
has accomplished far more. But it has not 
returned democracy to Peru. 

It is a tribute to International pressure 
that Peruvians went to the polls Nov. 22 

Pet-r iH kim it a sent. felow of the 
Intier-American Dialue,an assembly of 
100 Western HemisphereLeders who meet 
veiodictollu to review US. -Latin American 

i aSo 

for a speril Pl,ciif that was -opposrd to . 

restore coostititiuonl rule But it was 
Fujimori-:.ot democracy-that emergedwh ircandidate!; gained a 

the wiiinurli cnidtsgnda
d'erisive majority of seats in .inewly 
created constituent assembly. which isgaining 
charged with re.Irafting the ,:onstituti 
and serving as an interim legislature. 

There are several reasons for skepti-
cism about the democratizing effect of 
these elections. Fujimon is a man of 
autocratic tendencies who has built 
strong ties with the nation's security
forces. His government has not yet re-

sorted to the outright repression that 
many had feared. but Fulimori has used 
his special powers to intimidate political 
adversaries, lie has boasted he would 
shut down the new assembly if he was 
unhappy with its performance. 

Blame for the foundering of democracy 

in Peru cannot be pinned on Fupmort 
alone. Opposition political forces have 
been unable to mobilize any popular 
resistance to Fulimorn's takeover or offer 
any other effective challenge. Still dis . 
credited by their failures in the 1980s. 
Peru's two major parties sat out the 
assembly elections-not out of principle. 

but because they faced voter relection No 
opposition candiate secured more than 
8% of the votes Peruvian politics resem-
hi- .i clear ui'tl l-forest withotv.I.. p 
mor -left standiing 

Fujinuri is a popular president wi:h 
more than 70% supplort in repent polls-
and his p.pi ii rityius olit hardno explin 
Before he took office, the niation's ec.olo-
my was devastated, the brutal Shining 
Path insurgency was spreading, human-
rights abuses were rampant and narco-
trafficking was Peru's leading industry, 
Although his government has not ended 
Peru's prolonged depression. it brought 
annual inflation down from 8.000% to 
50% and captured the head of the Shining 
Path and most of its senior leaders, 

All this does not mean these elections 
were without consequence. Although the 
assembly will enjoy limited authonty, it 
will provide an oflicial platform for oppo-
sition voices and perhaps some check on 
otherwiOe unbrid':d presidential power. It 
.. '- -- serve as a reminder to 
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Fujimori that authoritarian solutions are 
no longer acceptable internationally. 

The OAS roundly condemned FPujmo-
ri's power grab and called for the prompt 
restoration of Peru's constitutional order. 
The United States immediately suspended 
most economic assistance, and per-,iaded 
other governments and internat.oual fi-
nancial institutions to cut their aid. With 
his fledgling economic program enJan-
gered. Fujimon grudgngiy agreed to hold 
the assembly elections and invited the 
OAS to monitor them. 

Neither the United States nor .heOAS 

the United States was getting ready to 
declare Peru a democracy again and 
restore normal relations. 

far. Washington has resisted that 
temptation. which would signal that U S. 
commitment to democracy is largely 
rhetorical. Without U.S. engagement, the 
OAS cannot be an effective force for 

.7 democratic change in Peru or anywhere
else. Multilateral initiatives to safeguard 

democracy in the Amecas. which were 
ground would be severely set 

back. And Peru needs sustained interna-

tional support ifitisto have achance to
 
reconstruct democracy. 

What, then, should Washington do? 
First, it should make sure Pujimori 

understands that thr United States con
slders his elections only a modest step

democratic rule. Relations with 

the United States will depend on what 
happens next- whether the new assembly 
has the autonomy to challenge presiden
tial authority: how the govemnment ian
ages the nationwide municipal elections 

.'scheduled for January. and what happens 

"Another 

.eaconstittionlpec 
. 
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sustained its strong initial response. The 
OAS sent 200 observers to Peru to watch 
the elections, but appeared to lose sight of 
the broader objective of rebuilding demo-
cratic politics. This may have been a 
product of a weakening U.S. role. 

The U.S. ambassador in Lima was 
routinely transferred to Washington a 
month before the vote. while the nomina-
tion of his successor languished In the 
Senate. The remaining embassy staff 
lacked the authority to swing much 
weight with the Peruvian government 
Only one senior U.S. official was -ent to 

with the elections for provincial leaders. 

which should be held next year. Satisfac
tory performance on all these fronts 

be a requirement for renewed U.S. 
economic assistance. 

crucial requirement should be 
consisteiit respect for human nghs. The ors aissm eb 

r situ av er asuea c ii pe 

vulnerable-particularly political oppo
nents. U.S. military aid to Peru must be 
conditioned on the curtailment of human
rights ahus.e-i by the armed forces and a 
willingness of the Peruviin government 
to prosecute past and present vi.,iatlons. 

The United States and oth,.r nation
should insi'it on keeping an OA.kSmission 
in Peru to monitor events. The mission 
should actively engage the government 
an, opposition political _orces and en
courage dialogue betwe en them. 

Peru demonrates how difficult it Lsfor 
o'Jtsidcr! to protect d!mowracy. The Unit
ed States cannot mike d.mo=tUc prac
tices take root in Peru-os anywhere ise. 
What the Unid State-, can do is place 
constraints on the , .horitarian impulses 
of Fujimo-i-style regimes and thus pro
vide greater -space for initiative by na
tional democratic leaders. That requires 
patience, restraint and sustained engage
ment-qualities that. unfortunately, have 
not traditionally been associated with 
U.S. foreign poicy south of to border. 0 
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Thank you. Thank you very much. Thank you. Thank you very much. Thank you. 

You've brightened up a cloudy day. I want to say how delighted I am to be here with 
my good friend, Jim Hunt. 

When I was elected Governor and took office In 1979, he was the leader of the 
Democratic Governors, and he befriended me and helped to educate me, and I can 
honestly say, in the years that have elapsed, I have served with about 150 governors 
of the United States, having now served longer than any other governor, and Jim 
Hunt is one of the very finest with whom I ever served in any state in America. 

He was our leader in education. He was our leader in economic development. He 
made me think of North Carolina as a state of the future, a state with a partnership 
between business and government and education; a state committed to competing in 
a global economy; a state committed to educating its people. 

The legacy of Terry Sanford and Jim Hunt inspired a whole generation of young 
people from all across the south, including me, and for that i will always be very, very 
grateful.
 

I'd also like to say, I'm glad to be back here at North Carolina State, especially in this 
comfortable auditorium. 

A few years ago I came here to the Democratic Convention and we had It in the place 
where the Wolf Pack plays basketball. It was 90 degrees outside; this is literally true. 
It was 100 degrees inside, and then we all got up to speak on a podium that had 
bright lights like this, but brighter and closer, so it was about 120 on the podium. 
Today it is raining on us; that day I rained on the people in the crowd. 

Ladies and gentlemen, I came here to North Carolina today to talk about a difficult and 
important issue for our country. I wanted to come here because I think of North 
Carolina as a mixture of the best in America's economy, its traditional ind-uttries and 
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farms, and Its modern hi-tech future. 

When I anriounced my candidacy for President a year and a day ago, I did It not just 
to challenge Mr. Bush, but to c.hallenge the American people, and here I come today 
to talk about onc of our greatest challenges-how we can compete and win In the 
global economy. 

Because I have been a governor during the entire decade of the 1980s, because I have 
served In the 1970s, the 1980s, and the 1990s, I have literally been required to be 
obsessed with the competitive realities of my state and this nation, with what we do 
well and what we do poorly, with what policies work, and what policies don't. But 
always at the core of all my concerns are the American people, the kind of people I've 
seen on these bus trips that Hillary and I, and Al and Tipper Gore, have taken. We're 
taking another one in Florida tomorrow. People who come out with hope in their heart 
and pain in their eyes; people who have worked hard and played by the rules. Some 
of them are winning, but too many of them are losing. 

The whole purpose of what one person once called the dismal science of economics, 
is to enable us to make good decisions that will reward people who work hard and 
develop their God-given capacities. 

I came here today to tell you why I Support the North American Free Trade 
Agreement. 

If it is done right, it will create jobs in the United States and in Mexico, and if it is 
done right and it is part of a larger economic strategy, we can raise our incomes End 
reverse the awful trend of now more than a decade in which most Americans are 
working harder for less money. 

If it is not done right, however, the blessings of the agreement are far less clear, and 
the burdens can be significant. I'm convinced that I will do it right. I am equally 
convinced that Mr. Bush won't. 

We live in a world that has been revolutionized almost beyond comprehension. We 
have seen, in the last few years, the Soviet Union disintegrate, the fall of the Berlin 
Wall, freedom fighters released from their prisons in Easte.n Europe and South Africa, 
and the end of the Cold War. That was the era in which I was born and in which Mr. 
Bush came of age, and ove: the last generation, less obviously 1: t no less 
dramatically, we have seen unbelievable changes transforming the global economy, 
which have had their impact here at home. 

*t1
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A little more than a generation ago, International trade and Investment were aseemingly Insignificant portion of our nation's Income, but today our exports andImports of goods and services amount to about a quarter of our entire economy. 

A little more than a generation ago, American workers, consumers, and companieslived almost ent~rely within the American economy. Today we live within the world economy, and foreign trade accounts for almost as high a proportion of our economic
activity as It does in Japan and Western Europe. 

A little more than a generation ago, we were virtually unchallenged In the worldmarket place, but today we are challenged as ever before not ory by Japan and
Western Europe, but by other countries as well. 

A little more than a generation ago, the world was a far simpler place. We couldsupport free trade and open markets and still maintain a high-wage economy because we were the only economic super-power, and our capacity to control our destiny was
largely totally within our own hands. 

Now, because money and management and production are mobile and can crossnational borders quickly, we face unprecedented competition from developing
countries, as well as wealthy ones. 

You know that in North Carolina and so do I. A textile worker in Carolina has tocompete against a textile worker in Singapore perhaps to sell sweaters in Germany. 

It's also hard to tell who the players are. An American car may have more foreignparts In it than a foreign car that happens to be made in an American assembly plant. 

This, in other words, is not a simple debate. The world is changing in complex ways.The choices before us are difficult, and it is imperative that at least we understandwhat is going on, and that we have an honest and forthright discussion of all the 
forces at play. 

For a high wage country like ours, the blessings of more trade can be offset, at leastin part, by the loss of income and jobs as more and more multi-national corporationstake advantage of their ability to move money, management, and production away
from a high-wage country to a low-wage country. 

We can also lose incomes because those companies who stay at home can use thethreat of moving to depress wages, as many do today. Other countries like Germanyand Japan have, quite frankly, managed this problem much better than.mwe have. 
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How have they done It? 

First of all, by maintaining a more highly-skilled work force, not just among theiruniversity graduates, but up and down the line among all their workers. 

Secondly, by Investing more In modern plant and equipment, and In research anddevelopment, and developing better systems of moving Ideas from the laboratory tothe market place, so that If they lose one kind of manufacturing job, there are always
other kinds opening up. In contrast to what you often have here, where when peoplelose their manufacturing jobs, they look around until their unemployment runs out, andthen eventually take jobs making half what they used to make. 

Thirdly, these countries do a better job of controlling their external costs like health care and energy. The average German factory produces the same amount of outputas the average American one for 1/2 the energy input, and our country spends 30percent more of our income on health care than any other nation with which we 
compete. 

Next, other countries do a better job of expariing more and of continuously increasingproductivity by working together more closely, business and labor, government andeducation. But also let's be frank--Germany and Japan have policies that are tougherin keeping high-wage jobs at home, at least for the home market. The Europeanshave an absolute ban on forei.fn car sales that exceed 16 percent of the market nowin Western Europe. The Japaese distribution system means that only 3 percent ofthe cars sold in Japan are not Japanese. We have an auto parts export surplus of $4billion with every country in the world, but when you add Japan in, we have a $9 
billion deficit. 

For some time now--as you see, this is a very complicated thing, and for some timeI have felt that one of the most difficult problems in modern politics, and therefore inthis presidential election, is the simplistic and superficial labeling of complex issues. 

As network news sound bites have rhrunk--by one study they're down to less than9 seconds now, public discussions of important issues have gotten the short shrift.On, perhaps no other issue has the decline of discourse been more pronounced than on the issue of trade, an issue of great impact to you here in North Carolina, Inpositive and negative ways on farmers and textile workers, on furniture makers, on
engineers, and scientists in the research triangle. 

Too much is at stake here to avoid the real issues and yet, time and again, that Is 
what we do. 

http:forei.fn
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The Issue here Is not whether we should support free trade or open markets. Of 
course, we should. The real Issue is whether or not we will have a national economic 
strategy to make sure we reap the benefits, and the answer today is-we don't. 

Too many Republicans would say that it's a simple Issue-free trade always equals
economic growth. Well, It can, but only if we have a comprehensive national strategy 
to promote that kind of growth. 

Some Democrats would say that free trade today always equals exporting jobs and
lowering wages. Well, it sure can If you don't have a comprehensive economic 
strategy to maintain a high-wage, high-growth economy. 

It is in that context that we have to look at this North American Free Trade 
Agreement. Is it good for AmericansT Will It help us to develop a high-wage, high
growth economy here at home? Or, by opening Mexico to more U.S. and foreign
Investment, will it simply encourage more United States companies to abandon their 
workers and communities here and move to Mexico? Will it depress wages of those 
who are left here, and will they even have, ironically, less money to buy the products
that Mexico will send back to this country? 

Well, if you look at the experience oi ihe mequiladora plants, those who have moved 
to Mexico right across the border, there is certainly cause for concern. We can see 
clearly there that labor standards have been regularly violated; that environmental 
standards are often ignored, and that many people who have those jobs live in 
conditions which are still pretty dismal not just by our standards, but theirs. 

So there is some reason to fear that there are people in this world and in our country
who would take advantage of any provisions insuring more investment opportunities 
simply to look for lower wages without regard to the human impact of their decisions. 

Still, you must look at the other side of the coin. Changes in Mexico under President 
Salinas have ballooned our two-way trade with them and have eliminated the trade 
deficit we once had with Mexico, thus creating jobs here in America even as our 
investment policies have cost them. 

Pcan also say, based on my own experience, that a good economic policy can grow
manufacturing jobs even in tough global competition. 

In our state, thanks to highly productive workers and creative business leaders, good
cooperation between the government and the private sector, good incentives and 
aggressive support for educating workers, promoting quality management and 
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marketing more products, we have grown manufacturing jobs at 10 times the national 
average fur several years now. You heard Governor Hunt say that we now rank first 
In the country in private sector job growth. There are many and complex reasons for 
this, but we did have a definite strategy that Involved partnerships with a deliberate 
decision not to give up our manufacturing base. That is very Important. 

In the United States of America today, only about 16.5 percent of the work force Is 
in marnufacturing. In my state, It's 22 percent. In this state, I think It's still about 28 
percent, the largest in the United States. 

I want to make it very clear-I am committed to maintaining a strong manufacturing 
base in this country. My granddaddy used to say that during the Depression, people 
were so poor they took In one another's washing for a living. 

That would be the equivalent of an economy that was only a service economy where 
nobody in America ever made anything. 

The great economic powers in this world are the people who make things. We have 
16.5 percent of our work force In manufactu.ng; Japan has 28 percent; Germany has 
32 percent. We must do better and we can. 

I believe NAFTA can contribute to this effort, not undermine it, as long as we move 
aggressively to address the serious omissions from the agreement. 

I believe we have to do more for our own workers, to protect the environment on both 
sides of the border, both because it's good for the envii nment and because if they
don't do it, it will further lower their cost of production, to promote prosperity on both 
sides of the border. 

If we do these things and, again, if we develop a serious economic policy at home, 
then NAFTA can be a very good thing for the United States. 

We simply cannot go backwards when the rest of the world is going forward into a 
more integrated economy. We cannot go inward when our opportunities are so c.ften 
outward. For all our history, America has moved ahead and reached out, coloniziktg 
awilderness, exploring a continent, always seeking what President Kennedy called the 
New Frontier. 

And today we must forge ahead again. As president, I will seek to address the 
deficiencies of the North American Free Trade Agreement through supplemental 
agreements with the Canadians and the Mexican government and by taking several 
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key steps here at home. I will not sign legislation Implementing the North American 
Free Trade Agreement until we have reached additional agreements to protect 
America's vital interests. But I believe we can address these Issues without 
renegotiating the basic agreement. 

This agreement, however, is only one piece of a larger puzzle. Even the present 
negotiations recognize th as there are other Issues being discussed all along. We 
need not only to reduce trade barriers, but to prepare ou~r entire workforce not only 
to compete In the global economy, but to live with :. uhanges In it and to make sure 
nobody gets left behind. 

I remain convinced that the North American Free Trade Agreement will generate jobs 
and growth on both sides of the border if, arid only If, It's part of a broad-based 
strategy, and If, and only if, we address the issues still to be ,ddressed. 

If we don't do those things, we can kill NAFTA, but we'll still lose jobs. And that's 
the important point I want to make. I have been governor of a state that has seen 
jobs go on a fast track to Mexico and to other countries. If we do nothing on this 
agreement and we don't address the serious worker retraining and economic 
investment issues in this country and wa don't change our economic policy, we wi!l 
still lose jobs because money. production, and management are mobile, and there are 
people, unfortunately, in this ivorld who would rather move for cheap wages than 
stay and work for productivity. 

We have got to face the bigger issue. We c-3nnot overload NAFTA and make it the 
symbol of either all our hopes, as Mr. Bush has done, or all our fears, as some of the 
opponents have done. We have got to see this as a part of a real, big effort to rebuild 
the American economy from the ground up. 

This is not an abstract question. It has real consequences for real people. 

For more than a decade, our country has been led by yesterday's men, who were out 
of touch, out of ideas and out of step with the developments in the global economy, 
who refused to recognize, not only new opportunities, but new challenges and new 
responsibilities. 

Americans have paid a terrible price for their policies. Trickle-down economics have 
given us a weakened economy, declining wages for more than two-thirds of our 
workers, longer work weeks, lost jobs, greater inequality, greate- poverty, one in 10 
Americans on food stamps today, 100,000 Americans a month losing thair health 
insurance, and the real senst that we may be raising the first generation of Ameri.kans 
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to do worse than their parents.
 

Without a 
 national economic strategy,. this country has been allowed to 'frift.Meanwhile, our competitors have organized themselves around clear national goals tosave, promote and enhance high-wage, high-growth jobs. 

In a Clinton administration, we will approach trade and every other Issue with asingle-minded focus, to do what Is best for ordinary Americans who are willing to
work hard to get ahead. 

But that focus must also recognize the new rules of the global economy. When Japandiscovers a way just to make cars a little better, or when the European Communitycloses its markets to American pork, or when our president refuses to Issue exportcredits and European farmers take away a Russian market that was meant to be forus, or when a country In South Asia or South America violates copyright standardsfor software, the imp.ct Is felt In factories and farms and families all across America. 

But when people line up in Paris to watch an American movie, when families aroundthe world eat American food, when a jet made in Seattle lands or takes off from anairport in Seoul, American jobs and paychecks are more secure. 

Our prospects and our prosperity depend upon our ability to win in this kind ofenvironmc.nt, an environment in which what we earn depends on what we can learn,in which Americans who only finish high schoo! and have no further education andtraining face far grimmer futures than their parents, an America in which if we do notequal our competitors in research and development and our skill ;n bringing ideas intomanufacturing jobs here at home, unless we have a ronversion plan to take all themoney by which we reduce defense and invest it in an American economy for the21st century--in transportation, communication, and 'nvironmental cleanuptechnologies, in biotechnology, in the new frontiers that will provide tens ofthousands, indeed, hundreds of thousands of high-wage jobs if we seize theopportunities--unless we do that, whatever we do on this trade agreement will notguarantee or undermine the future we are otherwise going to have. 

We've got to understand what the big rules are and start lollowing them. Ourcompetitors know it. The Germans and the Japanese do more with education, frompublic school to apprenticeships to training in the work force, than we do. Theaverage German factory spends five times as much money retraining its workers asthe average American employer on an annual basis. 

They do more on research and development than we do. They spend a higher 
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percentage of their Income. 

But when our companies do have well-trained workers and competitvG products and 
services and high levels of conperation and productivity, they do very well indaed. 
We still have some of the finest companies in the world, that dominate their 
onarketplaces In spite of the fact that they live in a country which doesn't encourage 
Investment in new plants over Investment In new Maseratis or third or fourth homes. 
They do well inspite of the fact that they live in a country which won't control health 
care costs and in spite of the fact that they live in a country which doesn't guarantee 
that workers will always have the opportunity to have high, high, high levels of 
education and training. 

But no matter what we do in preparing our workers and investing money, we've still 
got to have markets for our prcducts. As much as we export, the Germans export a 
far higher percentage per capita than we do. We need more markets. And today, 
regional economic blocs are emerging, very formally in Western Europe and less 
formally, but still surely in Asia, organized by Japan and Japanese Investment. It Is 
too early to say whether the integration of Western Europe will be a plus or a minus 
for America. If they keep opening trade, well, that's g. -)d. 

We now have a $17 billion surplus with Europe. But they also limit car imports to 16 
percent, and they recently restricted imports of American agricultural products on the 
flimsiest of excuses. 

So while we don't know what will happen with these other regional trading blocs, we 
know enough to know that we need stronger ties to our neighbors, both for positive 
opportunities and to protect us in the event that other countries become more 
protectionist. 

We can only do that with Canada, which is already at roughly our standard of living, 
and with Mexico, which is way below our standard of living, if we find a way to grow 
our economies together in ways that are good for both of us. 

So I advocate this treaty as a beginning of that process. I hope that one day we'll 
have a global agreement for the General Agreement on Tariffs and Trades which will 
he fairer to our country and which will open markets around the world. But in the 
meantime, we need to do more in our own region. 

If we can make this agreement work with Canada and Mexico, then we can reach 
down into the other market-oriented economies of Central and South Ametica to 
expand even further. But these three economies together will give us, in terms of 
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population, the largest trading market In the world today. 

It will provide more jobs through exports. It will challenge us to become more 
competitive. It will certainly help Mexico to develop, but still, that Is also In our 

Interest: A wealthier Mexdco will buy more American products; as Incomes rise there, 
that will reduce pressure for Immigration across the border Into the United States, 
which depresses wages here. 

President Salinas has taken some Important steps. He's privatized corporations, he's 
reduced his debt, he's tamed Inflation and he's trought down trade barriers. As I 
said, the unilateral initiative of the Mexicans has led to a huge Increase In the products 
we sell there and the evaporation of the trade deficit. They also encouraged us to 
enter these negotiations. 

Now, what we have to do, I will say again, Is to have a new kind of leadership to 
make this work. We have to have an overall trade policy that says to our trading 
partners, particularly our wealthy ones, if you want access to our market, you've got 
to give us access to yours. 

When the president went to Japan, it was sort of sad. He took the auto company 
executives and '-leaded with the Japanese to buy cars. But his United States trade 
representative had given him a report that said that if Japanese markets were as open 
as American markets, they would buy $10 billion more products from us every year, 
everything from agriculture to auto parts to electronics, in ways that would create 
300,000 high-wage jobs in America. 

So we have to say that trading blocs are not enough. We need fair treatment in other 
countries if we are giving them fair treatment in ours. 

But let me come back to this agreement. Although it Is unpopular with some people 
and organizations that I admire, and who represent the very Americans I am fighting 
so hard for In this election, I think we should go forward with it because It advances 
our interests, the interests of ordinary Americans, more than it undermines them if we 
also do the other things needed to deal with the deficiencies in this agreement and If 
we have a good, new economic policy. 

The agreement reduces and eventually eliminates irade barriers in place, especially in 
Mexico, against a number of major American exports. It opens up larger markets for 
our goods and services. It will phase out virtually all tariffs between the U.S. and 
Mexico over the next 15 years, with some of the most sensitive products being given 
the longest transitions. 
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Yet, as I said, there are ctItical Issues wh'h remain unaddressed, from workers' rights
to farmers' needs to environmental protection. Despite the promises he made to really
address these insa forthright way, Mr. Bush has failed, most Important, to provide
adequate assistance to our workers, those most likely to be hurt by economic 
Integration with Mexico. 

American farmers could also suffer without stronger safeguards for their Interests.
And the environmental provisions are still too weak. This agreement does nothing to
reaffirm our right to Insist that the Mexicari follow their own labor standards, now
frequently violated-this Is a very import.lnt Issue-and not aggravate the wage
differentials which already exist. 

As we move toward free trade, ve must always remember why we're doing It--to
help the working men and women of America. We should not do things that are not 
in the interest of our people over the long run. 

There are apparel workers, fVult and vegetable farmers, electronic workers and auto
workers who are at risk, not only of short-term dislocation, but of permanent damage
if this agreement is not strengthened and Improved. Industries that have already been
hard hit by the flow of jobs to Mexico will continue to be hurt unless we negotiate
tougher measures to protect them and to make ourselves more competitive. 

The shortcomings in the agreement are really a reflection, however, of the
shortcomings in the Bush economic policy as a whole, not just in his approach to
trade with Mexico or to world trade, but in the whole approach to the economy and 
the environment. 

This agreement underscores the core of the differnces between me and Mr. Bush.
From the national economic recession to the dislocations caused by defense cutbacks,
his attitude has been that we should have trickle-down economics and let the market
have its way, keep taxes lowest on the wealthiest Americans, then get out of the way. He seems to be saying, so what if some workers get hurt or some farmers get
hurt or some environmental damage is done? So what? Sooner or later, it'll all corn' 
out in the wash. Well, a lot of Americans are being washed away by that econorrL. 
philosophy. 

I want America to go forward with expanded trade with our neighbors. I also want an America that has a national economic strategy that makes sense. And I believe
there are some things we need to do to make this agreement stronger, but I think they 
can be addressed without renegotiating the basic free trade agreemehit. 
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As president, I will ensure that adequate measures are taken, however, before 
Congress acts to implement the free trade agreement. I don't want to give up all our 
leverage to help our workers and to mike sure our environment is protected by
basically ratifying the agreement through leglslation. I think that we don't have to 
reopen the agreement, but we do have to Insist that protection for our workers and 
for the environment proceed on parallel tracks. We should do It all at once. 

President Bush has many tools at his disposal to protect our Interests In addition to 
the things that ought to be done to the agreement. But he has failed to use them. 
As president, I will aggressively pursue the remedies available in our current trade 
laws and In the proposed agreement to protect our jobs, our businesses, our farmers 
and our environment from unfair practices. In addition, I think there are five unilateral 
steps we should take, and there are three supplemental agreements we should 
negotiate with Canada and Mexico to achieve an acceptable package. hiere they are: 
First, what we have to do; we've got to address the long neglected neOds of our 
working people, both skilled and unskilled, who are on the front lines of new 
economic conditions and who may be displaced. The most glaring omission In the 
president's package is its lack of meaningful assistance to vulnerable workers and 
community. 

For those who need training, we must provide it. Mr. Bush's record on these Issues 
is not a good one. In the last three budgets, he has proposed totally eliminating the 
training assistance that goes to people whose jobs are displaced by foreign 
competition. 

In his 1993 budget, he cut employment and training programs by $40 million. In a 
cynical election year ploy, his labor department proposed some more money for job
training and other trade assistance to Michigan workers who've lost their jo's. It 
amounted to about $4.60 a worker. 

Inour administration, the Clinton/Gore administration, we won't play politics with the 
lives of working men and women. 

We will give you real programs to deal with the real problems--trade adjustment
assistance that includes training, health care benefits and income supports, and 
assistance to communities to create jobs. You can train people all you want, but if 
they don't have anything to do, it will be like being all dressed up with no place to go. 

While Mr. Bush has, in the 11th hour, made a proposal more generous than anything
he has said before, it is still way too little, too late. I will do more; it will be better. 
The American working people will be proud of it. It will ensure dignity and the 
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opportunity to continue to be a productive member of the American workforce. 

The second thing we haus to do is move to protect our environment. 

The Bush administration on this score is so bad that Mr. Bush's own cabinet secretary 
sot a memo to all of his employees saying what a bad job the president had done at 
the earth summit. And he's even stopped calling himself the environmental president. 

It's not surprising that they did little to deal with this issue in the negotiations. Before 
we implement this, we have to be sure, first, that there will be environmental cleanup
and Infrastructure investments in our country sufficient to do what we have to do. 

The third thing we have to do is to make sure we do something for the farmers who 
are at risk here. I am convinced, having read this agreement with some care, tha* 
some of the farmers will do better under it than they fear that they will and that the 
losses in some sectors have been somewhat exaggerated. However, there will 
certainly be some dislocation. 

Assistance should be provided to farmers who are threatened. We can assist them 
first by strict application of American pesticide requirements to imported food. 

We should help some growers shift to alternative crops, and those who may lose out 
to competition should be just as eligible for transition assistance as workers In 
businesses and communities are. 

Fourth, we ought to make sure that NAFTA, the trade agreement, doesn't override the 
Democratic process. 

For example, 'i- the provisions on the environment, the current agreament contains no 
mechanism for public participation in defending challenges to Americ.an laws if we 
apply our environmental laws against Mexican p;oducts, or in bringing c-allerges to 
the practices of other parties. 

I think the new Congress should pass legislaton to provide for public participation in 
crafting our position in ongoing disputes, and to give citizens the right to challenge
objectionable environmental practices by the Mexicans or the Canadians. 

Fifth, I think we have to make sure this agreement's provisions allowing foreign
workers to cross our borders are properly implemented. We ha ¢ to assure that 
certain professional workers aren't brought in here as strike breakers. Tloe recent 
experience where Canadian workers were brought into the country to break our 
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nurses' strike by American nurses Is an example of this. That should newvr be
repeated. 

As president, I have said repeatedly, I would support a law to outlaw the use ofpermanent replacemsnt workers, and I certainly will negotiate to stop the use ofreplacement workers from Canada and Mexico. 

I also think--I want to note that this agreement allows Mexican truckers to drive in theUnited States without having to satisfy all the U.S. safety and training standards. Thattroubles ms, and I think that you have to say that we must do eve- ything we canunder the agreement, and there are some things we can do, to assure there Isadherence to U.S. standards through tough Inspections. 

There are several areas now that we have to negotiate, supplemental agreementswhich I would want to present together with the agreement that's already beennegotiated. Before implementinr, the agreement, we must establish an environmentalprotection commission with s. stiitial powers and resources to prevent and cleanup water pollution. The commission should also encourage the enforcement of thecountry's own environmristal laws through education, training and commitment 
resourc,,s, and ptovide a forum to hear complaints. 

of 

Such a com,nission would have the power to provide remedies, including moneydamages and the legal power to stop pollution. As a last resort, a country could even
be allowed to withdraw. 

If wo don't have the power to enforce the laws that are on the books, what good is
the agreement? 

We must have some assurances on this. This is a major economic, as well as

environmental, issue. 

an
 

Best of all, I'm going to ask Senator Gore to take charge of ensuring that an effectivecommission is established and that it does work to protect the environment. 

The Bush administration has talked about setting up a commission, but it's too litle,too late. It won't even be up for final discussion until next year. By th..n, theincentives the other countries have to dio anything meaningful will have evapuratedif the agreement is already adopted. 

That is unacceptable. Al Gore and " will enSLIe that the environmental protectioncommission is up and running when the free trade agreement is up and running. 

-) 
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A second commission with similar powers should be established for worker standards 
and safety. It too should have extensive powers to educate, train, develop minimum 
standards, and have similar dispute resolution powers and remedies. -We have got to 
do this. This is a big deal. 

Perhaps the toughest Issue of all is how to obtain better enforcement of Iaws already 
on the books on the environment and worker standards. It's Interesting that the 
agreement negotiated by the Bush team goes a long way to do this In protecting 
intellectual property rights and the right to invest In Mexico, but Is silent with respect 
to labor laws and the environment. 

I want to emedy that. I'm Interested in the impact of this agreement on the rest of 
the peopl.3, not just those investing in Mexico, but the rest of the people In this 
courstry arid the rest of the people in their country. 

So we need a supplemental agreement which would require each country to enforce 
its own environmental and worker stanuards. Each agreement shuuld contain a wide 
variety of procedural safeguards and remedies that we take for granted here in our 
country, such es easy access to the courts, public hearings, the right to present 
evidence, streamlined procedures and effective remedies. I will negotiate an 
agreement among the three parties that permits citizens of each country to bring suit 
in their own courts when they believe their domestic environmental protections and 
worker standards aren't being enforced. 

Finally, I want to ask Congress to grant the authority to the president to continue 
negotiations on the impact of this treaty. What if we have a global agreement? How 
will that impact this? And most Important, what happens if there is an unexpected 
surge in imports in one sector or another that displaces huge numbers of people in this 
economy? 

We have in our present trade law, believe it or not--a lot of people don't know 
this--we have in our present trade law the capacity to protect our own workers if 
there Is, quote, an unexpected surge in exports--or imports into our country in sortie 
sectors of the economy, where the displacement is too great for us to manage, too 
great for us to retrain, too great for us to put people to work in other sectors. 

That provision is contained, for automobiles only, in the North American Free Trade 
Agreement, and the remedy is weakened substantially. 

I believe we should negotiate a parallel agreement that deals with the fact that neither 
the Mexicans nor the Americans know what the full consequences of this agreement 
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are going to be. You can't get anybody to agree on how many Jobs we're going tolose or how many jobs we're going to gain out of this. And I think it's fair to say thatwe don't want to do arything that's unnecessarily crippling to them, and theyshouldn't want to do anything that's unnecessarily crippling to us. 

So I will ask the Congress to give me extended authority to negotiate anotheragreement to deal with the ability of both countries to move in the event there Is anunexpected and overwhelming surge in Imports !nto either country which woulddislocate a whole sector of the economy so quickly that there's nothing we could doaboJt it to overcome the economic impact. 

Now, I want to say one more time, none of thIs will make a difference unless we havea new Cconomic policy. This administration has no strategy to create and preservejobs In middle America, but they offer job training, lowassistance to companies that'll move to Central America. 
cost loans and technical 
I know that most of yousaw or now have heard the television show which documented the fact that theUnited States Agency for International Development has spent at least $289 millionfor programs to encourage American businesses to shut down here and move toCentral America and the Caribbean. In fact, your tax dollars paid for thisadvertisement. And I quote--you paid for this: Rosa Martinez produces apparel for theU.S. markets on her sewing machine in El Salvador. You can hire he. ior 57 cents an

hour. 

How do you feel about paying for that? You paid for low-interest loans to a plant inTennessee to shut down in Tennessee, put 304 people on the street, and move toCentral America. But that fellow running that plant couldn't gjt the same low-interestloan to modernize plant and equipment in Tennessee to keep those people working. 
You paid for an employee uf the United States government who was photographedin an interview saying that the workers in the country he was working in were morereliable than the workers in Miami, Florida. You paid for that. 

It is no wonder that the American working people are so frightened of having thisadministration implement this trade agreement. 

We've got to stop using our own taxpayers' money to export their own jobs. And It'sunbelievable to me that we have actually spent more money under the Bushadministration last year to train workers in Central America than we spent to trainpeople in middle America who had lost their jobs because of foreign competiticn. 

Now, tiose are their priorities. But let me say again; it's not enough just to stop what 
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they are doing wrong. We have to do some new things right. And let me reel them 
off quickly: 

We've got to change the tax system in this country. We should give people more 
Incentives if they invest in new punts, new equipment, new small businesses, 
research and development, housing, the kinds of things that put the American people 
to work, and we shoutld remove from the tax code the Incentives to shut plants down 
here and move them overseas. That's what we should do. 

This is entirely consitent with what the other wealthy countries do. This Is the only 
country--you look at Germany and Japan--look at their tax code-that would say we're 
not going to giv(, you an investment tax credit to modernize your equipment and your 
plant; but shut your plant down, move It overseas, and we'll give you a tax deduction 
for shutting the plant down; we'll give you loss carried forward for the losses In the 
earlier years; keep your money down there and you'll never have to pay income tax 
on it in America. 

It's all backward. We need a tax system that's an investment job-oriented tax system 
that says we want people to make money in America, but we want them to make it 
the old fashioned way--make millionaires by putting other Americans to work. That's 
very, very important. 

I mentioned this once before and you clapped so I know you got it, but we've got to 
have a conversion strategy to do something with the defense money. The defenise 
budget is going to be cut no matter who wins this election. 

But look what has happened. What has happened undei the present administration 
is all that money is going to the S&L bailout and higher health care costs. I want to 
put It into jobs for Americans. It's important. 

We've got to have--we have got to finally join the other advanced nations and have 
a national system to bring health costs in line with inflation and provide basic health 
care to all Americans; one that preserves the strengths of our system, but deals with 
the problems. 

We've got to bring energy usage into competitive lines with more eff ;iency and 
alternative uses of energy, more use of cheap American natural gas, renewable energy 
sources, and efficiency. 

If we could be as efficient in every factory and office building as nur foreign 
competitors, it would free up billions of dollars to reinvest in this economy. 
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If we could bring health care costs In line with Inflation, It would save the averageAmerican family $1,200 a year and hundreds of billions of dollars for this economy,which could be reinvested for new jobs by the end of this decade-hundreds of billions
of dollars. 

And let me point out that that Is why our campaign has been getting such broadbased support. The Teamsters endorsed the Clinton-Gore ticket, the first Democraticticket they had endorsed In two decades. In the hi-tech center of America, SiliconValley, 21 computer and electronic executives endorsed our ticket; 2/3 of them were 
Republicans.
 

In Chicago the other day, 400 business executives endorsed our campaign; a third ofthem were Republicans--because they know that what's going on now Is not working. 
On the health care issue, Mr. Bush keeps dumping on me, but the Nurses Associationendorsed our campaign; the first time they ever had. 
The American College of Physicians, 77,000 doctors, Issued a health care plan verysimilar to mine, and last week peopli who had been executives in both the Republicanand Democratic Administrations said that Bush's health care plan would not controlcosts; that mine would save the average family nearly $1,200 a year by the year2000 and that we would cover everybody, and his plan would still leave 27 millionpeople uncovered. 

There is a reason why this kind of support is being generated for this ticket. For allof its complexities, the debate over this treaty comes down to this: 
It's clear what the benefits of trade are. It's clear what the hazards of investmentacross national lines are, and the issue you have to face Is who do you trust toprotect our workers, our communities, and our environment? 

George Bush, whose administration encourages American corporations to move toother countries with low wages and lax environmental laws, i, id even spends your taxmoney to finance it, or Bill and Al Gore who have a long recird of fighting for goodjobs and a healthy environment? 

Do you trust George Bush, who has amassed the worst economic record in 50 years,the first decline in manufacturing, 2/3 of the working people with their wages goingdown, 1 in 10 Americans on food stamps, quadrupled the debt in the last 12 yearswith our investment in the future going down, and no strategy for the future, or adifferent kind of Democrat who believes we can have both--open markets and a strong 

1'V'K' 
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domestic economy. 

In the end, whether the North American Free Trade Agreement Is a good thing for
America Is not a question of foreign policy. It Is a question of domestic policy. 

If we are not strong at home, we will Inevitably be weaker abroad. We have to build 
a new economy In which incomes and employment are rising and companies are 
growing; a society In which opportunity Is expanding and hope comes alive again. 

And so I say to you, my fellow Americans, we have to have the courage to change,
and a part of that change should involve a closer relationship with Mexico now under 
better leadership than ever In my lifetime. If we have the determination to reject failed 
policies and the old labels of the past, If we have the vision to see and work toward 
a better tomorrow, then we need not fear the future. If we seize this day and shape
this change, we can make our great country what it was meant to be. 

Thank you very much. 
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The Cuban Democracy Act and 
US Policy Toward Cuba 
Robert S. Gelbard, Principal Deputy Assistant 
Secretary for Inter-American Affairs 
Statement before the Subcommittee on Trade of the House Ways 
and Means Committee, Washington, DC, August 10, 1992 

M r. Chairman, I appreciate this Today, leaders around the world are 
opportunity to review with precsing the Castro regime to adopt 
you US policy toward Cuba representative democracy and end 

and our views on the Cuban Democracy its repression of human .ights. In 
Act (HR 5323). 1commend the thor- Madr-id-aB in Guadalajara-Castro's
ough review Congress has given this vision was rejected by his Latin 
legislaton. As you are aware, last American colleagues. A few weeks 
week, I testified before the Subcommit- ago, at the Ibero-American summit, the 
tee for Western Hemis;,.ere and Peace leaders of Latin America, Spain, and 
Corps Affairs of the Senale Foreign Portugal made it clear to Castro they
Relations Committee and, in April, wanted change in Cuba when they
before the House Foreign Affairs called for "representative" democracy
Committee. This has been a truly in the final communique. Not Cuban
bipartisan effort. On behalf of the style "democracy" but a true demo-
Administration, I would like to thank cracy in which the people of Cuba 
you and the bill's sponsors for consider- freeiy elect their leaders and demo
ing our views on how best to bring cratic institutions give legitimacy to a 
democracy to Cuba. successor government.

I understand tht your interests The UN Human Rights Commis
are in the trade prvisions of the Cuban sion has called on Cuba to stop abuses 
Democracy Act, and I welcome a full of human rights. The Russian ambas
discussion of these issues. However, sador to Geneva hosted Cuban human 
I would like to begin by putting the rights activists during last year's 
legislation into the context of US policy Commission meeting in Geneva, and 
toward Cuba. Russia voted in that Commission to 

send a Special UN Rapporteur to 
A Successful Policy Cuba to investigate the human rightssituation there. S?. ]y, the Castro 
In the last few years, our policy has regime has refused to allow a UN 
succeeded in helping to significantly review of its human rights record. 
diminish Cuban support for insurgency Rather, it has continued to subject 
abroad and terminate Cuba's special therwho disagreeiwith th re t 
relationship with the former Soviet those who disagree with the regime to 
Union. Today, Cuba stands alone. No mou attack and arbitrary arrest. 
government has stretched out a hand Today, Oiha's attempts to establish 
to stop the inevitable decay and productive relations with the succesor 
disappearance of the Cuban dictator- states of the former Soviet Union are 
ship. No government has little more thar cosmetic posturing and repae te ornentSo attempted do little to conceal the final and irreo
replace the former Soviet Union a vril rmvloshersdeo 
military and political ties with Cuba- versible removal of the residue of 
quite the contrary. Russia's relation- Soviet power in Cuba. Soviet-now 
ship with Cuba has withera-I to the Russian-troops are leaving Cuba. 
point that it now has little inclin.ion to Sovier-now Russian--technical 
support Cuban intransigence. advisers,once estimated at 8,000, now 

Cuba's position in the world can be counted in the hundreds. All 
community and at home is far different economic aid and subsidized trade, 
from what it was only a few years ago. 
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which peaked at an estimated $5billion 
a year, have ended. Total two-way
trade between Russia and Cuba in 1992 
may amount to an estimated $500 mil-
lion compared to $8.7 billion in 1989. 

The withdrawal of support from the 
former Soviet Union and, now, Russia 
means that Cuba cn no longer support
insurgency abroad. Just a few short 
years ago, Cuba had 50,000 troops in 
Africa. They now number in the 
hundreds. Narnibia is independent and 
democratic. Cuban troops are out of 
Angola, and it is not controlled by a 
Marxist-Leninist regime. Cuban 
troops have left Ethiopia and Somalia. 
Cuba has little influence in Africa. 
The same is true for Latin America. 
Castro lost the election t [NiAra.
Crst Violetio too caraguan
President] Diel Or The a 

settlement inEl Salvador was the 

d et nElSalvador wr mu-
utye 

death knell for Cuban-style commu-


The significantly diminished Cuban 
support for insurgency and the demise 
of Cuba's symbiotic relationship with 
the Sovietsnion did not just happen.
It happened because of a strong and 

It happened bcausestrong aliyt
active Bush Administration policy t 

discourage Soviet-and later Rus-
sian--support for Cuba. President,bus 1.ointed 

ush and SerOEtay Baker wasted no 
words in letting [SovietlPresident 

Gorbachev and, subsequently, [Ru&-
sian] President Yeltsin know that we 
expected Soviet military and economic 
support to Cuba to end. President 
Gorbachev took the unprecedented 
measure of announcing to the world-
without first advising the Cubans 
-that Soviet troops would be with-
drawn from Cuba. President Yeltsin 
followed this initiative by terminating 
subsidized oil shipments to Cuba, by
slsshing military aid, and by placing aid
projects on a commercial basis. 

Cuba Today 

In 1989, could anyone have predicted
that Castro, who once deplored tour-
ism, would, in 1992, be frantically
struggling to keep Cuba's fragile 
economy afloat by begging for Western 
L'ive.tmerit in tourism? Could anyone
have told us that the Cuban economy
would shrink by 50%, that Cubans 

would be reduced to bicycles and oxen 
as their principal modes of tranaporta-
tion, or that Cuba's military machine 
would be degraded? Cuba can no longer
project its power abroad. Perhaps up 
to half its MiGs are mothballed, many
tankn and artillery are in storage and, 
to save fuel, anti-aircraft guns are 
being towed by troops pedaling
oversized tricycles. Cuba's self-
proclaimed victories abroad must be 
ashes in the mouths of those who must 
till the field and harvest potatoes
rather than sow the seeds of revolution. 

Cuba's 3conomic collapse-for in 
truth that is what we are witnessing-
is happering for four reasons: 

0 The termination of Cuba's 
economic relationship with the former
Soviet empire; 

9 The refusal of Fidas Castro to 
adapt to the wave of democracy that 
has swept the world. The Cuban 
economy-like its political system-
cannot survive in isolation; 

* Our long-standing American 
policy of economic and political isolation 
of Cuba; [and] 

* Our firm and clear policy on the 
administration and enforcement of theembargo of Cuba. 

The future is in the hands of the 
Cuban people. Will Cuba choose to 
join the democratic countries of this
hemisphere? Will Cuba regain ita
economic health and political freedom? 
These choices must be made by the 
Cuban people. No matter how much 
we might want to see a peaceful 
democratic transition in Cuba, the 
decision is not ours to make. We can 
help promote change, but we cannot 
make the changes. We can suggest 
what measures might result in a better 
future for Cuba's children, but we 
cannot carry out these changes.
projects onban a commea Congress and he President. We alsossuggcsted language that would close 

the OAS [Organization of American 
States], the refusal of any country to 
replace Cuba's lost trade and aid, and 
the collapse of the Cuban economy 
are all testimonies to the success of 
our effort. It calls for progressively
scaling back our isolation of Cuba if the 
government undertakes free and fair 
elections. And, finally, it calls for 
reintegration of Cuba into this hemi. 
sphere once it is truly democratic. 
This, too, is our policy.

In his April 18 statement on the bill, 
President Bush stated that he endorsed 
"the objectives of this legislation to 
isolate Cuba intil democratic change 
comes to that embattled island." He 
also made clear his commitment 

to working with the Congress to pass astronger, more effective Cuban Democ. 
racy Act which tightens the embargo and 
closes any unintentional loophole that 
could benefit the Castro regime, while 
preserving the proper cortitutional 
prerogatives of the Congress ano the 
President. 
In my testimony before the House 

Foreign Affairs Committee on Aprii 8,
1992, 1 said that we share the vision of
peaceful democratic change in Cubawith the sponsors of the Cuban Democ

rc c.O htocsoIasracy Act. On occasion, I alsoout thatthat the Admini~ttratifnn 
differed not with the overall goal but 
with certain aspects of the strategy. Iasked Congress to work with us to
resolve these differences in approach.
Today, I am pleased to be able to tell 

y tha thes Adinstaton 
you that the Bush Administration 
versions of the Cuban Democracy Act. 

In my April 8 testimony, I cited the 
two provisions of the original House 
version of the Cuban Democracy Act 
which needed o be revised in order to 
reflect properly the prerogatives of the 

re s and the preie W e 

The Cuban Democracy Act 
The Cuban Democracy Act is not a
change of policy. It embodies many of 
the measures the Administration has 
taken to bring about a peaceful demo-
cratic transition in Cuba. It calls for 
political and economic isolation of Cuba. 
This is what we are doing and have 
been doing for over 30 years. It calls 
for a dynamic program of convincing 
other governments not to help Cuba. 
The continued exclusion of Cuba from 

unintentional loopholes that could 
benefit Cuba in the areas of telecom
munications and humanitarian 
shipments. In both cases, congres
siona! leaders, the sponsors, and the 
State Department were able to work 
together to successfully resolve theie 
differences. These changes are re
flected in the legislation which you are 
considering today. We understand that 
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there are discussiona with [the] Although modifications-to the bill 	 framework agreement, as we have
 
done with other countries in Latin
Treasury [Department] o resolve would make it even stronger, we 
America and the Caribbean. In short,differences over the tax provision support it as it stands. We believe this 


(Section 6 (b) (I)). bill is important because it will make a we are ready to help Cuba become a
 
statement to the Castro regime. Now, full and prosperous member of the
As with any project-especially 
when the regime faces its most serious world community. In my view, thesewith a legislative initiative of this 


magnitude-there a-e bound to be crisis, the Cuban leadership must provisions are really the heart of the
 
Cuban Democracy Act, because theydifferences. However, with the under~tand that this is a bipartisan 
provide enormous encouragement toexpected resolution of the tax issue, policy which enjoys the full support of 

none of the remaining issues should the people of the United States, the the Cuban people to strive toward a 

delay enactment of this legislaticn. Congress, and the Administration. democratic system. 
We are pleased that thin legislation Neither this bill nor US policy is 

provides Treasury with civil penalty What's In the Future? designed to hurt the Cuban people. 
Or mutual objective is freedom:authority so that it may impose 
freedom for the Cuban people to chooseadministrative fines for less serous I commend the sponsors of the Cuban 

violations of the embargo. We believe Democracy Act or their vision of freeis their leaders, to speak out freely, [and] 
that the enforcement procedures are and democratic Cuba. The legislation is to join the rest of Latin America in a 

somewhat cumbersome and that the providing incentives which will help thecategories of travel exempted from clearly designed to promote change by trulyknwtiwllhpe.Bteardemocratic hemisphere. We 
civil penalties under the proposed Cuban people undertake the huge job know this will happen. But we are 

civf pealtes nde th o a ripledecoomyand impatient; we want it to happen now.prposd regnertin 

legislation could pe-mit a greater flow of regenerating a crippled economy and There has been too much suffeing andof travel funds to Cuba. Also, we formulating a strategy to develop the ls.Fmle aebe pi pr
basic documents that will govern their loss. Families have been split apart-

would prefer that the provision on lives. For example, Section 7 permits hos w hr bein efta 
vessels (Section 6 (c)) reflect the ithose who remain behind are left 

President's April 18 statement which the US Government o provide food Ikithout a future. It is time for a 
prohibits entry into US ports of vessels Gndrmecine s touba if n change Cubans do not want "Socialism 
that are engaged in trade with Cuba. Government commits to elections in or Death," Castro'a slogan. They want 

There has been a good deal of 6 months, respects human rights, and a voice in running their government so 
debate on the provi.ion to ban trade not supporting insurgency abroad. that they can meet together without 
with Cuba by US subsidiaries located This provision will help democracy get fear ofjail or beatings. It is time that 
in foreign countries. It is Treasury's a start in Cuba, because it allows us to the Cuban people were given back 
practice to license subsidiaries of US help once it is clear that the Cuban their voice, their vote, and the future of 
firms located abroad to trade with Government is committed to universal their country. When this time comes, 
Cuba if no US funds are involved and standards of human righta and democ- we stand ready to stretch out a hand to 
if the final product is of less than 20% racy. Section ksgoes much further. It help rebuild Cuba. Our help and that of 
US content. The proposed legislation lists the actions we are prepared to the world community will be given to 
would revoke Treasury's licensing take ifthe Cuban Government has held foster democracy and human rights, 
authority in this area. Our allies object free and fair elections with opposition not [to] succor a failing dictatorship. 
to this provision and have told us that parties and free press, undertaken We hope that our policy, and this bill, 
they will impose blocking legislation, constitutional reform to establish a will contribute to the long-sought goal 
which could hurt US companies. represamtative democracy, and is of a free and democratic Cuba. M 

moving toward a free market economy. 
These measures include steps toward 
ending the embargo and opening 
negotiations for a trade and investment 
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Washington. C 

SUMMARY OF RECOMMENDATIONS 

With theCold War's end, Cuba's isolation from 
the inter-Amencan community is,anachronistic. It 
is also unnecess~ry, damaging and, perhaps, dan
gerous. Our recommendations-to the governments 
of Cuba, Latin America and the Caribbean, Canada, 
and the United States-are aimed at budding a 
future in which Cuba is committed to democratic 
practices and enjoys normal relations in the hemi-
sphere and beyond. We reaffirm our respect for 
Cuba, and seek to join with Cubans in nurturing 
peaceful changes in the;- country. 

To the Government of Cuba 

The Cuban people must decide on their own 
internal economic and political arrangements. 
But Cuba cannot participate fully in the inter-
American community while it perpetuates
repression and rejects democracy. We urge 
that the government of Cuba release all pris-
oners of conscience and permit free and fair 
elections, monitored by internationally accred-
ited observers. 

To the Governments of Latin America, 
the Caribbean, and Canada 

" 	 The governments of Latin America, the Carib-
bean, and Canad should strengthen cultural, 
artistic, and scholarly ties with Cuba and help 
to open the isand to new ideas. They should 
also press directly for democratic freedoms 
and respect for human rights in Cuba. 

" 	 We also urge the Caribbean and Latin Ameri-
can governments to deal constructively with 
the Cuban government in international organi
zations. The Organization of American States 
(OAS)should r~instate Cuba to active rem-
bership when it con'anits itself to the demo-
cratic principles of the Organization's Charter. 

To the U.S. Governm-tnt 

* 	 The President and other seior U.S. officials 
should continue to make clear that the United 
States has no intention of invading Cuba and 

vigorously to condemn violent actions by ex
file groups. 

The United States government should actively 
promote the free flow of information and ideas 
to the Cuban people by ex.'npting from its 
embargo all transactions that foster communi
cations between the Cuban people and people 
from the United States and other countries. 
including tourism. Beyond communications 
and travel, the U.S. government should only 
ease its embargo in response to positIve steps 
taken by the Cuban government. Washington 
can best encourage such steps by working co
operatively with other governments of the 
hemisphere-and allowing them to take the 
lead in some areas. 

0 	 Acting in its own direct interest, the United 
States should cooperate with Cuba on such spe
cific
issues as the fight against dng trafficking; 
inspections of nuclear power plants in Cuba 
and the southeastern Uruted States; and weather 
fo.-ecasting and environmental protection. 

In its policy toward Cuba, the United Statcs 
should give greater w.ght to humanitarian 
concerns by making it easier for charitable 
groups to deliver food and medicine to the 
Cuban people and for Cuban-Americans to as
sist relatives and friends inCuba. 

U.S. broadcasting to Cuba must be responsible. 
Radio Martfi should be a source of objective 
news, not propaganda, and TV Marti should 
be canceled becaase it violates international 
conventions. 

The United States should not allow its Cuba 
policy to hamper relations with other govern
ments. We oppose legislation to prohibit all 
trade with Cuba by subsidiaries of U.S. firms in 
other countries. 

We urge all governments to act in ways that 
would ilow the Cuban people to choose their own 
future in peace, and to let history judge the wisdom 
of their course. 

Inter-American Dialogue 
of The Aspen tnLimiutr 
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It is a pleasure to join you in Miami today for this conference. Today I would 
like to share with you my thoughts at this time of transition -- a transition in the U.S. 
political system and, for the Caribbean Basin, a transition in relationships and opportunities.
A revolution has taken plvce in the hemispihere, one characterized by nations living largely
in peace, benefitting from democracy, and undergoing an economic transformation based 
solidly on market forces. In the past year that revolution has moved forward. While the 
decadc of dcbt and stagnation in Latin America continues to fade into the past, the fuaure -
- a future of new opportunities - is challenging the leadership in the region. I would like 
to talk today about that future and about some of the challenges and opportunities I see 
facing the Caribbean Basin. 

During the past year reform has continued to accelerate throughout the 
hemisphere. The self-generated commitment to market-oriented policies by the leaders of 
Latin America continues to bear fruit in the form of strengthened economies, new 
competitive opportunities, a more solid foundation fo, future growth, and stronger, more 
productive economic and financial relations internationally. 

In early 1990, the United States decided that it was time for a new approach
to our relationshios in the hemisphere. From this recognition came the Enter.--se for the 
Americas Initiative, announced by President Bush in June of 1990. The Initiative, based on 
a vision of free trade, open investment and growth, has helped serve as a catalyst for results 
that have exceeded many expectations. Capital inflows into Latin America and the 
Caribbean, which had more than tripled to $14 billion from 1989 to 1990, roughly tripled
again in 1991 to some $42 billion. This unprecedented increase, led by a few countries such 
as Mexico, Venezuela, and Chile, has now been joined by major flows to countries like 
Argentina, Colombia, and evz-n Brazil, where high inflation continues to seriously challenge 
the skills of the economic leadership. 
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The Enterprise for the Americas Initiative is tangible evidence of our
commitment to partnership with the region. Its proposals for action in trade, investment,
and debt have been embraced throughout the region and have marked a change in the way
the United States and the countries of Latin America and the Caribbean relate to one 
another. 

Historically, United States attention to Latin America and the Caribbean was
shaped in large part as a response to perceived threats to its national security threats to-
U.S. trading and investment interests, concerns over the advance of communism and 
terrorism, concern onfor the implications of unrestricted pressures immigration to the 
United States and of course concerns over the spread of narcotics production and trafficking
and other, more direct challenges to the rule of law and democracy. Such threats, together
with more altruistic concerns for the quality of life, had prompted the United States to 
sponsor a variety of new. programs to promote economic development in the region since
World War II. Even into the 1980s, much of U.S. bilateral assistance to the region was 
directed to meeting immediate threats to peace and stability in countries like El Salvador 
and Honduras or keyed to counter narcotics production and trafficking in the region. 

Together, we have broken out of this historical pattern with the introduction 
of Enterprise for the Americas Initiative. We are now actively engaged in economic 
diplomacy based on partnership and equality rather than on unilateral coDcessions and 
dependency - themes that have all too often characterized policy approaches to the region 
in the past. 

The theme of partnership has been uniformly welcomed in the region as the
only credible basis for building strong and resilient economies for the long term. However, 
some of its consequences and implications have also generated anxiety and concern. In the
Caribbean Basin, such concerns have become particularly evident ir, the area of U.S. trade 
policy and the implications of NAFTA for other countries. 

NAFT
 

The trade compone-nt of the Enterprise for the Americas Initiative envisions 
an open borderless trading system in the Western Hemisphere, one free of barriers and free 
of costly disincentives to fair competition. Trade has already helped build momentum for 
reform throughout Latin America and the Caribbean. Framework agreements on trade and 
investment have now been signed with nearly every country in the hemisphere, including
CARICOM and each of the Central American countries. The Trade and Investment 
Councils established by these agreements have provided useful venues for discussion of trade 
and investment issues and have helped us work more closely together. 

A number ofcountries, particularly in the Caribbean Basin, are concerned that 
ratification of NAFTA will signal the beginning of the end for their ability to compete for 
investment and export markets n the region. Ultimately they fear for their ability to 
maintain their standards of living. These are concerns we take seriously. 

/~ 
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The NAFTA mirrors the new dynamic relationship between the United States, 
Mexico, Canada and our neighbors. It is not, however, an immediate panacea or 
transformation but a road map for a process of ordered economic cooperation and 
integration. Across-the-board duty-free treatment will not take effect overnight, but will be 
gradually implemented over a 15-year period. It will take that long to phase out tariffs and 
create an integrated regional trading bloc of 370 million people producing $6 trillion worth 
of goods and services each year. Nonetheless, NAFTA has already unleashed a surge of 
trading and investment activity with Mexico, already our third largest trading partner and 
our fastest growing export market. 

Ratification of the North America Free Trade Agreement with Canada and 
Mexico will mark a major turning point in this process, moving the trade agenda from the 
theoretical to real world. At that point we will begin to fully reap the benefits of enhanced 
competition, less burdensome regulation and, importantly, improved employment 
opportunities. 

Agreement on NAFTA was only made possible by a combination of sustained 
effort and the success of Mexico's impressive strides in creating an attractive and 
competitive environment for investors. Mexico's extensive trade liberalization measures and 
deregulation have revitalized industry and attracted new foreign participation. These 
reforms have taken determined efforts and courage by Mexico's leadership over an exinded 
period of time. 

For the countries of the Caribbean Basin, the NAFTA presents a formidable 
challenge. This challenge cannot be met by inaction or rigidity on the part of the region's 
economic and political leadership. It is a time for opportunity, courage, and action. 

NAFTA can lead to a major acceleration of trade and investment for the 
entire hemisphere. The schedule of phased-in tariff elimination implies a timetable for 
action by other Latin American and Caribbean nations. This 'timetable requires 
advancement of national economic reform efforts and a more com?etitive position in 
international markets. It adds urgency to the process of integrating national economies 
while moving ahead to the broader benefits of regional economic int,-gration an., -'owth. 
The time for planning, consultation, and action within the region is uow. 

The Meaning of Partnership - A View to the Future 

Responses to the challenges embodied in NAFTA will have to take place in 
a changed world; one in which the relationship between the United States and the region 
has evolved and matured. 

Some observers have expressed a quiet but smug complacency wiLh respect to 
NAFTA. While they complain of the potential increase in competition from Mexico, they 
resist any suggestions for needed adjustment or change. I can only conclude that they 
harbor a conviction that the United States will somehow make it all come out right, either 
by granting NAFTA trade benefits on a preferential basis or by earmarking additional 
resources for programs to offset any adverse impact. 
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Also encountered 'ire officials who express a certain fatalism concerning 
NAFTA, depicting the region as powerless to do anything to mitigate potential diversion of 
investment and market shares to Mexico. These observers also plead for special and 
differentiated treatment, including calls for accession to NAFTA without fully meeting the 
obligations entailed in that accord. 

The first view ignores the reality of the present situation. The second view 
z.ssumes that national leaders are incapable of developing a political consensus to take 
needed reforms and to make their economies efficient and competitive. 

There is long history of special support and assistance provided by the United 
States to the region, primarily in the form of unilateral concessions and financial support. 
While direct bilateral assistance ("foreign aid") has clearly diminished in the past decade, 
a wide range of other programs still provide extensive benefits to the region. These include 
such programs as the section 936 provisions for use of tax free Puerto Rican corporate 
earnings for reinvestment in qualified projects in CBI countries. Other programs, notably 
those giving preferential tariff treatment on goods assembled in the Caribbean and GSP 
have also extensively benefitted a number of countries in their efforts to broaden their 
economic base and improve their competitive access to the U.S. market. 

These programs are unlikely to disappear. However, taken together they do 
not, in my judgment, point us in the direction which I believe our relationship is now moving 
- toward a partnership of shared advantages, open trade and mutual responsibilities. There 
' little question that the relative value of many of these programs will erode as Mexico 
gains improved access to U.S. markets under NAFTA. Although negotiation of other Free 
Trade Agreements with the United States have yet to get underway, the trend works against 
these types of programs. While Caribbean and Central American countries currently benefit 
from preferential access to developed country markets through the Caribbean Basin 
Initiative and the Lome Convention, the degree of preference will narrow over time as we 
move to more open markets throughout the hemisphere. 

The time for energetic leadership and decisive action is now. Leadership in 
the Caribbean Basin must move quickly to position national economies to benefit from a 
more open trade and investment climate. These leaders must be willing to deal with the 
need to advance structural reforms to assure strong, market-based economic systems. They 
must assure that their countries are able to compete for investment and are able to produce 
exports competitive on world markets. Countries that do not move ahead will be left 
behind. But I trust that the leaders in the region will not let this happen. 

The Role of Intezration 

There is another policy perspective in the region; one shared by a number of 
dynamic and forward looking leaders who have seen the Enterprise for the Americas 
Initiative and the NAFTA as unprecedented opportunities. These leaders are at the 
forefront in the mo ement towards a new economic integration of the Western Hemisphere. 
They have looked upon the breaking down of barriers to trade and investment as a 
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challenge. An opportunity to reach out and expand cooperation with other countries and 
to advance toward a broader vision of a hemisphere wide free trade zone. This leadership 

-has produced tangible gains clearly reflected in a number of recent developments. 

o 	 Chile, in addition to seeking a bilateral Free Trade Agr.-ment with the 
United States, has completed separate trade agreements witr Venezuela and 
Mexico. 

o 	 Venezuela, in turn has entered into Free Trade pacts with both Mexico and 
Colombia. 

o 	 In Central America, El Salvador, Guatemala, and Honduras have moved 
rapidly to integrate their markets and replace protective tariffs and import 
quota regimes with a simplified structure of low rates. 

o 	 Despite the difficulties involved, both Brazil and Argentina remain committed 
to MERCOWUR, as does Paraguay and Uruguay. 

In a number of cases these agreements go well beyond a simple pact to reduce 
bilateral trade barriers and tariffs. There also has been major progress in deregulation and 
advancing the development and integration of regional capital markets and reducing barriers 
to the free flow of investment - both physical and financial. For example, the ageemicnts 
between Colombia and Venezuela also call for the integration of the stock and bond 
markets of the two countries, an idea that is truly visionary in scope. Similar cooperation, 
coordination, and mutual access is being discussed by a number of other countries in South 
America and directly complement the more obvious efforts in trade. These efforts, which 
blend deregulation and a broadening in the ownership of national wealth wil, belp spread 
the benefits of growth and adjustment to all level of society. This is absoluteiy crucial to 
ensuring a firm foundation for both democracy and the market. 

The rapid growth of bilateral agreements and the ensuing web of interlocking 
trade and investment liberalization pacts are much more than simple reactions to the threat 
of competition from NAFTA. A broader and more positive agenda appears to be at play -
- one in which countries can build on recent reforms to facilitate intra-regional trade, 
investment, and growth. 

o 	 The bilateral Framework Agreements on Trade and Investment adopted by 
nearly every country in the hemisphere with the United States have provided 
an opportunity to build a consensus among countries in the region. This 
consensus supports the fundamental principles of free and fair trade and, in 
turn, has facilitated trade and investment throughout the hemisphere. 

o 	 Just as sound macroeconomic policies and improved investment regimes have 
improved the competitive position and attractiveness of individual countries, 
it has also tended to highlight the need to reach beyond '::.ited domestic 
markets. 
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o Similarly, increased economic stability and more closely harmonized national 
economic policies have highlighied the advantages of economies of scale in 
production, and this is now developing in MERCOSUR and between 
Colombia and Venezuela. 

o The existence of more uniform rules and standards across countries has made 
these countries more attractive to the international financial community. The 
end result is more efficient and competitive capital markets. 

The integration process in Latin America and the Caribbean has not been 
without difficulty. Reduced barriers to trade and investment and the move to free markets 
have increased cross-border sensitivity to divergent macroeconomic policies and strategies.
It is difficult, for example to promote integration beyond a very basic level if two countries 
have widely divergent inflation rates and differing exchange rate and interest rate strategies. 

However, integraion is not working in every case. In .some individual 
countries restrictive, inward-looking protectionist trade and investment regimes are not being
dismantled with sufficient speed. Such policies hinder sub-regional integration.
In many respects the Andean Pact has dissolved into a series of bilateral agreements, largely
due to a lack of political commitment and a history of widely divergent macro-economic 
policies. Elsewhere, the Central American Common Market remains a largely theoretical 
construct, with the exception of the progress being made in the northerr tier countries in 
the trilateral accord. That agreement is leading the way to sub-regional integration in 
Central America. 

Sub-Regicnal Integratign 

For the Caribbean and Central America, successful integration must rest upon 
a commitment to an outward-looking program, keyed to a goal of low external tariffs and 
elimination of non-tariff bar.,iers coupled with reduced barriers to the free flow of capital
in an environment conducive to investment - both national and foreign. 

The focus cf Caribbean integration, however, has been largely inward-looking
with a continued adherence to an import-substitution growth model. This policy pattern
risks stagnation and isolation. Although the Organization of Eastern Caribbean States 
(OECS) is unique within Latin America and the Caribbean in its achievement of a monetary
union, progress towards broader integration has been slow. Mobility of capital and labor 
are either tightly controlled or non-existent. Efforts geared to fostering a region-wide
market served by regional firms have been halting. This sub-region is particularly
challenged by broader movement to hemispheric integration due to the very small size of 
some national markets and their high standards of living, reflected in some of the highest 
per capita incomes in the hemisphere. 

For the OECS, effective integration into the hemisphere will become 
increasingly urgent and critical to maintaining existing standards of living. Creative energy
needs to be applied immediately by leadership in this region to position national economies 
on a more competitive basis. Failure to do so will see incomes erode and frustration grow. 
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Until recently, movement to integration in CARICOM has been hampered bya common external tariff (CET) of 40%. Although we welcome the agreement by.CARICOM leaders to a phased reduction of the CET to 5-29 percent by January 1998, non
t-riff bairriers remain pervasive.. 

In Central America, I have already noted the progress being registered in thejoint efforts of El Salvador, Guatemala, and Honduras. Although other countries in theregion may be able to join this group with time, several remain far from willing to open
their financial systems or economies to the rigors of competition. 

The Role of External Suporl 

The Enterprise for the Americas Initiative remains the defining framework forour economic and financial cooperation, support, and partnership with the countries of theLatin America and the Caribbean. The United States continues to stand ready to enter into
bilateral official debt reduction agreements under the provisions of the EAI and, I ampleased to note, a number of additional countries are expected to become eligible for such
benefits before year-end. On the trade front, we remain committed to the a hemisphere
free trade zone, beginning with NAFTA. 

The United States believes firmly that economic stabilization and regionalintegration needs to be actively supported by the multilateral institutions, specifically the
International Monetary Fund, World Bank, and Inter-American Development Bank. 

We have looked to the Inter-American Development Bank - an institutioncontrolled by the countries of Latin America and the Caribbean - to play a major role inthe Enterprise for the Americas Initiative. That institution is central the region'sto
economic recovery. it is playing a key role in the investment reform process through
Investment Sector Loans and will soon be providing additional funds through the
Multilateral Investment Fund. The MIF will have three separate facilities: 

o 	 a technical assistance facility to identify and implement policy changes
needed to transform recipient economies; 

o a human resources facility to train workers involved in the transition 
to more open investment regimes; and 

o 	 an enterprise development facility to invest in small business. 
The MIF, which is now near its $1.5 billion funding target, has been structured 

so that non-member countries in the Caribbean can access its resources through the
Caribbean Development Bank. 

The United States believes the IDB's long-term role in the region need, io beenhanced. This belief was the basis for the U.S. proposal in September 1992 for the 8thReplenishment of the IDB, which called for a healthy increase in the resources available to 
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the Bank. In that proposal we asked that fully 50% of the IDB's future lending be used tosupport economic opportunity, social sector development and governance objectives in all 
borrowing countries. 

Conclusion 

The economic progress of Latin America and the Caribbean continues toadvance. It is attracting record levels of capital inflows, investor interest and renewedattention in voluntary capital markets. This progress has been underscored and reinforcedby a new hemispheric partnership, a partnership characterized by new links joining andstrengthening the economic and financial systems in the hemisphere. 

At a meeting of eleven Latin American Finance Ministers with TreasurySecretary Brady last June, this new partnership was reconfirmed. In their joint statement,the Ministers emphasized the importance of our mutual interests in achieving strongereconomies and stable democracies. They noted the importance of sustained economicrecovery and adjustment and the need to broaden the benefits of growth to all levels ofsociety. They also noted the crucial role played by open trade and investment regimes. 

Nearly every country in the hemisphere is now engaged in a process of selfexamination, restructuring and adjustment to meet the economic, social politicalopportunities unfolding in the region. 
and 

While the details and timing vary from country to 
country, the direction is clear. 

In the case of the Caribbean Basin, national leaders face a rapidly changingtrade and investment environment. The immediate need for reform and integration ofmarkets implied by NAFTA demands sound economic management, increased reliance onmarket mechanisms, improved efficiency, a more hospitable climate for investment andgreater regional cooperation and integration. Effective regional integration is particularlyimportant if the counztries in the region are to be competitive in the years ahead. 

NAFTA is not the only challenge facing the Caribbean. One day Cuba willno longer be a dictatorship. I believe that it will one day be a democracy eager to rejointhe community of nations as a market economy. When this occurs - and it most surely will- the Caribbean will face new competition for private capital, development assistance,
tourism, and export markets. 

The potential for expanding markets and growth in the rigion is enough tosustain the region's economies in the face of NAFTA, a free Cuba, and a more open andcompetitive trading environment. But this growth cannot occur unless complacency anddependency is replaced by energetic leadership looking to the future. 

Our mutual efforts to transform the hemisphere quickly and to secure greaterbenefits through cooperation and open markets is an unprecedented opportunity. We musthave the courage to seize that opportunity now. 
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Target the Misery in Haiti
 
S,:rges of Haitian boat people

bound for Flonda on the heels of the 
inaugvrton would be the worst of 
fl]beguuings for the Clinton admin-

istraion. .lmost certainly we woud 
seedrowinigs on our shores and in 
unpracticed new team delivering an 
ineffectual perfornance. 

Is this unhappy prospect ineva-
ble? Not ifthe president-elect keemw United States friom a number of 
to his pronouncements about the places within Haiti. 
need for bold foreign pobcy leader- a Name the Latin American pol y
ship based on our beliefs indemoc- team quickly, and assign high p6 
racy and human rights. The case of orily to Haitian policy. Using U.S. 
Haiti istailor-msde, power and influence to build democ-

For starters, the incoming adunin- racy in a country lacking democratic 
itration's policy message must ex-
pand to focus squarely on the cwii-
uionsin Haiti that pawn chaotic, 

dangerous boat untiee. Mr. Clin-
toD's statements have properly 
spothhted the importance of grant-
ing Haitians a fair interview to de-
ternmie whether they qualify as 
refugees. However, this hasna 
oty been read by Haiftians s in 

isviatontodear,t s ls a 
self-defeating-response to miags 
tion prestures inHaiti. 

Haitians leave to escape endemic, 
widespread human rights abuses, a 
dictatorship that stole the country's
&st-ever free election and the 
worst poverty in the hemisphere. It 
athese conditions that must be tihe. 
target of U.S. polcy. Of the three, 
human nghts are the most su cepti-
ble to early improvements that ad-
dress the reasons people flee and 
are consistent with the uldtimte 
goal of advancing democracy. 

To avert an early humniut-,arin
and political crisis, Clinton should 
publicly declare his support for de-

administration to these actions: 

tck on human rights abuses in 
DalIL The Organization of Ameri-
can States monitoring effort must 
be ilgnificantly trengthenied par.fiulrly in the countyside, and 

United Nations participation should 
be pursued. U.S. offcials should 
wor' collaboratively with the inter-
nau ,ial human rights community to 
expose and deiiounce abuses. Refu-
gee-screening offices dhould be 
opened outside Port au Pnnce, so 
those in immediate dnger can Ap-
ply for refugee admissuon to !,e 

jcs-jtutions and traditions isa long-
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term, tenuous proposition. En 
rvs'e, there are thorny questions.
Should the economic embargo be 
hfted or strengrhened? Do we insist 
on President Jean-Bertrand Ars-
tide'w return or facilitate negotia, 
tions that could produce another 
outcome? Should the coup leaders 
be punishe? Is the OAS the best 
broker? How should U.N. ctajns be 
brought to bear? New pol'cy-nak-
eramust debate these matters and 
set a strategy for advancing the 
democracy agenda. 
a Lift the Bush order for summary 
rurn of Haitila u son asfair 
prooessing ca be e-'are. Saety 
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and humane treatment must beour 
ob*ective for individual Haitians, asn 
is for al putative refugees. That 
requires interviews for allboat peo
pe and refugee resettlement for 
those who qualify, including those 
still being held at Guantanano. Plan
ning must be done quickly to avoid 
defending the Bush policy before the 
Supreme Court in February. None
theless. toe De 4 admunistration 
needs some time to organize a sensi
ble procelure. It should declare its 
intent to lt Bush's summary return 
order once refugee processing within 
Kim isexpanded, when refugee pro
cessing ctnters in the Canbbean, 
possibly Liluding Guantanamo, have 
been readied and when the U.N. 
High Commiss ner for Refugees
and other staff have been deployed to 
interview boat people and make refu
ge-gee determinaiom. 

The combination ofihmediate at
tention to human rights, asustained 
effort to build demccracy and fair 
orderly processing is the best 
to balance generosity with control 

the face of a migration crisis and 
to diminish the need for boat depar
lures over time. 

In our post-Cold War world, it is 
weaknesses-instability,

environmental degradation, over
population, poverty-that are 
emerging as serious threats to the 
ssecurity and well-being of powerful 
nations, This calls fo: confronting 
plcslieHii o iml s
problem of damage control but as a 
marker of new standards and initia. 
tives iora new age. 
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